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ADDRESS OFFICIAL CORRESPONDENCE 

TO THE SOARD 

June 30, l9L~l 

Dear Sir: 

In my letter, S-2r::;3, of l~arch ll, 191+1, you were advised 
that District and Division Contracting Officers of the 1n~ineer 
Corps would request yol'r Bank e.nd Bra:'ches, if any, to furnish 
them from tine to time with confidential reports regarding con­
tractors being considered for construction projects. In view of 
the recent declaration by the President of an unlimited National 
F1rr.ergency, it is the desire of' th<:' War .LJcpartment that everything 
possible be C.one to expedite the ar:proval by the Under Secretary 
of War of requests fo:r advance paj'1nents rccei ved from concerns 
awarded contracts by the Y!a.r D0partment for supplies or con­
struction. 

Under date of June 30, 19Ll, n mer.ora.ndurr, was addressed 
to thf_· Chiefs of thE· Supply Arms B-nrl Services, by direction of the 
Under Secretary of War, signed by Brigadier Gt:neral John W. N, 
Schulz, Director of Purchases and 0ontrncts, a copy of which is 
c-ncloscd. This merr:ora.ndum advises that e.ll contracting officr::rs 
of the' Suppl:,' .Arr;~s e.nd Servic cs of the liar Depe.rtmont should 
support their approval of' requests f'or advanc€:' paym<nts by suffi­
cient inforrne.ti on regarding the· financi8.l position of contructors 
to enabl{; the Under Secretary to pass upon such requ..-,sts vri thout 
further investigation, except in unusu1.1l ct..s0s. The memorandum 
further sugg:ests that such inforr..Ltion ce.n best be obtained from 
the Federal Res•rve B&nks v,nd Branches. 

Following conferences with officials of the Office of 
the Under Secretary of 1Ne.r, it is suz~cstrd that thr rc·port of a 
F':'deral Rq;ervc Br;·.nk contain inform:~ ti on ~:-..s to tht. recnageJ:lEmt and 
reputation of the contracting company, a current be, lance sheet, Lnd 
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a mon~hly forecast of disbursemer:.ts for me..tcria.l, htbor, etc., 
and the expected receipts for goods dcliver<"d under the contre.ct. 
Such information vrill be helpful in ddermining the c.mount ner::ded 
by the concern during thP pc;riod of performance of the contract. 
It is c.lso suggested that afte:!" r'viev:ing the fie;ures and mc.king 
c..ny necessary investige.tion, your Be.nk include i:J. its report, if 
prL-cticc.ble, f,n opinior. u.r to whether or not the e.dvance po.yment 
requested should provide cdequo.te ::Uncts :f'or performo.nce of the 
contru.ct. 

Your cooperation ·~.111 be v-~ry much c.ppreciated. 

Very 

S-273 

tf yours, 

~:r,.~ 
Ernest G. Draper. 

Enclosure 

TO TEE PRESIDEhTS OF ALL FLDEFAL RESFRVE BANKS 
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WAR DElARTJ.:EKT 
OFFICE OF Th"E UNDER SECRETARY 

Washington, D.C. 

1ZLORANDU!>: for The Chief of the Air Corps 
The Chief, Chemical W~rf£-re Service 
The Chief of Coast Artillery 
The Chief of Engineers 
The Chief of Finance 
The Judge Ad'lrocE.te Genert.l 
The Chief, Nc..tionf;;.l Guard Buref'.u 
The Chief of Ordnance 
The ~~rtermaster General 
The Chief Si[nnl Officer 
The Surgeon Gener~l 

June 30, 191:.1 

SUBJECT: Advance Pt::.yments to Contractors on Supply Contracts 

s-273a 317 

1, In view of th~ declaration by the President of un 
unlimited Nntior..E'.l Emergency t...nd in order that evc·rythir.g: possible be 
done to expedite the o.pprov(~l of the Under Secretf',ry of War to requests 
for o.dvo.nce paymE"nts, it is c onside·rcd desirable th~~t the follo1A'ing 
be brought to the attention of contrr.cting officers: 

a. Approve,l of requests for e.dvance pLyments V':ill be 
expE>di ted if o.n Lpproved form of ndvance pt;cyment 
provision~ (whether in th~ contract or in a 
supplernentc.l agree:r.wnt) is used nnd ('S few varic. ti ons 
as possible o.rf. ~adc therefrom. Enclosed are approved 
ferns of Articlr- end of supplementc.l f',grcement 
providinG for ttd"\•~::..nce pc.yn:m1ts on fixod price contracts, 
ns well o.s nn t:;.pproved form of supplE>:m.enttcl agreement 
providing for advance pu.~rments on cost-plus-e.-fixed-fee 
contracts. 

These t:cpprov~::·d forms of r.cd'Vt.nc~>. pt...yrnent provl.Sl ens nre 
not new but £ere ide·ntic~l with "those promulgated by 
ve.riou~ supply E.\rms [<Tid services. It is not intE'nded 
hereby to restrict the use of other for:r·1s now in gener~l 
use. 

The r~quest mt::.y bE' uccompunied by thf' exo.ct c.dvance 
payment provisions to be used; mc.y stv.to:: thct nn 
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approved form is to bf used; or rr:ny stc.tc th~::~t o.n 
approved forn1 is to be used with n1.riations, st,.ting 
the reasons for the variaticns. 

b. If the c ontn~ct reqvires unusu['l prov1.s1:ons as a result 
of addi ti ona.l finr~ncing arrangem-:;nts vri th the Reconstructivn 
Fi:'.t:mce Corporcticn, a Federal Reserve Bc.nk or privntc 
financing institutions, the form of t:tdvance pe.ymcnt 
agre[%ent, if the chief of the supply r,rm or serYicc 
so desires, m~;~y be negotiated by the Office of the Under 
S':crchry of We:.r in colla.bon~tion with the office of 
the chief of the supply arm or s~rvice concerned, or 
with the contracting officer. 

c. In cases where a. contre.ctor ht.s mc·n' thc;.n one contrE,ct 
with a. supply arm or service ar:d segregation of roaterials 
and separate accountinc between tte contracts are difficult 
or impracticable, the agreemer.t ve.y provide for advance 
pa;yments on one or more than onr-: of the contracts and 
may perrni t the usc of such a.dve.nce ;:a:yrr:ents on any or 
all of the contracts. 

d. The question of udequacy of security for e.dvance paym!')nts 
is one requiring the exerCise o:" sov.nd discretion c.nd 
there is no requirement thct l.n cdvs.r:ce }Jl:yment bond 
be furnis:'led ir every cecs"·· Con·cn~cting: officf'rs v:ill 
not rcq1.1ire such bonds unlc ss in their judg;m<::nt tho 
circumstnncos of the p&rticuls.r casf so roquirc. 

e. It is necessary to ths npr;rove.l of f. rE·qu~Cst :C'or advr::.nce 
payments that the Uncer Secretcry of Wc.r be satisfied 
the. t the C.InOUnt of the adVG.!lCC pc..;y-mcnts together vri th 
the contr£,ctor' s own funds c.nC'. such other fimmcing c.s 
he co.n obte.in will bE suf'ficic•nt to en&blc hirr. to 
per forrr. the contrnct. In f'urthere.ncc of U:e policy of 
decentrc.lizo.tion, contractinf officers should support 
their c..pprcve.l of requests for £..dvc.nce pc.yme!lts by 
sufficient inforrr.&tion rcce,rding the fino.ncic.l position 
of contractors to enable the Under SecretG.ry of War to 
pnss upon such requests without further invcstigLtion 
except perho.ps in unusu£..1 cases. Such informuti on can 
best be obtained from the Fedcrt.l Reserve bu.nks, the 
fr•cilities of which ht'.vc rclrcc.dy been r;:ade f.lvc.ils.ble 
to contracting officers for this pvrpose, (See letter 
of this office to the chiefs of surply e.rms t..nd services, 
dated December 9, 1940, Sub,jcct: 11 Field Cont~ots·~ V'ith 
RepresentE,tives cf Federal Rcscnre Bc.nks in conn.cction 
with Procurement end Supply'',) Fc.rticu h-rly in cases 
of contractors of doubtful finr..nci[:l standing, £• report 
from the Fcdor£~1 Reserve bcnk should c.ccorpany the 
request for c.dvc.nce pc.ynwnts. 
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f. Requc:· sts for udvance p('.;yments mc-y br.: r;J.cde c.t e.ny tir:?.e 
and rr:.c..y be present·31 for c.pprovr~l oi ther during the 
ncgotic.tion of r. contr:::.ct, r.t the tir.,o the contrc-ct 
is submitted for c.pprovc.l, or D.t r,ny ti:r-:e thE"•n::c,ftor, 
L'-S wi 11 best c.ssi st in expodi ting the cnt,:ring into 
.;~nd a.ccorc.plishr.ent of the contrc,ct. 

Nothing; herein ccntc.inE·d shs.ll be construed to in £,L.y 

r.tbrogote the provisicns of letter of this c-fficc to the chiefs of 
suppl~{ ur:r:1s c.nd services, dt~ted August 20, 19L~0, Subject: "Advunco 
payments to contra.ctors for supplies or construction". 

0 ,_. 

By directi en cf the Under Secreh<.ry of Wnr: 

John W. N. Schulz 

Wt,y 

Brigudier G<::r.::ral, U. S. Army 
Director cf Purchusos end Ccntrc.cts 

Er:c s. ( 7j) 
Fcrm of udvc,nce r-ayment 

Article fer fixed price contracts 
Form cf supplc•rrontu.l agrc'cr~ent 

for fixed ?rice ccntructs 
Fen~ of supplementul t..grecnent 

fer cost-plus-c-fixed-f~e ccntr&cts 

-3-
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