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1. PROPOSED FORMS OF WAR DEP:RTMENP CONPRACTS
(For use in war or other Nabtional emergency)

© Informal Contracts®
Purchase Ordere.
Formal Contracts.
Fixed Price Comtract.
Adyustable Prace Contract.
Ad yusted Compensation Contract.
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2+ FPURCHASE OHDER

(1) It's form 1s familiar to all Govermmewnt contractors.

{2) It closely resembles like forms used in Imustry.

{(3) It 13 a brief, concise form.

(4) It contains a termimation clause which 1mmats
liabilaiby of tle Government to tle purchase price of mater-
1al or supplies delivered or in transit at the time of
termainat on. Provision a8 made for delebting this clauvse
when so desired by the Umted States.

(5) It's f1eld 1s lumited.

{a) It may be used t o procure gods inany
amount , but _the delivery must be made
within 60 days.

(0} If delavery cannot be rade within 60
days, the amount of the order may mwt
excoed $E00.00.

=00 Gme

3+« FEATURES COMION TO ALL FORIMAL CONTRACTS

(1) ALl are accompamed by a detailed analysis of
the contractorts estimate,
(2} All contain provisions for pr ority over all comn=
tracts not directly conrected with war activities and,
as among Federal contracts, 10 order of date thereof
unless otherwise diwrected in waiting by competent Feder=-
al authority.s
(3) 831 provide that the conbtractor shall furnish all
necessary facilities for Government inspectors; that
anspection, so far as prasticable, shgll be at place of
groduction, manufacture, or shipwent; am that such insp ec-
taon, unless otherwise provided in the specificatvions, shall
be final except as regards lsbent défects, departure from
speciflc requirerents, of fraud.
!
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(8) All reqmre ‘the contractor Lo exercise due
care in conserving Gover ment property and make him
liable, as a bailee, for farlure to exercise SUCh eare.

(5) A11 conbain like clauses relative to transfer,
officials not to benefit, convenant against conbtingent
fees, confidential work, and undesirable enployees.

OO~

FIXED PRICE CONTBACT.

(1) Satisfies statube requiring a “farmal dontract"
where smount exceeds $500.00 and delivery cannot be rade
within 60 dayse

(2) Suitable Yor use in purchase 0f comzercial or
semi~commerci1al arbic les and materials to be delivered
in reasonably short time, construction work and persoanal
SeIrVICEesS.

(3) Sub~combracts and sib~conbractors must be ap-
proved by the contracting of ficers

(4) Does uob combarin ligu.dated damage clawse, but,
n event o negligence or default by ¢ oatractor, tlre
Government ray ¢

(a) Assign officers or agents to assist in
expeditang work, at conbractoris exrense.

(b) Porchase coatract items elsewhere and
clarge conbractor with excess coste

(¢ ) Terminate the convrach, paying ¢ atract
prace for work actually performed.

(5) Contams termimtion clause, basing payment
on materisls on hand and percenta_e o work completed,
less salvage value thereof, Govermment may buy raw
malerials anl semi~finished work on hand 1f desired.

(6) Degrsion of conuracting officer 1s final in
all disputes ercenrn thoseapeRtaining to

(a) Elements of tme.

{b) Financigl cons.dercabron involved.
The cmtrector 18 afforded an opportunity to have these
two matiers detemumed juidiczallye

{7) Surety bord 1s opl.onel with Umted States.

(8) Paymewt may be mde for part.al work per fcrmed,
services realered @ articles delivercd and accepted by
the Umited States, up to 90% of the walue thereof.

(9} Tn this furm,of codtract the contracvor takes
all r.sks of rising prices.

(10) The Govermment loses if the contractor's esbi-
mate 1s high. It does not share in ary savmgs whuch
may be effected by the contractor.

~0008
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ADJUSTABLE PRICE CONTRACT.

(1) Thas contract protects the contractor from loss
due to 1rcreases 1n the yrice of labor and materzal. It
also protects the Goremmeat by providirg thab the con=
tract price shall be vreduced 1f there 15 a drop ;1 wages
or mater.zl priwces.

(2) Yre estiumce prepared by lhe corbracter sebs
forth tne prices of labhor and matsrisl as a the vime 1%
was prepared. This esiimpte 1s thea used as a basis for
compuiing o8justments due to chaages in the prace of
labor of mterial s¢

(3) It dees noh protect the contractor from loss due
%o errars ia estimatilg, uelffrcriensy y, ctce., nor does 1t
wrotect the Government fiom exorpitaast prices.

{1) The totair price £ adjusteble for clanges 1n
drawi.ags, specificeviors, and other conditiors of the
contrache

(5) Lixe the other formal contracts, 1t may be used
for the privnremcnt of materials, supplies, construction
work, ar personal services.

{6 Tie Umted States will pay not %o evceed 90% of
the cosis ircurred, concurrertly with per formance , but
all recuests for cayment mest be sunported by ceqviiied
summaries of original pay=rolis, woucrers, etc,

{7} The contractor must kegp <uccunts 1n the same
menner as 1 requiied in the Adjusted Compensauvion Con=
tracta

(8) The provisiom as to sub=coatracts are the same
as those 14 the 4d;usted Cempeusation lorbract, escept
that no sub=combracts of .ie Adjusted Cowpensavion con~
tract type will be peomitbeds As a sUbstibtute, the
conmbractor, ath the priyr gprovsl of She coatracting
of ficer, mey ev=cvie grh—~contrac.s iuentical in form
with bhe p* we coatracte

(9) The conrrace coateins a termination clause
setting Zocth Je follorunig provisiove

(a) Tf “he conbract Ls bormaated afber delivery
and aceeptance of 10% @ morce of the cone
twget ibems, the Uarbed btates will pay
the balance duve for actual exzpsadibures
urcer each o the following readwngs.

{ga) Preparatory cost.
(b ) Froduct.on cost.
: fcc) Rehabilitotaon costa.
Brt 1n no case shall the total payments under
any of the anove hsadings exceed the adjusted
amourt of that heading. In addation, the

e
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Tnited Statos wall pay that proportion
of the estimated profit which the number
of articles accepted bears to the total
number covered by the contract,

T e United States will also pay aduainmistrative
and general exrense after the date of termination,
on the basis of the amount applicable during the
calendar month of maximum yroduction, as follows

If the contract is less than
5070 COlnple'tedooo‘ococueonoo Bwo mOn‘hhS!

1f 50% completed and less
them 75%oocuccnnoonueoaauon One monbhe
If B5% ox more has been
comple'tedu.."..nn....“. None »

(b) If less than 10% of the completed articles
have been delivered whem the contract is
terminated, the U, ved Ntates wall pay the
balance due for actual expernd itures, as
above stated, and will 21so pay, ih lieu
of mofit, 10% of the sum so payable, the
payrent in lieu of profat shall nct exceed
10% of the conbractor's estumated mrofil.

(10) Tre contractor's estimate requires him to
state the length of time, after completion or ter-
mimtion, he will store the Gove.nment property and
raverial free of charge and the rate per squgre
foou per month he wall charge thereafter.

OO

ADJUSTED CO.IPENSATION CONTRACT.,

(1) May be used an procusement of mterials, sup~
plies, comstruction work, or pearsonal Services.

(2) While the comtrac.or submits a prelimimaiy
estimate of cost, the Thited SBates pays all allowable
cos v8 actually inciwrreds

(3) It's purpose 1s L0 protect.

{a) THe contractor from all loss except
such as may reswlt froma failwre %o
earn the interest on capital invested.
(b) THe Government from paying exorbitant
mwaiwces for work done, services perfomed,
(o) or articles delivered.
&3
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(4) Yo profat 1s included in the estimate, bub
the contractor receives in lieu thereof, a small fee,
based upon the estims ted production cost, less esti=
mated cost of naterasls and subwcontracts.

(5) Ircentive to effect savings 1s provided by
rermatiing the contractor to earn additional compens=
sation, based on savings effected, but this compensa=
tion 18 lamabed hy the following fommula. Compensation
equals 1/4th the percentage of saving on or iginal esti-
mate tmes actual cost as revised to eliminate overtime
and aubhorazed incireases in cost of labor and moterials.

(6) Contractor's system of cost accounving wumst be
in accOrd wath approved pracihice.

{7) Frequent reports on costs and profress of
work mgy be required.

(8) Payments are made eorcwrrently with experd stures,
but requests for payments must be swpported by certi-
fied summaries of oraiganal payrolls, invoilces, etc.

(9) No part of the fee @ addational compensation
15 paid until completion of she contract.

(10) Contractor my not place sub-contracts with any
vendor whom the eoncracting officer designates as
undesirable.

(11) Purchase orders or other recognized forms of
commercial comnitmends at fixed prices may be placed
without prior sprroval of the comtracting officer, pro=
vided liatnlity upon termination i1s lumited 1o completed
vork, servicss rendered, or materizal and supplies de-
liveied or an transit at time of termiration.

(12) Other fixed grice sub-combracts, car.yisg a
termination e¢lause smmalar to that in the fixed rice
contract, require the prior approval of the conbracting

officer.

{13) Sub=contracts, similar in terms %o the adjusted
compensation contract, may be executed by the conbractor
wath the praior P oval of the econbtracting officer.

(14 ) CHanges i1 drawinss and syecificatiols are age
companied by rropontionate changes in the estimated
cost and basic fee,

{15) No surety bonl 1s reguired,

(16) The contract comtairs no laquidating damage clause,
but the Govermment may exercise the same remedies agains$
a delmguent contractor as are provided in the fixed price
conbract. The conbractor receives no fee when the con~
tract 1s terminated because of his defaulk.

5e



(1)

(2)

(3}

(4)

(17} The contract contains a termnation clause
urmder which the contractor 1s paid far all actual
allowable exprenditures and receives as eompensation
in full, 2 termimation fee equal to twice the basic
fee applicable to the revised costs, but not exeeced~
ing double the oraiginal basic fee.

{18} A1l cost records, supported by original docu~
ments, must bepreserved by the combractor for 6 years
after fial sebttleament. The Secretary o War mey
author 1ze their imspectron at any tice doring the 6
year peri .

{19) Wasteful methd s are curbed by a provision
reducing the basic fee when the actusl cost exceeds
the estimate. The fee 1s reduced 1% for every 1%
ancrease 1k the actual cost, but the total reduetaon
m the fee my not exceed 50%.

{20) Thas contract 1s especially desirable in pro=
curing svpplies and construction work reguiring a long
time for completion. It protects mammfacturers who
are making war materials for the first time and those
wi famailzar with the mass yroduction of such materaals.

=00
EXQIBIT “Avw,

Used only in connection with the adjusbed compensation
contract, but fams coatarmng details of estumte, as
described below, form a art of every formal contracta

In fom, this 1 am offer froa the combractor setting
forth hus price and scledule of delaveries.

It sets forth, in detaal, the materials, facilities and
suppl ©s %o be farnished by the United States.

Resolves the %botal prace into three elements, as follows:

{a) Preparatory Cost = which is stbdivided anbo
cost of arranging, assembling, and yreparing
facilities for production; pabterns, gages,
Jigs, fixtures, dies, etc., experimental work,

additaomel facalities, and government facilities.

(b) Production Cost = which is a;nal;;r’ﬁed in the “Defini-
tion of Costs", -

{c) Behabilatgtion Cost ~ & fized sum debermined by
negobiation, as payment in full of the cost of
rehabil itating the contractor's plant. THis
sum 15 redvced 1f the contract is cancelled
before completaon of the preparatory work.

6



EXHIBIT VA" = cosb'de

8.

(5} All items 1n the estimate are also subdaviced
into two classes, as follows:
(2) Iabor and Overhead.
(v) Materials and Sub~contracts.

w00 G

THE DEFINITION OF COSTS.

(1) Does not grescrabe any defimte form o account~
g, but requres that the conmbractor's accounbing sys tem
permit the ready ascertaimment of costs as outl med in
the Defimrtion of Costs. -

(2} Requires the contractor ¥o furnish the contract~

ang officer with sweh cost data as the latter may re-
gurre from time to tare.

(3) Sirce rehabailavation costs are fully covered in
Exhibat 4, 1% treats onld of preparatory and produc tion
costsa

{8) It provides that the preparatory cost shgll in-
clude direct labor, darect material, and overhead, as
defined under groduction cost.

(5) Defines production cost as follows

A1l expend rbures, other then those made for
preparatory or rehabilitation worky which necessarily re-
sult from the performarce of work covered by the contract,
or whach, :a the oprhion of the contracting officer, are
reasonably incidemntal therebo, shall be considered as
elements of production cost unless specifically excluded
by the definition of cos¥s or by the coatract."

(6) Divides production costs imtc three elements, as
follows.

(2) Direct labor

(b) Direct material

{c) Overhead.

(7) Defines direct labors as "Wages paid for labor ex=
rended on production work eoverzd by the contract, and
vhich may be charged directly to sueh work."

(8) Begmires the contractor to magintain & Jcb card, or
in comstruction contracts a darly tme record, for every
employee, direct or inmlirect, working wholly or partly on
work under the conbkract. Only execulives and professiorsl
men are exemphi« 4 swmary of these cards must be pre~
pared for each pay~roll per 1cd.

7



8. DEFINITION (B COSTS, cont'ds

t9) (90 Defanes direct material as "all materaals
and components purchased by the consractor, enbdring
into and/or forming a part of Lhe work covered oy the
coatract, or otherwise susceptible of being charged
direcily agaxnst such work."

{10) Requires materials pwrclased for use 14 coh-
neciion with the contract to be stored apart from other
materials. Holds the contracior to strict accounbability
for all such mabtariale.

(11} It requires each i1ssue from stores to be evi~
denced by a stores reguisicion. These wall be amdited
ad dBsignated per lods by the Governaent audaitars.

{12) A1l sbeps in the handl ing and disposal of
scrap gre subject to the spproval of the contracting
officer. Proceeds of sales of scrap sre credrted to
the account of the comcracts

(13) Overhead is diva’ded into two parbs:

(a) Plant exrers=, |,
{b) Administret.ve and geaeral exyense,

(14} Plant expense inclides all authorized items of
cost 1ncwrrBd 1o conrection with the work, but whicn
cannot be charged directly against eny of 1ts units.
Plant expense rmy Dbe divided up as follows

Sugjevvision and Water.

clerical salaries. Small tools.
Indarect Iabor. Ligbilaty Insurances
Suppl 168 Light and heat.
Repanrsa Safety, fire, etc.
Insurence on Plant. Transp ortation,
Depreciabions Taxes on plants
Poyers

{15} Administrative and general expsnse consists of
those 1tems of eost necessary or reasombly incaidental
to the admiristrative or general office activities of the
contractoxr?s plants Il may be stbdivided as follcws

Salaries of execubives,

Salaries of effice employees.

Salaries of eagineering derartment.
Taxes on office buildings and equipuent.
Inght, heat and power.

Office stationery and supplaies.

Postage, telephone and %telegraph.

Net loss on operation of commissary.
Traveling exXoense.

Incidental expenses.

84
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DEF INITION OF COSTS, con%'de

(16) Overhead or ibs constatuents my be disirivuted
by any method conforiing Go good accounting practises
The United States will, of course, pay only 1ts oro raba
share of aay 1teme

{17) Yo payments will be made except upon presenta-
tion of sumeries w epared from original cost records
and certified by the Government audi ors.

(18) The following items will not be allowed as 1tems
of cost on the Adjusted Compensation contract, exye ndi-
tures made on behalf of these 1bens wall nchk be rerm-
bursed by the Government.

Federal Taxes. Fare Irstrance on govern-
Interest on Investwent. ment propercye
Bad debtse Interest paxd on debis.
Contribubions o Poyments inbo reserves
charitye for debis.
Entertarnment. RBeserves for bad debbse.
Pens 1on payrents Brokerage fees on com-
excépt in stgted mercial papere
cases. Life insurame premiums,
where contractor is
beneficiarye.

Salaries anl expenses of sales, advertising,
credit, collectaon axd legal depariments.
Salaries ard expenses of experamental and re-
search departments not directly engaged
on wark under the conbract.
Experditures for pabents, royalty payments, etC.,
not 1acident to wrk done under the conbracte.
Exyenses of subsidiary or holding companiesSe

w00 O™
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Total Estimoted COSTesesnees soe soanccas
Estimated cost of naterial and
SUD~CONLIrECtSeassceansnssess secssesoes

Rema1:06 s s0cecevo sorva oscoosvasascnooes
Fee {4% on remainder Jieesese esscas ssos
Actual Cost (exclusive of 86 Jiecessscns
Profat, if fixed price contractciasecsecas
Saving under compensation contraCtecesses

or percentaze of SAVINZsssrceacenacn
Cpmpensation (1/4 percentage of

SaVING X COSB)seasss cossnscsansens
Fee plus compensatiofowsscssesccsescsosaea
8tal profit as percentsge of cost

under compensation contract.cescaens
Total pecfat as verrentace of cost

undsr fixad price CoMLTaCTaaes asose
Saving to U.S. over fixed price contract.

Or..ﬂ.ﬂtﬂliqti....l.".l..ﬂ‘ﬂﬂ"n“'

-~ 00 0=

Estimrated Total COSt.;-oooc-na-.t.--nacn
Estimates cost of material and
SUD-CONLIACES wsssaes avse o co5 wos
Rema i NdBraesssssncosss cosesseaas nas
Fee (4% on remainder)eeeossosce ceencose
Actual cost (exclusive Of £60 Jeue vonso
Loss of contractor in case of
fixed price COﬂtraCtgggneunl;onntn¢a'
Pepalty in case of compensation contract,
Profat of contractor {feeless penalty)
in case of compensation Contract.vess
Loss of contractor as percentage oug
estimated cost under fixed price
CoONbratlescesovasscessadsnsnsoscena o
Profit of contractor as percentage of
gstimated cost under compeasstion
CDntractgooeooouoooo- ewoese on

LI

=000

10,

$1,000,000

500,000
500,000
20,000
800,000
200,000
200,000

20% of estimate

$ 40,000
60,000

% %
25 %

1756 of cost
$ 110,000

$1,000,000

500,000
500,000

20,000
1,200,000

200,000
44000

16,000
20%

1,6%



Total estimated COStacssesecscose cnascnce
Estims ted cost of material and
Sh <L ONETractSosseesseaceasesss ssoaoassc @
Remdlﬁier'-aoo cs8 04 Saee woRNODOCRGESH seE
Foo (4% on cemarnderiiies cos recessssccns
Actuel cost {exclusive of £20 Josessessese
Profit, 11 fr wed price conbractscassenss
Saving under COmPensation CONTractisescess
ox Percentage of SAV1INEsesrscrcaeasscce
Compensatlion {1/4 percentage of saying

36

$1,000,000

500,000
500,000
20,000
601.000
490,000
400,000
40% of est.

B COTh)esccesracussanssatonsonse sasese § 00,000
Foe plus COMPENSAt10N.sesscassccsnsscoosss 260000
Tota profrt as persertage of enst

gnder comrensailon cortritleccsseces oo 15~1/B%

Total profit as perceatege of cost
under fixed poice CONtraCtessesscsosaes 65-2 /5%
Sav.ug to US, over fimed price contract... Ezmlfﬁ%lof cost
Ornnooqv'po-i’toivotccacoatuo.oso' TR $ 5209000
~ 00 0=
Estimated Total Cobtasesserenerenasessssas $1,000,000
Estimated cost of material and

SUb~C0NtraCiSesescsnessssnconane sseans 500,000
Remaxn&er.¢..,¢,...n-c.. o-o&;oooecaooooco 5009000
Fee {4:% on remainder )totnooiono..eo--n- . 20,000

Actual coot {exciosive of £8 Jiceseavaee 1,400,000
Lo'ss of contiactor in case of fixed

Price contractsvasscossraccos coroanson 400,000
Penalty in cass of compensation conut.act.. 8,000
profit of cont.actor ffee less penalty)

1mc ase ot compensation contractscesssen 12,000
Loss of conrrachor as percentage of

estimated coslh aadsr fixed price contract. 40%

Profit of contractor as percentage of

ostimated cost under compensation contract.  1,2%

~00 O~

11,

7
et



Total estimated COStasesersss oscsosscs assarald
Estiroted cost of material & subcontractSe....
Roma1nd@¥r o« «eoce o oncocos saevsaass s soco
Tee (4 % on 1emainder).ceecesescaoes scoce oo
Actual cost {exclusive Of BeJoescoae o sees
Profit, 1f fixed price cOntraCtisccecsaces wve
Saving under compensation contraclocecccse oo
' or percentage of 527iNZse  cscesa wsarasss
Compensation (1/4 percentage of sawing
X COST)onscssocs o aa socasveocss Gn’cchtlh.$
Fee plus compensationsscee scossacsccssoscns
Total profit as percentage of cost under
compeprsation contractsoeoscscs 0seeos o
Totol profit as percenisge of cost under
faxed price contraClaecocsssvoscecsascsos
Saving to uU,S. over Piged price contractsses

&
or!lo PORGosCEaT e 300EODAVTDG0O0DLOBG 0L Y
=000~

Estimated total COStacsecessss ssaso sacossa P
estimeted cost of raterial & sub~contracts.
RemaINGE s vesevoavonses sso0 osaescenc acose
Fee (4% on remaindelleses o ¢ o« venece dss
Actual cost, exclusive Of feCesomuvcocroess
Loss of contractor in case of

fixed price contracts. o« 2 s0e secacoe s
Penalty 1n case of compensation contract....
Profit of contractor (fee less penalty)

1n case of corpensailion CONtract.svascess
Loss of confractor as percentage of esti~

mated cost vnder fixed price contractie.s
Profit of contractor as percentage of

sstimated cost under compensatzom contract,

~00 O

1,000,000
500,000
500,000

20,000
300,000
700,000
700,000

70% of est.

52,500
72,500

24-1/6%
233-1/3%

209-1/6%
627,500

1,000,000
500,000
500,000

20,000

1,700,000

700,000
10,000

10,000
70%
1%

of cos:
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OVERHEAD SUB-CONTRACT S FEE 320000

$500,000

|
;’ ACTUAL cosT $1,200000 FEE $i6000
i

- T e
i

i
ACTUAL cosT $i400000
i

FEE $12000

FEE $10000

I

THE FEE I REDUCED % FOR EACH 1% IN EXCESS oF ESTIMATE
LIMIT oF REDUCTION IN FEE IS 50¢% OF ORIGINAL



