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BOARD OF GOVERNORS

FEDERAL RESERVE SYSTEM

WASHINGTON

TO THE BOARD

June 30, 1941

Dear Sir:

In my letter, S$=-25%, of lMarch 11, 1941, vou were &dvised
that District ancd Division Contracting Officers of the Engineer
Corps would request yovr Benk and Branches, if any, to furnish
them from time to time with confidentisl reports regerding con-
tractors teing considered for construetion projects. In view of
the recent declaration by the President cf an unlimited National
Emergency, it is the desire of the War Ucpartment that everything
possible be done to expedite the arproval by the Under Secretary
of War of regquests for advance payments received from concerns
awarded contracts by the War Department for supplies or con-
struction.

Under date of June 30, 191, a merorendum was addressed
to the Chiefs of the Supply Arms end Services, by direction of the
Under Secretery of War, signed by Brigadier General John W, N,
Schulz, Director of Purchases and VYontracts, & copy of which is
encloseds This memorundum advises that ell contracting officers
of the Supply Arms and Servicecs of the %ar Depertment should
support their approval of requests for advence payments by suffi-
cient informetion regarding the financiel position of contreactors
to enable the Under Secretary to pass upon such requests without
further investigation, except in unusual citses, The memorsndum
further suggests that such informetion cen best be obteincd from
the Federal KReserve Banks &nd Branches.

Following conferences with officisls of the Office of
the Under Secretary of Wer, it is suggested that the report of &
Foderal keserve Benk contain informetion as to the mensgement and

reputation of the contracting compeny, & current bulence shect, «nd
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& nmon+thly forecast of disbursements for meteriel, labor, ete.,
and the expected receipts for goods delivercd under *the contrect.
Such information will be helpful in determining the emount needed
by the concern during the period of performance of the contract.
It is zlso suggested that efter raviewing the figures snd meking
sny necessary investigetion, your Benk include in its report, if
precticeble, en opiniorn as to whether or not the sdvence payment
reguested should provide tdecuate funds for performence of the
contract.

Your cooperation will be v-ry much appreciated.

Very ti:é¥ vours,

Ernest G. Druper.

Erclosure

TO TEE PRESIDEKTS OF ALL FEDEFAL RESYRVE BANKS
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COPY

WAR DEIARTLEET
OFFICE OF TEE UNDER SECRETARY
Washington,D.C.

T 14
FC-F 157 June %0, 191

KEI'ORANDUY for The Chief of the Air Corps
The Chief, Chemical Warfere Service
The Chief of Coast Artillery
The Chief of Engineers
The Chief of Finance
The Judge Advocete Generel
The Chief, Netionel Guerd Buresu
The Chief of Ordnsnce
The Cuartermaster Genersl
The Chief Signal Officer
The Surgecn Generel

SUBJECT: . Advence Poyments to Contractors on Supply Contrects

1. In view of tho declurstion by the President of un
unlimited Natiorel Emergency und in order theat everything possible be
done to expedite the approvel of the Under Secretary of War to requests
for advance payments, it 1s considercd desirable that the following
be brought to the attention of contrecting officers:

.. Approvel of requests for sdvence peyments will be

T expedited if an cpproved form of advance peyment
provisions {whether in the contract or in a
supplerentcel agreement) is used and os few varictions
&s possible are made therefrom. Enclosed cre approved
forms of Article t¢nd of supplementel sgreement
previding for udvance poyments on fixed price contracts,
as well &s an «pproved form of supplementel agreement
providing for advence payments on cost=plus-a-{ixed-fee
contructs,

These wpproved forms of advince puyment provisions are
not new but erc identieul with those promulgated by
various supply arms und services, It is not intended
hereby to restrict the use of other forms now in general
use,

The request mey be accompenied by the exuct cdvance
peyment provisions to be used; may stote that an
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approved form is to be used; or may stete thet an
epproved form is to be used with variations, stiting
the reeasons for the veriaticns.

b. If the contract requires unusuel provisions as a result

of additicnal fintneing arrengements with the Recomstruction
Firance Corporaticn, & Federal Reserve Benk or private
firancing institutions, the form of advance payment
agreement, 1f the chief of the supply arm or service

so desires, may be negotiated by the Office of the Under
Secretury of War in colleboration with the office of

the chicf of the supply arm or service concerned, or

with the contrecting cfficer,

c. In cases where & contractor hes mere then cone contruct
with & supply arm or service ard segregaticn of materials
and separate accounting between the contracts are difficult
or impracticable, the agreemert ney provide for advance
peyments on one or mere then orne of the contracts and
may permit the use of such advence jayments on any or
all of the contracts.

d. The cuestion of adequeacy of security for advance payments
is one requirirg the exerc¢ise of sound discretion and
there is no requirement thot an cdvence payment bond
be furnished ir every casm, Contracting officers will
not reguire such bonds unlcss in their judgment the
circumstances of the particular case so reguire.

It is necessary to the aprrovel of & request for advance
peyments thet the Under Secretery cof VWer be satisfied
thet the amount of the cdvunce puyments together with
the contrecter's own funds cnc such othcr financing cs
he cen cbtain will be sufficient to entble him to
perform the contract. In furtherence of the policy of
decentrzlization, contracting officers should support
their apprevel of requests for advince payments by
sufficient information regerding the finunciel position
of contractors to enable the Under Secretury of War to
pass upon such requests without further investigetion
except perheps in unusuel cases., Such information can
best be obtained from the Federsl Reserve bunks, the
fecilities of which haeve already been nmade nvailable

to contracting officers for this purposs, (See letter
of this office to the chiefs of supply erms cnd services,
deted December 9, 1040, Subject: "Field Contacts: with
Representatives of Federal Reserve Bonks in connection
vith Precurement ond Supply".) Farticulurly in cases
of contracters of doubtful fincneiel standing, & report
from the Federal Reserve benk should cccorpany the
request for advence payments.

O2~
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Requests for advanrce payments mey be rade ot eny tine
and mey be presented for approvel either during the
negotiation of & contrict, £t the tinc the contract
is submitted for epprovel, or et any time thereafter,
os will best assist in expediting the cntering into
znd accorplishment of the contract.

2. DNothing herein ccnteined shzll be censtrued to in cny wuy

sbrogote the provisicns of letter cof this office to the chicfs of
supply arms and services, deted August 20, 19L0, Subject: "Advunce
payments tc contractors for supplies cr construction”.

Ercs. (%)

By directicn ¢f the Under Seéretary of Wers

John W, N. Schulz
Brigadier Geroral, U, S, Army
Director ¢f Purchases and Contreocts

Ferm of advance payment
Article feor fixed price contracts
Form cf supplemental agreement

for fixed price contracts

Fermm of supplemental agrecment
fer cost-plus-a~fixed=fce ceontrects
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