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FOREWORD

Changes to this manual will be supplied on a page basis, and will be pub-
lished as required. As change pages are received they will be inserted in their
proper places and the replaced pages destroyed.

Each page of the manual bears a date in its upper inside corner. This date
is the date of the publication. Pages which represent changes will carry the
date and number of the change.

Paragraphs are numbered consecutively throughout the entire book. Para-
graphs with decimal suffixes indicate added paragraphs. For example, a
paragraph numbered 34.1 represents the first main paragraph following
paragraph 34,

Pages are numbered consecutively throughout the book. If new pages are
added within the book, the added pages will carry alphabetical suflixes—A, B,
C, and so on. For example, if a new page is added between 31 and 32, the page
will be numbered 31A. A second additional page in the same place would be
numbered 31B, and so on.
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INTRODUCTION

References will be found in this manual to War Department Procurement
Regulations relating to terminations. This manual is not directed to con-
tracting officers but is designed solely to give accounting and auditing instruc-
tions consistent with Procurement Regulations. In the event of revisions of
the Procurement Rt—‘(fllldtio,'[h, appropriate revisions will be made herein.
When a settlement is to be arrived at by negotiation, reports by personnel
making the accounting review or the audit of the contractor’s pr oposed settle- O
ment are in the nature of a guide to the contracting officer. Such reports and
the procedures set forth in this manual will not limit or restrict the ultimate
legal authority of the contracting officer to effect negotiated settlements.
In any accounting review, or in the preparation of accounting reports for
the information and guidance of the contracting officer, the “Statement of
Principles for Determination of Costs Upon Termination of Government Fixed
Price Supply Contracts,” issued by the Joint Contract Termination Board, will
be followed.
When a settlement is not to be effected by negotiation but by the applica-
tion of a specific formula provided in the contract, an audit of the contractor’s ;
claim will be made in each instance in accordance with specific instructions bb
issued by the Chief of the Technical Service concerned or the Commanding
General, Army Air Forces. These instructions will be consistent with Procure-
ment Regulation 15 and with accounting methods prescribed by the Office of
the Fiscal Director , Headquarters, Army Service Forces.
Further accounting instructions in the form of Termination Cost Memo-
randums for the information and guidance of War Department personnel in
dealing with the determination of costs and related matters will be issued as
chapter 5 of this manual,
Chapter 6 of this manual, to be issued at a later date, will deal with the
accounting problems and procedures peculiar to the Field Accounting Repre- -
sentative program for the review of termination settlements. —
In addition, accounting instructions consistent with those prescribed in
this manual may be issued by each of the Chiefs of the Technical Services and
the Commanding General, Army Air Forces. Such instructions will relate to
the administration of the audit staffs, and due to varying procedural require-
ments in the Technical Services and Army Air Forces, some variation in content
may exist, but uniformity should be an objective, Copies of all such instruec-
tions will be submitted to the Fiscal Director, Army Service Forces, for
ratification by that office,
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This manual supersedes TM 1}-320, 7 July 1938

CHAPTER 1
INTRODUCTION
SECTION | ment, the contractor prepares a statement set-
ting forth his proposed settlement. The
GENERAL

1. Purpose of Manual. The purpose of this
manual, which is applicable only to negotiated
settlements of fixed-price supply contracts
terminated at the option or for the convenience
of the Government, is to guide Government ac-
counting personnel in their accounting review
or examination of settlements proposed by con-
tractors, so that contracting officers may have a
factual basis upon which to negotiate settle-
ments. It is intended, also, that this manual
will provide useful information on the account-
ing aspects of terminations,

2. Termination Arficle, Paragraphs 324 and
15-901 of the War Department Procurement
Regulations contain the Uniform Termination
Article for insertion in fixed-price supply con-
tracts. The text of this article is set forth in
appendix A. The Termination Article pre-
viously prescribed and now superseded (see
PR 15-901-A) is reproduced in appendix B,
since certain contracts containing the old Ter-
mination Article are in the process of settle-
ment. Procedures contained in this manual
are applicable to negotiated settlements under
either article.

3. Manual Does Not Prescribe Regulations for
Contracting Officer. Procurement Regulations
prescribe the principles and rules for contract-
ing officers in dealing with termination settle-
ments. Wherever statements are made in this
manual as to duties of contracting officers, such
statements are based on Procurement Regula-
tions and are solely for the purpose of inform-
ing accounting personnel. They are not to be
interpreted as instructional to contracting
officers,

4. Presentation of Proposed Seftlement by Con-
tractor. When a War Department fixed-price
supply contract is terminated by the Govern-

contracting officer has the responsibility of
passing upon this proposal and arriving at an
agreement with the contractor. In carrying
out these functions, it is the further respon-
sibility of the contracting officer to decide the
extent to which he requires independent review
and verification of the contractor’s statement
by personnel qualified to deal with accounting
matters. In this connection, the accounting
personnel will assist the contracting officer in
an advisory capacity when such technical assist-
ance is requested by him.

5. Documentary Evidence Requirements., War
Department requirements as to documentary
evidence, such as are in force with respect to
CPFF contracts, are not applicable to fixed-
price supply contract termination settlements.
In the case of a negotiated settlement, the only
documentary evidence to be attached to the
voucher will be a copy of the supplemental
agreement evidencing the amount and terms of
the settlement. The contracting officer, how-
ever, should maintain records of the settlement
in the manner prescribed by the chief of the
technical service in accordance with PR 15-222.
Paragraph (h) of the Uniform Termination
Article provides that the contractor, for a
period of three years after final settlement
under the contract, must make available to the
Government at all reasonable times at its office
all of its books, records, documents, and other
evidence bearing on the cost and expenses of
the contractor under the contract and with re-
spect to the termination of work thereunder.,

6. Detailed Auditing To Be Minimized,

a. It is desirable that auditing be reduced to
a minimum consistent with protecting the inter-
est of the Government. Whenever possible,
reliance should be placed on intelligent reviews
rather than on audits. In cases where audits
appear to be necessary, they will be carried out
in accordance with the principles of selective
auditing.
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b. Chapters 1 and 2 of this manual are of gen-
eral application in all reviews; chapters 3 and 4
apply only in those cases where audits are
made. However, a general reading of the latter
chapters should be useful in applying the pro-
cedures outlined in chapters 1 and 2.

7. Office Review of Proposed Settlement by Ac-
counting Personnel. PR 15-424.1 requires con-
tracting officers to have an office review made
by qualified accounting personnel of each state-
ment submitted by a contractor in connection
with a fixed-price supply contract termination.

a. The purpose of the office review is to
appraise the adequacy of the supporting in-
formation submitted by the contractor with his
settlement proposal, so that the accounting per-
sonnel can recommend to the contracting officer
the extent to which reliance can be placed
thereon as a basis for a negotiated settlement.
In making this appraisal the accounting per-
sonnel may be guided by the test of what evi-
dence would be satisfactory in accordance with
prudent business standards.

b. Before beginning the office review, the ac-
counting personnel should refer to the ferms of
the contract or purchase order under which the
settlement proposal is being made. They
should also avail themselves of any other in-
formation pertinent to the contract.

¢. Upon completion of the office review, the
accountant will furnish the contracting officer
an appropriate memorandum expressing his
conclusions as to the adequacy of the support-
ing information and the indicated reliability of
the data submitted by the contractor.

d. In making recommendations to the con-
tracting officer, the accountant should consider
the following:

(1) Amount and complexity of the proposed
settlement.

(2) Result of the office review.

(3) Available reports of independent public
accountants.

(4) Information available from War De-
partment personnel having contacts with the
operations under the contract.

(5) Information available from price adjust-
ment boards.

(6) Status of renegotiation proceedings.

e. The accountant should realize that the
contracting officer will rely to a considerable ex-
tent on his recommendations. Therefore, in
view of the general need for minimizing audit-
ing to the extent practicable, he should not
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recommend further examination when the in-
terests of the Government can be protected ade-
quately by relying on more readily available
information.

8. Procedure for Office Review. The funda-
mental objectives of an office review are the
same as those of an audit performed in the
field, as discussed in chapters 3 and 4. How-
ever, the review is necessarily more limited than
the field audit, since it is based upon the sup-
porting evidence submitted by the contractor
as a part of his settlement proposal and other
information available in the office of the pro-
curement district. In general, the accountant
analyzes and tests the information submitted by
the contractor to determine inconsistencies or
other indications that the items included are
overstated or inapplicable. The following sum-
mary is suggestive of the major steps in an office
review:

a. A check of the mathematical aceuracy of
the settlement proposal and all supporting or
related schedules should be made.

b. The accuracy of the information submitted
in connection with outstanding “V” or other
Government guaranteed loans and advance pay-
ments should be checked.

¢. Each item of cost should be reviewed to
determine that it conforms with the Statement
of Principles for Determination of Costs. (See
par. 24.)

d. In examining overhead charges (indirect
factory expense or general and administrative
expense), a review should be made of the avail-
able data with respect to significant items to
determine—

(1) That the individual accounts included in
the overhead “pool” are proper and reasonable.

(2) That the bases of prorating the overhead
to the contract are acceptable.

(8) That the overhead rates are reasonable
and have been applied properly.

e. Consideration should be given to the rea-
sonableness of each item of cost in relation to the
stage of completion of the contract.

/. Consideration should be given to the rea-
sonableness of the relationships between the
amounts of the various items, based on normal
commercial standards.

g- A check should be made of the finished
units shipped and billed to determine the num-
ber of units covered by the termination notice.

%. Quantities of material and work in proe-
ess on hand should be carefully reviewed to

Oy, 2w
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determine that they are not in excess of the
reasonable requirements for the uncompleted
portion of the contract.

¢. The available inventory data should be re-
viewed to determine whether the contractor has
included defective items.

- Reconcilements of inventory quantities of
significant items listed by the contractor with
quantities disposed of or taken over by the Goy-
ernment should be made to the greatest extent
practicable. (See par. 66.) If at the time of
the office review the property disposition is not
complete, a partial reconcilement should be made
subject to completion of the check at the time of
final settlement.

k. Consideration should be given to the possi-
bility of common items and where they exist,
and the propriety of the allocation of such items
to the terminated contract should be carefully
appraised.

{. Amounts included for handling charges
and post termination charges should be re-
viewed as to their reasonableness, and to deter-
mine any indication that they have been
estimated or arbitrarily determined to an un-
reasonable extent.

m. If the contractor has included a charge for
profit, the accountant should review all infor-
mation pertaining to the indicated rate of profit
on this contract, (par. 23a), rates shown by
applicable cost estimates, rates allowed in rene-
gotiation, and other similar data. Considera-
tion also should be given to the items of cost to
which the rate or rates have been applied.

n. Consideration should be given to other
work the contractor is doing and to any indica-
tion that costs for tools or other equipment are
included which are properly applicable to such
other work.

0. Settlement proposals submitted by the
same contractor in connection with other ter-
minated contracts should be reviewed for any
evidence of inconsistency in the application of
procedures or policies,

9. Appropriate Extent of Examination Beyond
an Office Review.

a@. It is the contracting officer’s responsibility
to determine what further examination, if any,
will be made of the contractor’s proposed settle-
ment beyond the office review.

b. The following steps are illustrative of what
further examination, if any, the contracting
officer may require;
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(1) The contractor may be requested to sub-
mit additional data or explanations in writing.

(2) Government accounting personnel may
be instructed to visit the contractor’s plant to
discuss the statement and to make any necessary
reference to the accounting records,

(3) An audit by qualified accounting per-
sonnel may be requested in accordance with the
procedures outlined in chapter 3.

¢. While it is the contracting officer’s respon-
sibility to decide whether or not an audit is to
be made, the procedures by which such examina-
tions are actually carried out are dependent
upon the judgment and technical knowledge of
the accounting personnel.

10. Completion of Negotiated Settlement,

a. The reports of accounting personnel,
whether based on office reviews or more ex-
tensive examinations, will be submitted in an
appropriate manner to the contracting officer.
It is then the contracting officer’s sole responsi-
bility to negotiate a settlement with the con-
tractor. It isto be emphasized that the reports
of the accounting personnel are for the general
guidance of the contracting officer and do not
limit that officer in arriving at what he considers
to be a proper settlement.

b. The accountant’s report should include
comments, in reasonable detail, upon the bases
of the determination of the rate or rates of
profit used in the computations. The report;
should also call to the attention of the contract-
ing officer any special factors relating to the
allowance of profit which should be given study
in connection with the settlement negotiations
and should suggest any qualifications of the re-
sults of the computations which may oceur to
the accounting personnel as deserving consid-
eration by the contracting officer,

11. Coordination in Certain Cases With Renego-
tiation Proceedings.

a. Where accounting work has been done in
connection with renegotiation, it should be
utilized so far as practicable to avoid duplica-
tion of effort. This is particularly necessary
when costs included in the settlement proposal
were incurred during a period for which ac-
counting statements were submitted in renego-
tiation proceedings. However, this policy
should not be interpreted to justify delaying
termination settlements until renegotiation
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proceedings for a given period have been com-
pleted. (See PR 15-550.)

b. In other cases, the accounting examina-
tion in connection with termination can be used
by the Price Adjustment Board. If, for ex-
ample, all Government contracts were being
terminated, the Price Adjustment Board should
be advised, so that the one accounting examina-
tion can serve the needs of all interested
agencies. It isalso highly desirable that copies
of accounting reports covering terminations be
made available to Price Adjustment Boards for
their assistance in dealing with renegotiation.

12. Consolidation of Termination Accounting
Where More Than One Contract Is Ter-
minated.

@. Where more than one contract with one
contractor, for a particular technical service
or for Army Air Forces, is being terminated at
one time, the termination accounting should be
consolidated to the greatest practicable extent
with a provision for the apportionment of the
total amount of the settlement to the various
contracts on some reasonably satisfactory basis.
Where more than one War Department agency
is Involved, the coordination of any audits
should be handled through the Audit Division,
Office of the Fiscal Director, Headquarters,
Army Service Forces.

b. In the case of certain contractors, the re-
sponsibility for making the accounting review
of all termination settlement proposals under
all Government contracts has been assigned to
one of the services of the War Department or
to another Government agency. This was au-
thorized by a Joint Directive of the Army and
Navy dated 18 March 1944, and is known as
the Field Accounting Representative program.
In such cases Government personnel, as well as
other contractors, will be informed that all ac-
counting reviews will be coordinated and per-
formed by the responsible Government agency.
While the procedures for making accounting
reviews outlined in this manual generally are
applicable, the special problems and procedures
involved in the FAR program will be covered
in greater detail in chapter 6 of this manual, to
be issued at a later date.

13. Expediting Partial Payments. The Uniform
Termination Article (PR 15-901) provides that
“the Government shall make partial payments
and payments on account, from time to time,
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of the amounts to which the contractor shall be
entitled.” It is the duty of accounting per-
sonnel, when called upon, to facilitate them in
every proper manner. For example, in ap-
propriate cases, a brief preliminary office re-
view may suffice as a basis for the advice
requested by the contracting officer.

14. Manual Not Applicable to Formula Settle-
ments. This manual does not prescribe audit-
ing procedures for settlements made through
the use of the formula set forth in the Uniform
Termination Article, as contrasted with settle-
ments made on the negotiated basis. The audit
instructions for each formula settlement will be
issued by the Commanding General, Army Air
Forces, or the Chief of the Technical Service
concerned. These instructions will be consist-
ent with Procurement Regulation 15 and with
accounting methods preseribed by the Office of
the Fiscal Director, Headquarters, Army Serv-
ice Forces.

15. Examination of Subcontractors’ Claims. This
manual is prescribed as a guide to the account-
ing examination of claims of subcontractors
when such examinations are to be made by Gov-
ernment, personnel. It is also suitable for use
by contractors in their examination of subcen-
tractors’ elaims.

16. Manual Not Applicable to Sections of Con-
tract Already on Cost Basis. Some fixed-price
supply contracts provide that certain facilities
shall be furnished on a cost basis. Reimburse-
ment is made for these facilities on a cost basis
to the extent completed, and no part of this re-
imbursement is to be included in the settlement
proposal covering the supply portion of the con-
tract. Therefore, this manual is not applicable
to such portions of the contract. The audit
procedures in connection with costs of facilities
contracts are set forth in TM 14-1000, “Admin-
istrative Audit Procedures for Cost-Plus-A-
Fixed-Fee Supply Contracts,” 1 March 1944,
formerly published as the “Manual for Admin-
istrative Audit of Cost-Plus-A-Fixed-Fee Sup-
ply Contracts.”

17. Review of Previous Termination Settlements
with Contractor. Where the contractor has
made settlements in connection with other con-
tract terminations, those settlements should be
reviewed for such information as may be per-

=

b

R EEEEEEREEEEEERR———

1

tin

B S S - ]

h.




1Jun 44

tinent. Care should be exercised that policies
indicated in the various settlements are consist-
ently followed and that there is no duplication
of charges as between the individual statements.

18. Definitions and Explanations of Certain
Terms Used in Manual.

a. Termination. A termination may involve
all or any specified portion of the supplies cov-
ered by the contract. It refers to those circum-
stances where a lump-sum settlement is to be
made for costs incurred. It does not include a
situation involving a reduction of quantities
where adjustment is made for this change
through increased unit contract prices for the
remainder of the contract.

b. Other work. 'The term “other work” re-
fers to all work other than the fixed-price supply
contract affected by the termination and in-
cludes both other Government contracts and
civilian business.

c. Subcontractor. The term “subcontractor”
includes suppliers, commonly referred to as
vendors, whether dealing directly with a prime
contractor or dealing through other subcon-
tractors.

d. Common items. A “common item” is one
that is normally usable on both the contract and
other work. It may be an item of raw material
or a part which is either partially or completely
processed. The term may also refer to common
claims of subcontractors,

SECTION 1

GENERAL BASES OF PRESENTING ACCOUNTING
INFORMATION FOR NEGOTIATED SETTLE-
MENTS

19. The Negotiated Settlement. The uniform
Termination Article for Fixed Price Supply
Contracts (PR 15-901) provides that the con-
tractor and the contracting officer may agree
upon “the whole or any part of the amount or
amounts to be paid to the contractor by reason
of the total or partial termination of the work.”
It 1s also provided that in the event a negotiated
seftlement cannot be agreed upon, for any por-
tion of the proposed settlement, a settlement of
that portion shall be made in accordance with
a prescribed formula. The negotiated settle-
ment basis gives the contracting officer maxi-
mum flexibility in working out a fair settlement,
of the amount due with a minimum of delay.
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20. Presentation of Settlement Proposal for Con-
tractor's Own Charges.

a. Inventory method. Costs applicable to
the uncompleted portion of the contract nor-
mally will be determined by pricing the inven-
tory in detail at purchase or manufacturing cost
and adding any other applicable costs. This is
known as the “inventory method.” It is espe-
cially practicable when the inventory consists
largely of purchased materials and parts on
which little or no work has been performed.
This method is also to be used when dependable
unit cost information is available for the pricing
of work in process. To the costs thus ascer-
tained the profit allowance, if any, is added.

b. Total cost method. 1In the absence of de-
pendable unit cost information, and particularly
when the contract is terminated in the early
stages of performance, there may arise serious
problems in determining a fair basis for prie-
ing the inventory and for segregating other
costs between the completed and uncompleted
portions of the contract. An alternative
method of computing the contractor’s own
charges may be utilized to meet these problems,
The costs chargeable to the entire contract to
date of termination are summarized and a profit
allowance, if any, is added. All payments pre-
viously made and to be made by the Government
for completed units are then deducted. This is
known as the “total cost method.”

¢. Procedure when a loss on entire contract is
indicated. Ifitis determined that the contrac-
tor would have suffered a loss on the entire con-
tract had it been completed, procedure under the
inventory method remains unchanged. Proce-
dure under the total cost method, however,
is as follows: from the total costs of the contract
are deducted the payments for completed units
adjusted upward to reflect the fact that the in-
dicated cost of these units exceeds their contract
price. Thus, if a 6 percent loss on cost were in-
dicated, the contract price of the completed
units would represent 94 percent of the indicated
cost. By dividing those contract prices by .94
the indicated cost can be determined. The de-
duction of the higher amount will leave only the
costs applicable to the uncompleted portion of
the contract.

21. Treatment of Disposal Credits. The term
costs, as used in the foregoing, refers to costs
on a gross basis, that is, before disposal credits.
Disposal credits may arise either from the re-
tention of items by the contractor at prices
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mutually agreed upon or from the sale of prop-
erty to others with the approval of the con-
tracting officer. The total amount thus de-
termined will be deducted from the amount
of the proposed settlement of the contractor as
otherwise computed.

22. Claims of Subcontractors. The costs aris-
ing from the settlement of claims of subcon-
tractors for uncompleted work as of the date
of termination will be added to the portion
of the proposed settlement covering the contrac-
tor’s own costs,

23. Accounting Aspects of Profit Allowance.
When the contracting officer requests informa-
tion on which to make a determination of an ap-
propriate profit allowance, the accountant may
furnish such information based on the follow-
ing data:

a. The contractor’s indicated rate of profit
or loss.

(1) This is the rate which it is indicated,
based upon the contractor’s accounting data as
to performance thus far and expected costs to
complete the contract, would have resulted had
the contract run to completion.

(2) The computation may take into con-
sideration nonrecurring preparatory costs and
other “initial” costs incurred in the early period
of the contract which are applicable to the en-
tire contract,

b. The nature of the work done on the un-
completed portion of the contract.

(1) The summary of costs included in the
accountant’s report should disclose by major
classifications the nature of the work done.

(2) Costs representing articles or materials
not processed by the contractor should be
shown separately.

(8) Costs of an unusual nature and im-
portant in amount should be shown separately.

SECTION Il

STATEMENT OF PRINCIPLES FOR DETERMINA-
TION OF COSTS UPON TERMINATION OF
GOVERNMENT FIXED PRICE SUPPLY CON-
TRACTS

24. Statement of Principles.

a. The following is the statement of prin-
ciples for determination of costs upon termina-
tion of Government contracts, approved by the

ﬁ
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Joint. Countract Termination Board, December
31, 1943, referred to in paragraph (h) of the
Uniform Termination Article, applicable to the
termination of fixed price supply contracts at
the option of the Government.

“1. General Principles. The costs contem-
plated by this Statement of Principles are those
sanctioned by recognized commercial account-
ing practices and are intended to include the
direct and indirect manufacturing, selling and
distribution, administrative and other costs in-
curred which are reasonably necessary for the
performance of the contract, and are properly
allocable or apportionable, under such prac-
tices, to the contract (or the part thereof under
consideration). The general principles set out
in this Statement are subject to the application
of any special provisions of the contract. Cer-
tain costs are specifically described below be-
cause of their particular significance, and, as
in the case of other costs, should be included to
the extent that they are allocable to or should
be apportioned to the contract or the part
thereof under consideration.

(a) Common Inventory. The costs of items
of inventory which are common to the contract
and to other work of the contractor.

(b) Common Claims of Subcontractors.
The claims of subcontractors which are common
to the contract and to other work of the con-
tractor.

(¢) Depreciation. An allowance for depre-
clation at appropriate rates on buildings,
machinery and equipment and other facilities,
including such amounts for obsolescence due to
progress in the arts and other factors as are
ordinarily given consideration in determining
depreciation rates. Depreciation as defined
herein shall not include loss of useful value of
the type covered by subparagraph (f).

(d) Eazperimental and Research Ewxpense.
General experimental and research expense to
the extent consistent with an established pre-
war program, or to the extent related to war
purposes.

(e) Engineering and Development and
Special Tooling. Costs of engineering and
development and of special tooling; provided
that the contractor protects any interests of the
Government by transfer of title or by other
means deemed appropriate by the Government.

(f) Loss on facilities—Conditions on Al-
lowance, In the case of any special facility
acquired by the contractor solely for the per-
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formance of the contract, or the contract and
other war production contracts, if upon termi-
nation of the contract such facility is not
reasonably capable of use in the other business
of the contractor having regard to the then
condition and location of such facility, an
amount which bears the same proportion to the
loss of useful value as the deliveries not made
under the contract bear to the total of the de-
liveries which have been made and would have
been made had the contract and the other con-
tracts been completed, provided that the amount,
to be allowed under this paragraph shall not
exceed the adjusted basis of the facility for
Federal income tax purposes immediately prior
to the date of the termination of the contract,
and provided further that no amount shall be
allowed under this paragraph unless upon
termination of the contract title to the facility is
transferred to the Government, except where
the Government elects to take other appropriate
means to protect its interests.

(g) Special Leases. (1) Rentals under
leases clearly shown to have been made for the
performance of the contract, or the contract
and other war production contracts, covering
the period necessary for complete performance
of the contract and such further period as may
have been reasonably necessary; (2) costs of
reasonable alteration of such leased property
made for the same purpose; and (3) costs of
restoring the premises, to the extent required
by reasonable provisions of the lease; less (4)
the residual value of the lease; provided that
the contractor shall have made reasonable ef-
forts to terminate, assign, or settle such leases
or otherwise reduce the cost thereof.

(h) Adwvertising. Advertising expense to
the extent consistent with a pre-war program or
to the extent reasonable under the circumstances.

(1) Zimitation on Costs Described in Sub-
paragraphs (d), (e), (1), (¢), and (k). Inno
event shall the aggregate of the amounts allowed
under subparagraphs (d), (e), (f), (g), and
(h) exceed the amount which would have been
available from the contract price to cover these
items, if the contract had been completed, after
considering all other costs which would have
been required to complete it.

(j) Interest. Interest on borrowings.

(k) Settlement expenses. Reasonable ac-
counting, legal, clerical and other expenses
necessary in connection with the termination
and settlement of the contract and subcontracts
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and purchase orders thereunder, including ex-
penses incurred for the purpose of obtaining
payment from the Government only to the
extent reasonably necessary for the preparation
and presentation of settlement proposals and
cost evidence in connection therewith.

(?) Protection and disposition of Property.
Storage, transportation and other costs in-
curred for the protection of property acquired
or produced for the contract or in connection
with the disposition of such property.

2. Initial Costs. Costs of a non-recurring
nature which arise from unfamiliarity with the
product in the initial stages of production
should be appropriately apportioned between
the completed and the terminated portions of
the contract. In this category would be in-
cluded high direct labor and overhead costs,
including training, costs of excessive rejections
and similar items.

8. Ezcluded Costs. Without affecting the
generality of the foregoing provisions in other
respects, amounts representing the following
should not be included as elements of cost :

(a) Losses on other contracts, or from sales
or exchanges of capital assets; fees and other ex-
penses in connection with reorganization or re-
capitalization, anti-trust or federal income-tax
litigation, or prosecution of federal income tax
claims or other claims against the Government
(except as provided in paragraph 1 (k)) ; losses
on investments; provisions for contingencies
and premiums on life insurance where the con-
tractor is the beneficiary.

(b) The expense of conversion of the contrac-
tor’s facilities to uses other than the perform-
ance of the contract,

(c) Expenses due to the negligence or wilful
failure of the contractor to discontinue with
reasonable promptness the incurring of expenses
after the effective date of the termination notice.

(d) Costs incurred in respect to facilities,
materials or services purchased or work done in
excess of the reasonable quantitative require-
ments of the entire contract.

(e) Costs which, as evidenced by accounting
statements submitted in renegotiation under
Section 403 of the Sixth Supplemental National
Defense Appropriation Act, 1942, as amended,
were charged off during a period covered by a
previous renegotiation, may not be subsequently
included in the termination settlement if a re-
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fund was made for such period, or to the extent
that such charging off is shown to have avoided
such refund.

4. To the extent that, they conform to recog-
nized commercial accounting practices and the
foregoing Statement of Principles, the estab-
lished accounting practices of the contractor as
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indicated by his books of account and financial
reports will be given due consideration in the
preparation of statements of cost for the
purposes of this article.

5. The failure specifically to mention in this
statement any item of cost is not intended to
imply that it should be included or excluded.”

1
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CHAPTER 2

CONTRACTOR’S PROCEDURES

SECTION |
THE CONTRACTOR AND HIS STATEMENT

25. Responsibility of Contractor to Submit His
Statement of Proposed Settlement. The con-
tractor will file with the contracting officer an
accounting statement relating to the amount
due to the contractor by reason of the termina-
tion which shall constitute a proposal for a
negotiated settlement covering the work done
with respect to the uncompleted portion of the
contract.

26. Contractor's Statement and Proposal for
Setilement. The contractor’s statement of costs
and other accounting data showing the amounts
due him by reason of the termination should
be prepared in accordance with the principles
set forth in PR 15 and this manual. This settle-
ment proposal, together with the schedules in
support of it, constitute the basic representation
of the contractor. In submitting any such
statement to the Government, the contractor
represents that the facts stated are true. He is
subject to penalties for any false certification.
(See 18 U. S. Code 80.) All costs elaimed to
have been incurred by the contractor should be
supported by data sufficiently specific to permit
satisfactory review or examination. It usually
will expedite the preparation of the con-
tractor’s statement if the contractor’s represent-
atives will confer with the contracting officer
and his accounting personnel before undertak-
ing accounting work in connection with this
statement,

27. War Depariment Termination Forms, Stand-
ard forms, together with general instructions,
have been issued by the War Department for
the use of prime contractors and subcontractors
in presenting their settlement proposals under
terminated fixed-price supply contracts. The
general instructions applicable to all of the
standard forms are shown on pages 10 and 11.

The standard forms have been filled in to show
the general manner in which they are to be used
and are shown in figures 1 to 9, inclusive (pars.
28 to 82). However, the amounts of the various
items shown in the illustrations, as well as
any indicated relationships between those
amounts, are not to be considered as significant
in respect to the general propriety of such
amounts or relationships.

28. Settlement Proposal Over $10,000—Inven-
tory Basis. The forms normally required for a
settlement proposal of $10,000 or over, before
disposal credits, presented on an inventory
basis, are shown in figures 1 to 5, inclusive.

29. Settlement Proposal Over $10,000—Total
Cost Basis. The forms required for a settle-
ment proposal over $10,000, before disposal
credits, presented on a total cost basis, are the
same as those illustrated in figures 1 to 5, ex-
cept that Form No. B-1 would be replaced by
Form No. B-2. The latter form is illustrated
in figure 7. Forms No. A-1, C-1, C-2, and C-3,
necessary to complete this settlement proposal,
are not shown since their use has already been
illustrated in figures 1, 3, 4, and 5.

30. Settlement Proposal Under $10,000—Inven-
tory Basis. The form to be used when the set-
tlement proposal, before disposal credits, is
under $10,000 and is presented on an im-'entory
basis, is illustrated in figure 7.

31. Settlement Proposal Under $10,000—Total
Cost Basis. The form to be used when the set-
tlement proposal, before disposal credits, is
under $10,000, and is presented on a total cost
basis, is illustrated in figure 8,

32. Settlement Proposal Under $500. The form
to be used when the net settlement proposal is
under $500 is shown in figure 9,
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GENERAL INSTRUCTIONS

FOR USE OF

STANDARD CONTRACTOR’S PROPOSAL FORMS

In Presenting Settlement Proposals Arising From Total or Partial
Termination of Fixed Price Supply Contracts

I. INSTRUCTIONS APPLICABLE TO ALL FORMS

GENERAL POLICY REGARDING USE OF STANDARD
ForMS

1. As a means of assisting prime and subeon-
tractors in the preparation of settlement proposals
and of expediting the review of such proposals, the
War Department has provided standard forms for
general use.

2. These forms are to be used in connection with
all fixed price supply contracts terminated after
15 May 1944, In exceptional cases, if the forms
fail to present the essential facts or are not suffi-
ciently applicable, the contracting officer may
authorize some other method of presentation on
forms specially designed for the purpose. Con-
tractors having contracts terminated prior to
15 May 1944 should also use the forms, where pro-
posals have not yet been prepared on other forms.
All subcontractors should use the standard forms,
to the greatest extent practicable.

3. Contracting officers are authorized to permit
the omission of data called for hy the standard
forms in particular instances to the extent that
such data are not applicable, are not reasonably
obtainable, or are not deemed necessary for the
adequate substantiation of proposals for settle-
ment or for disposal of property; and to require
additional data when necessary for settlement,

4, Information should be supplied in accordance
with the requirements set forth on the forms.
Failure to do this may result in delayed settle-
ments.

5. The forms are designed to present informa-
tion required for settlement of terminated con-
tracts as well as for disposal of property resulting
from such terminations. In connection with prop-
erty disposal, contractors and contracting officers
will be guided by the general poliey that, without
delaying the final scttlement, surplus raw mate-
rials and work in process should be finally disposed
of, to the extent practicable, promptly after ter-
mination so that delivery of property or passing
of title to the Government will be unnecessary.
Where the settlement proposal is Jess than an
amount to be prescribed from time to time in regu-
lations, ell property involved should normally be
finally disposed of so that no delivery or passing of
title to the Government s involved,

TYPES OF STANDARD FORMS PROVIDED

1. The following outline indicates the individual
forms provided and when they are to be used:
(2) Where Settlement Proposal, before Dis-
posal Credits, is $10,000 or over—Long
Form Procedure.

Form A-1, Contractor’s Settlement Pro-
posal—Summary Statement.

This statement is supported by a
schedule of the contractor's own
charges to date of termination—
B-1 or B-2.

Form B-1, Contractor's Own Charges
Schedule—If contractor is pre-
senting his charges on an inven-
tory basis.

Form B-2, Contractor’s Own Charges
Schedule—If contractor is pre-
senting his charges on a fotal cost
basis.

The “B" schedule is supported by inven-
tory forms:

Form C-1, Raw Materials, Pur-
chased Parts, and Supplies.

Form C-2, Work in Process.

Form C-3, Jigs, Tools, Dies, Fix-
tures, ete.

(b) Where Settlement Proposal, before Dis-
posal Credits, is under $10,000—Com-
bination Form Procedure.

The Combination Statement Form to be
nsed:

Form A-2, if contractor is presenting his
proposal on the inventory basis.

Forim A-3, if contractor is presenting his
proposal on a fefal cost basis.

(¢) Where Secttlement Proposal is under
$5600, the Short Form A—{ may be used.

2, Even though a particular settlement propo-
sal, before disposal credits, is under $10,000 the
contractor may use the “C" schedules if he finds
them more appropriate, or he may use the entire
long form procedure, if he prefers.

INVENTORY vs. TorAanL Cost METHODS FOR PRE-
SENTING PROPOSALS

1. Under the inventory method, the costs alloc-
able to the work done on the uncompleted portion
of the contract plus profit, if any, are presented in
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the proposal. This method should be followed,
whenever practicable.

2. Under the total cost method, the costs appli-
cable to all work done on the contract are sum-
marized, plus profit, if any ; and deduction is made
for payments made or to be made for completed
units. This method should be used only when the
inventory method is not practicable,

CosT DATA PRESENTED IN STANDARD FORMS

1. In presenting all cost data on standard forms,
the contractor should be guided by the Statement
of Principles for Determination of Costs Upon
Termination of Government Fixed Price Supply
Contracts issued by the Joint Contract Termina-
tion Board, together with any further interpreta-
tions which may subsequently be issued.

2. It is of special importance that adequate ex-
planations be submitted as to the methods followed
in allocating common items of inventory, common
claims of suppliers, indirect factory expense, and
general administrative expense,

FINISHED UNITS ON HAND AT DATE OF TERMINA-
TION

1. Normally prime contractors will obtain pay-
ment for finished units at the contract price and
such units will npt be reported on inventory forms.

2. Subcontractors may not in all cases be per-
mitted to obtain payment through regular billing
procedure for finished units on hand at date of ter-
mination. If such finished units can properly be
included in the settlement proposal under the exist-
ing contractual arrangements, they should be re-
ported as follows:

Contractors Using Combination Form Proce-
dure:
List and describe in Inventory Schedule
provided on Form A-2 or A-3.
Contractors Using Long Form Procedure:
Use a separate page of Ferm C-1 with
headings appropriately niodified.
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INVENTORIES

1. In filling out the inventory schedules, it is
permissible to lump small quantities of itéms under
& “Sundry” caption with a general description of
the type of items included, where the aggregate
amount: involved does not warrant greater detail.
As a general rule, the cost of the items included
under the “Sundry” caption should not total more
than 20 percent of the total cost of the particular
inventory classification or $1,000—whichever is
less,

2. If the proposal is submitted on the fnventory
basis, no item of property for which the contractor
does not propose to make a charge need be listed.
If, however, the contractor seeks any profit on such
items, the basis of such a charge must be clearly
set forth.

MISCELLANEOUS INSTRUCTIONS

1. A separate set of forms should be submitted
for each contract terminated unless grouping of
several contracts of the same contractor for set-
tlement purposes is approved by the contracting
officer.

2. All certificates must be signed by authorized
representatives of the contractor. Only one ex-
ecuted certificate is required for each form or
schedule—irrespective of the number of pages—
unless additional certificates are requested by the
contracting officer.

OTHER APPLICABLE REGULATIONS—WAR DEPART-
MENT CONTRACTS

1. The general procedures for the handling of
terminated War Department fixed price supply
contracts are contained in Procurement Regula-
tions No. 15. Instructions as to the accounting
review of termination settlements by Government
personnel are contained in TM 14-320, Termina-~
tion Accounting Manual for Fixed Price Supply
Contracts.

2. These regulations should be consulted by con-
tractors as further guides as to the nature of the
data to be presented in these standard forms,

II. INSTRUCTIONS APPLICABLE ONLY TO LONC FORM PROCEDURE

Tu® oF PRESENTING INDIVIDUAL FoRMS

1. The plan here outlined may be followed, to the
extent practicable:

(a) Submit “C” Inventory Schedules as
quickly as possible to facilitate disposi-
tion of inventory. Cost data should be
completed to the extent practicable,
without unduly delaying submission of
forms. However, cost information is
particularly needed for property dis-
posal purposes in connection with prop-
erty listed on the C—1 form.

(b) Submit “B” Contractor’s Own Charges
Schedule, supported by “C” schedules
containing cost data, so that the ac-
counting review of these charges may
be started.

(c) Submit “A" Contractor’s Settlement
Proposal—Summary Statement, which
is the basis for the negotiation of a
final settlement.,

2. All of above forms and schedules may,
however, be filed at one time. In some cases
the “C” schedules can be filed first and then
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the “B” schedule and “A” form be filed together,

INVENTORY SCHEDULES

1. Where any inventory schedule requires the
use of two or more sheets, the entire heading need
not be repeated on the second and subsequent
sheets. Only the contractor’s name and the Gov-
ernment contract number need be repeated, plus
the required page number information,

2. Inventory schedules listing Government
owned property should be submitted only for prop-
erty disposition purposes and should not be filed
as a part of the Settlement Proposal. “Contractor
Owned” inventory includes all property for which
reimbursement may be claimed even though secu-
rity title may have passed in connection with par-
tial or progress payments.

3. Special instructions for describing inventory
in column 2 of all “C” forms have been prescribed
to facilitate property disposition and to comply
with the requirements of the various property dis-
posal agencies, These instructions are attached
as Appendix A. Additional instructions and ad-
ministrative interpretations may be given from
time to time through contracting officers.

11
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APPENDIX A

SPECIAL INSTRUCTIONS FOi DESCRIPTION OF INVENTORY UNDER COLUMN 2 OF STANDARD
CONTRACT TERMINATION INVENTORY SCHEDULES (Forms C-1,C-2, and C-3)

GENERAL INSTRUCTIONS

The inventory schedules provided in Form C-1,
C-2, and C-3 are intended to assist contractors and
property disposal officers in valuing and dispusing
of property resulting from contract terminations,
as well as for the purpose of arriving at the settle-
ment amount.

It is therefore essential that the inventory be
glassified in general groupings as outlined in these
supplementary instructions, ‘The instructions
should be carefully studied before inventory lists
are prepared and followed to the extent practicable
with each contract termination inventory.

OFFERS BY CONTRACTORS

It will greatly facilitate final settlement if that
part of the listed property which the contractor is
prepared to purchase is segregated under the vari-
ous subdivisions of the property lists.

CONDITION OF EQUIPMENT

The condition of equipment listed on Schedule
(-3, and of any property listed in Schedule C-1 or
C—-2 which is other than new and excellent, should
be indicated, using the following condition codes:
N New. 1 Excellent,
E Used—reconditioned. 2 Good.

0 Used—usable without repairs. 8 Fair.

R Used—repairs required. 4 Poor.

For salvage show only “X" and no number.

X—means Salvage—Obsolete Property (no
further value for use as originally intended).

Except in case of salvage, a “letter-number”
combination must always be used to describe con-
dition. Examples: N2—New and in good condi-
tion ; R3—Used, repair required, general condition
fair.

CLASSIFICATION OF PROPERTY

Specific instructions as to the classification of
property listed on each of the three schedules, C-1,
C-2, and C-3 are included in the following para-
graphs.

RAw MATERIALS, PURCHASED PARTS, AND SUPPLIES
(ScHEDULE C-1)

1. Purchased parts and components identified
with a particular assembly may be listed together
under the group heading in which the assembly
would normally fall, notwithstanding the fact that
they are standard parts or common components
which would otherwise be included under the group
headings listed below.

2. With the exception of the above, items should
be listed under the following group headings. The
group headings should be shown af the top of each
group listing. A new page should be started for
each group; or, in the case of small inventories,
groups may be separated by extra space.

Crude animal and vegetablé products, edible.

Crude animal and vegetable products, in-
edible,

Fibers, vegetable and animal, unmanufac-
tured.

Leather,

Boot and shoe cut stock and findings.

Wood basic materials.

Pulp, paper, and paperboard.

Textile basic manufactures.

Food and beverage basic materials,

Oils, fats, waxes, and derivatives, animal and
vegetable,

Petroleum and coal products, except raw ma-
terials for cemical industries.

Chemicals.

Paints, varnishes, lacquers, japans, thin-
ners, pigments, driers, fillers, and related
products.

Iron and steel, including pigs, ingots, castings
and forgings (before machining), plates,
sheets, strips, bars, structural shapes, pil-
ing, rails, tubular products, wire, and other
shapes and forms.

Copper and copper-base alloy basic shapes and
forms.

Aluminum and aluminum-base alloy basic
shapes and forms.

Magnesium and magnesium-base alloy basic
shapes and forms.

Other nonferrous basic shapes and forms.

Fabricated metal basic products, including
basic hardware, wire products, insulated
wire and cable, stamped, pressed, and per-
forated metal basic produets.

Nonmetallic mineral basie produets, including
natural stone products, elay products, glass
basie products, hydraulic cements, concrete
products, gypsum products, pottery basie
products, mineral wool basic products,
abrasive basic products, asbestos basic
products, graphite and carbon products,
mica and refractories.

Raw materials not classified above.

Mechanieal common components, including
engines, pumps, power-transmission equip-
ment, bearings, valves and steam special-
ties, lubrication equipment (i. e., standard
components that can be used in more than
one product).

Electrical common components, including
motors, controls, switches, wiring devices,
lamps (i. e., standard components that can
be used in more than one product).

Noncommon components, parts, equipment,
and accessories (i. e, components that can
be used only in the particular industry in
which any given product falls). For exam-
ple, if the product is motor vehicle, the
group heading should read “Motor Vehicle
Noncommon Components” and should in-
clude automotive engines, fires, ete. If
the product is aireraft, the group heading
would read “Aireraft Noncommon Compo-
nents” and should include .aircraft hard-
ware, aireraft electrical fittings, ete.).

Containers and closures,

Purchased parts and supplies not classified
above.

WoRK IN PROCESS (SCHEDULE C-2)

Property should be segregated into groups: of
similar items; for instance, component parts of a
particular subassembly should be grouped .to-
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gether, completed subassemblies should be shown
in the same group, partially fabricated items of the
same general type should be listed together. Ap-
propriate headings should be used for the different
groups so that a prospective buyer may readily
locate the type of property in which he is inter-
ested. Whenever practicable, the group headings
set forth for Schedule C-1 should be used for this
purpose,

Parts fabricated by the contractor should be
included in the Inventory Schedule C-2 for Work
in Process to the extent practicable, Where such
parts ave not easily segregated by the contractor
from similar items of purchased parts, it is per-
missible to include them with purchased parts in
Inventory Schedule C-1 for “Raw Materials, Pur-
chased Parts, and Supplies.” The term “Manu-
factured Parts” is intended to represent com-
pletely fabricated units which are identifiable as
piece parts or subassemblies and which have been
manufactured in the contractor’s own plant.

Jies, TooLs, DIEs, FIXTURES, ETC. (SCHEDULE C-3)

Items should be listed under the following group
headings. The group headings should be shown
at the top of each group listing. A new page
should be started for each group: or, in the case of
small inventories, groups may be separated by
extra space:

Gages and precision measuring instruments,
Perishable tools.
Jigs, dies, and fixtures.

LARGER ITEMS OF PRODUCTION EQUIPMENT UNDER
SCHEDULE C-3

This form should also prove satisfactory for the
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listing of major items of production equipment for
property disposal, particularly Government-fur-
nished production equipment. When used for
such purposes, items should be listed under the
following group headings (attachments, acces-
sories, and auxiliaries should be included with the
major item of equipment to which they pertain) :

General-purpose industrial machinery -and
equipment, including engines and turbines,
compressors and pumps, conveyors, cranes,
derricks, hoists and winches, industrial
trucks, trailers, tractors, and stackers, and
fan and blower equipment,

Electrical machinery and apparatus, includ-
ing rotating equipment, transmission and
distribution equipment, motor starters and
controllers.

Special industry machinery (machinery for
industries requiring specialized machines).

Metal-working machinery, including machine
tools, primary and secondary metal form-
ing and cutting machinery and equipment.

Office machines.

Motor vehicles.

Furniture and fixtures.

Miscellaneous machinery and equipment.

Note—In order to assist in classifying property as
specified above, it is expected that a supplement will be
issued at an early date setting forth alphabetically some
1,600 items and types of property frequently encountered
in contract terminations, and indicating under which of
the classifications specified in these Supplementary In-
structions particular property should be listed, The
Standard Commodity Classification Number for each item
and type will also be indicated,

13
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.“‘j:mm :::;ﬁ:‘:' CONTRACTOR'S SETTLEMENT PROPOSAL i
re
Siastivy Al o & SUMMARY STATEMENT
{Form A~2 or A-3 may be used when folal proposal i less thon §10.000 befare ditposal or other credify)
Toawz or Yous Fied Check one
% This seul proposal is spplicable to # prime contract with the
Young Manufacturing Compamy [ This. sertlemnecs’ poopastll i wpslicible: . bl b i
pr— TSireet) ) ) ndis 5 (id .[') with
1234 South East Street, Dayton 12, Ohio .
T monies payable under the conltact have boch #Higacd, thow pame of ATAgaee!
None . *Insert pame and sddeeis of cootractor from whom you tecerved Notice of
Errscrive Date oF TERMIRATION | GOVERNMENT CORTRACT No | GOVERNMENT ASENCY Irems Conmracteo Foa
8 May 1944 W-001l-ord-100| Ordnance Department X22C1 assemblies
SUMMARY
Do Nor Uss Tas
Cowonn
I. Contraetor's own charges—per Schedule B-1 or B-2—See Instruction 3 . $332,773.98
2. Adjustments—Schedule A-l—o—See Instruction 4. . . . . . . . 237 .42 4
opAdivtied amomilie s s 5 s (6 se 1r o s e erie)ie)im (e le $.332,536.56
4. Post termination charges—Schedule A-1-b—See Instruction5 . . . . 2,764.10
5. Setl ts with &b Tiis Schedule A~ See Instruction & . ".297,30
&. Other charges—Schedule A=1d . . . . . . . . . . . . . -0 =
et RO CHGITEE R ol = = hais e 4 ek rwiun i o L e g $.3424597.96
8. Disposal credits—See Instruction 7 per summary p.l, .Form G-1 | § 61,566.97 e 0
9, Other credits—Schedule A-l-e—See Instuction 9 . . . . . . . |.____=0= o
10, Partial payments—Schedule A=l— . . . . . . . . . . . . __200,000.00
11, Ad of prog pay P e T N e e | See Instruction 8 .. . -0 =
527 Tolsl awdiis: o o lv o 5 9 G R ARk e Y $ 261,566.97
13, Net settlement proposal . . . . & « - 4 4 v 0 o 0 e .o $_81,030.99
14. Controct price of finished units not otherwise billed—See Instruction 10 . |-§___= 0 = . iy, ., S
15. Disposal credits applicabl fofinidhed’onifs v & 4 v v 4 o« 0 e =0 =
16. Met charge for finished units « « o o & 4 o 3 4 4 4 4 . . -0 -
17. Net setil t proposal including charge for finished wnits . . . . $ 81,030.99
CERTIFICATE

OWN CHARGES.—The undersigned certifies that, to the best of its knowledge and belief, the summary of charges and supporting schedules and explana-
tions have been prepared from the books of account and records of the undersigned in accord: with ized i i ices; that
include oaly those charges allocable to the terminated portion of this conteact; that the charges as stated are fair and ressonable; and that they have been
prepared with knowledge that they will, or may, be used by contracting officers acting on behalf of the United States as the basis of settlement with the under-
sigoned or with others.

SUBCONTRACTORS' CHARGES.—The undersigned certifies that it has examined, or caused - to be examined, to an extent which it considers adequate in

the circumstances, the cliims of its immediate suppliers (exclusive of charges arising from termination claims fled against such immediate suppliers by their

- suppliess) as summarized us item 3, that, in its opinion, the seitlements of its immediate supplie’s own charges are fair and reasonable, said charges are
1o the terminated portion of this contrict, &nd said settlements were negotiated in good faith, and are not more | ble to its i 1 it

F
than those which the undersipned would make if reimbursement by the Government were not involved. The uadersigned certifies that it has no lmnw'ld.gu
to doubt the reasonableness of the settlements with more remote suppliers or to doubt that the charges for them are allocable to this cootract. The under-
aigned shall not be deemed to have made any represcotations with respect to the immediate and more remote suppliers' claims or the settlement thereof
other than those expressed in this certificate,

Young Manufacturing Company

{MNeme of contractos)

“soypem Sonoidap ssooud pmby 4q voppapasdal Jof pam aq T pagupd s uuog R Py 00 Bded HqL—HION
<

Br""‘—“' £
/ (Signaxipd)
President
{Thtle)
12 July 1944
(Date )
SCHEDULE A~l-a ADJUSTMENTS IN FORM Mo. B-1 OR B-2
liem Esplanation Amount e | Revised Amouot | Tacrease Decrease D:E:::“ b h
4 jigs, drill, C56573 - Item 3, page 1
Form No. C=-3-included in error $208.66 -0 - $208.66
General and administrative expense at 3.44% 7.18
Tot&l ‘2150&
Proflt at 10% _21.58
Total - line 2 of summary §$237.42
SCHEDULE A-l-b POST TERMINATION CHARGES
bem Explanation IR Do 3or Uss Tuss
Cost of taking invent as cking and boxing material L
Crating lumber 432.18
Greasge 5732 {
Inventory counters, tag writers, checkers, packers - (N
direct labor charges from clock cards 1,742.37
Clerical help in purchasing and accounting departments 532.23
Total - line 4 of summary rg,m.m
_ w. D, mem Now 243 pras o = |
@ Front "

Figure 1. Form No. A—1 (W. D., A. G. 0. Form No. 2}2).
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SCHEDULE A-tee SETTLEMENTS WITH SUBCONTRACTORS
Name of Subcontractor or Date of Scheduls TM’ (an = ’w ('JR:‘:-i"rm . N:'.Hr':::l e m:f-?,’ﬂif-::nm
Previously Submitted Bees Ouantity i_nanr__:_ Settlement s _'_
0.E. Manufacturing Co. Part X112B 10,200 [15,300.00| 10,200 #$5,221.80%
N.G. Mill Supply Co.  Part 20244 500 | 1,625.00 500 50.00%
¥.Z. Steel Treat Co. Heat treating
Part 302X1A 5,000 |10,000.00 3,000 |2,025.50%
Total - line 5 of summery $7,297.30
#per claim attached
|
SCHEDULE A-i—d OTHER CHARGES
Ium Explanation Anouat
FNone
Al
) 4
SCHEDULE A-l— PARTIAL PAYMENTS, ADVANCE OR PROGRESS PAYMENTS AND OTHER CREDITS
Date Explanation Amount e f“’o’LE,:‘"T;
15 June 1944 (per supplemental agreement dated 10 June 1944) § 100,000/
30 June 1944 (per supplemental agreement dated 23 June 1944) 100,000
Total - line 10 of summary $ 200,000
INSTRUCTIONS

1. This Form No. A=1 should be prepared 23 s00n as the contractor can | eo nan\ to the appl e portion of the cert] "otr shown on this Form
complete his net settlement pmpmzl' Mo, . m
2. Where schedules provided do not provide adequate space, attach
schedules in similar for
3. Confracior’s Oun C

cttlements not previc
the total

—Contractor should attach Intest copy of
Caontractor’s Own Charges B-1oc B as filed with the contractor
or Government fepresental who  ren Notice of Termimation.
*Contractor’s Settlement Proposal” copies of inventory schedules showing
all disposal credits should also be attached.

4. Adjuitments~Schedule. A

roents made by contract

5. Port Termiy

Schedule A-1-b

| 6. Settlements Wit

with subcontracto

they are exami

ments should be Listed

t shown in Schedule A- 1—: Fach
‘ posals attached must be sccompan

made by the contractor, and :h\ opinion

sbleness of the proposils. The type of ¢

General Instru

re should represent the total
d d on the invent ules, Each
be totaled separately and a iz of the page
i to show the source of the total (Line 8 of Sum-

to explain all adjust-

hed Form B-1 or B-2.

be listed in reasonable detzil in

appmpm:c explanation.

Qu’arrn.rw—:uu his itemn includes all set
15 may be submitted

—Attach copy last report coveri ing advance pay-
any, hnnpm,: BOcount transaction
t all other credits,

at is on &
the hling of

ot C gy appe
uu[ ol these disposal credits should be shown on 1

it ucmr as to the reason-
to be preseoted should !

ration of Sertlement Proposals and for the use of these forms should be

15

l it representative or contractor from whom the termination m
| W B GOVEANBINT FRinTiNG SFFICE =001
|
® Back
.f' Figure 1. Form No, A—1 (W. D., A. G. 0. Form No. 2}2)—Continued.
|
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b L«;mﬁ!::!wm CONTRACTOR'S OWN CHARGES SCHEDULE S b
preparing this form CONTRACTOR’S OWN CHARGES TO DATE OF TERMINATION
APPLICABLE TO TERMINATED PORTION OF CONTRACT
Inventory Basis

Supporting Schedule Form A-1 (Line 1)

Naus oF Yous Fiuw
Check ane

B8 This schedule is applicable to a prime contract with the Government.
[0 This schedule is applicable to subconteact or purchase order ...,
(identify) with:

Young Manufacturing Company
At (Sureet) l(.ut:‘l"- {Stmte )

1234 South East Street, Dayton, Ohio

“Imert pame and sddress of contractor from whom you received Notice of
Terminatian,

Dats o T Gi ¥ Conmmact No.| Goriasuesy Acncy T CowmracTen Fox
8 May 1944 H-001-ORD-100 | Ordnance Daepartment X22Cl assemblies
SUMMARY
J Amogst D:h‘l:u‘;r‘ f-’.:‘.'w‘r"';

I. Raw materials, purchosed parts, ond supplies—per Inventory Schedule C-1—See Instrue-

1ian3............................!89’468.?_1?. '
2. Work in p per Inventory Schedule C-2 and Schedule B-1—o—See Instruction 3 . 39
3. Jigs, tools, dies, fixtures, ete.—per Inventory Schedule C-3—See Instruction 3 ., . . .
4. G | ond administrative exp per Schedule B-1-b . . . . . ., . . ., . :
5. Other costs—per Schedule B-l—c—See Instruction 4 . ., , . . . . . . . . .. | -0o- e
6. Total costs . . . e i A e ol (o e S T

7. Profit, ifony—-pch:hedufg-B-]-d‘—‘iu !n;fn:cfi.on.S: CREC T R AR | L P ] -

CERTIFICATE

The undersigned certifies that, to the best of its knowledge and belicf, the summary of charges and pporting schedules and explanations have been
peepared from the books of account and records of the undersigned in accordance with recognized commercial accounting practices; that they include only
thaose charges allocable to the terminated portion of this contract; that the charges as stated dre fair and reasonable; and that they have been prepared with
koowledge that they will, or may, be used by contractiog officers acting oa bebalf of the United States as the basis of settlement with the undersigned or with
others.

e pasund 5 waoj sy iy ve saded syL—310N

Young manuch!::m_-;pg Company

\-.,_\H_ (Name I\:')uummr:
i : e,
PRI e T R =% 8 o =% AVE% &7 BRSSO
== : T o %ﬁﬁ-nr.atmc} TN
3 Controller President
(Tie) Titie) i
12 July 1944
(Exee)
SCHEDULE No. B-1-a INDIRECT FACTORY EXPENSES IN WORK IN PROCESS

: -
In the space provided on reverse, or on an attached sheet, show i a manner conforming to the contractor’s accounting system:

(1) Compasition of lndirect Factory Expenses Before Allocation to Inventory, Show beginning and ending date of period used,
(2) Deseription of Bases Used in Allocating the Above Indirect Factory Expenses to the Inventory.

(3) Calculation, to the extent practicable, of Indirect Factory Expenses Applicable 1o Inventory in Accordance with Bases Indicated in (2).

saupgew Sunendnp ssaaoid probiy &g vonanpoadas doj pasn aq

SCHEDULE Ne. B-1-b GENERAL AND ADMINISTRATIVE EXPENSES ' i) w

¥n the space provided on reverse, oc on an sttached sheet, show information relating to General and Administrative Expense of the same type as is required
in Schedule B-1-a, above,

FINISHED UNIT INFORMATION

Nmﬁ;‘l"i’;““ Total Amount
Total pereontract . . . o « . o 22400, ﬂnﬁ‘ﬂaﬂ’@i'ue you renegotiated for Iast fiscal year? .
Less: Units shipped and billed . . . lJ‘O.QQ.... 41,100,000 If 50, by what Government agengy? . .

Ugits to be shipped and billed , 200 — 220,000 Were costs included for purposes of rence
gotiation in that period cxcluded from

Total billed or to be hilled 15200, 9143.8.‘2.900 the shove Semmary? . . . . . .
Units: completed bot ot billed, if 1f not, expliin items not excloded .
any (Linc 14 of Fam A1) . . = O = 1,200 =0 -A‘ﬁgg"
Units covered by termination notice . . yﬁ.— & 2 ;
' \
W. D, A, G. 0. Form No. 345 Fe o]
18 Aprhl 1944

@ Front
Figure 2. Form No. B-1 (W. D., A. G. 0. Form No. 2}5).
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SCHEDULE Noy B-l-c OTHER COSTS
lien Explanation Amoust | DO Now Uss Tuis
WNone
SCHEDULE Mo, B-1-d PROFIT, IF ANY
Do Not Usy Tis
CoLums
Total contractor's own costs - line 6 of summary $302,521.80
10% thereof - line 7 of summary $ 30,252.18
Indicated rate of profit on units completed under this contract* 11.5%
Rate of profit after renegotiation prior fiscal year 129
# Fd. Noter A statement normally would be attached showing the
details of this computation.

Use thiz space for information required in Schedules B~1—g ond B-1-b or for other purposes

Schedule B-l-a
Indirect Factor enses in Work in Process
1. Indirect factory expenses for six months

ended 30 April 1944:

Factory supervision and
administration $ 387,018.90

Indirect labor 761,310.86
Social security taxes 125,829.27
Supplies 207, 56442
Maintenance and repeirs 247,783.10
Depreciation 205,012.66
Small tools 82,700.05
Taxes 113,526.45
Light, heat, power 47,461.55
Insurance 37,472.61
Freight and express 24,057.93
General 48,531.61

Total $Ga238.269.41

2s Direct labor for six
months ended 30 Apr 1944 $2,308,658.37

Per cent of indirect
factory expense to direct

Gemeral and Administrative Expenses
1. Generzl and administrative expenses for
six monthe ended 30 April 1944:

Officers' salaries $ 78,375.50
0Office salaries 122,077.51
Social security taxes 7,107.48
Traveling expenses 13,954.30
Telephone and telegraph 7,835.40
Professional seivices 18,303.90
Advertising T4,412.53
Stationery and postage 7,119.24
Depreciation 4,690.37
Taxes 10,432.10
Miscellaneous 11,979.97

Total 6,288.30

‘%2! 357,218.02

2. Cost of sales

Per cent of general
and administrative ex-

labor 99.55% pense to cost of sales 3. 44%
3. Direct labor included in 3. Total items 1, 2, 3 of
work in procesa 67,804.77 summary §292,461.14
99.552 thereof 67,499.65 3.44% thereof § 10,060.66
INSTRUCTIONS

1. This Form No. B-1 s to be prepared as soon as all cost information
oo inventory schedules can be complated.

2, When schedules provided ere too small, attach other schedules
following the same form.

3. lnventories Iisted on lines 1, 2, and 3§ should be supported by the
“Coatractor’s Schedule™ copy of inventory schodules, Where cost infor
mation was not available at the time “Propesty Disposition™ copies of the

4. Include in Other Costs (Line 5 of Summary and Schadule B-1-c)
ell costs to date of termination applicable to uncompleted portion of
contract not previously incduded. When costs are incloded for loss of
useful value of production equipment or facilitics of the type specified in
Section 1 (f) of the Statement of Principles for Determination of Costs
Upoa Termination of Government Fixed Price Supply Coatracts, attach a
statement explaining the determination of the charges,

3 In Schedule B-1-d, show the bases and computation of soy profit
«included on line 7 of the summary.

Proposals and for the use of these forms should be

inventories were filed, such cost infe ion must be subsequently listed
on the “Contractor's Schedule™ copy.
Genenal 1 fons for prepasation of Sett)
¥ d from the G ;: tive of
seceived,

from whom the Termination Notice was

O & SOVIPNEONT FRINTING SYFICE  18—09407-1

Back
Figure 2. Form No. B-1 (W. D., A. @, 0. Form No, 2}5)—Continued.
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INSTRUCTIONS

1. PREPARATION OF SCHEDULE—The number of copies to be prepared will be specified by the Government
representative or contractor from whom the Termination Notice was received. Columns 1 through 11 should be
filled in immediately on all copies to the extent practicable without unduly delaying submission of the inventory
schedule. Columns 6 and 7 will not be filled in for Government-owned property. The inventory schedules will be

used for the following purposes:

Prorexty DisrosimioN Cories are to be mailed to the Government representative named in the Termination Notice (if you aren

prime ), or to the
inventory information has been entered.
ConmrACToR'S OWN CHARGES £ Cory is to

1o prepare this copy for Government-owned property.

tractor from whom you received Noties of Termination (if you are a subcontractor) as soon as tho

your charge schedule (Form B-1 or B-2). It will not be necessary

CoNTRACTOR'S SeTTLEMENT PROPOSAL COPIES, one of which is the original, will accompany your Contractor’s Settlement Proposal

(Form A-1). By this time, such i

y &8 will be disg

d of by your firm will have been sold, retained, or otherwise disposed of and

the disposal information entered in columna 12 and 13 as provided in the columnar instructions.
Conmractor's FiLe Cory should be maintained for your records showing the eame information as the original,

CERTIFICATE

'This is to certify that the inventory described on the face of this schedule consists of items properly allocable
to the contract, that the quantities are not in excess of the reasonable guantitative requirements of the terminated
portion of the contract, and that the offers indicated in column 11 are fair and reasonable in the opinion of the

undersigned.

Individual responaible for compiling Inventory data submitted
in this form:

Young Manufacturing Company

(Name of eontractor or suboontrastor)

e

wme)

?E » X £ M President

. (Signature) (Title)

Inventory Supervisor 12 July 1944
(Titie) (Date)
COLUMNAR INSTRUCTIONS

Column 1—YLive Nomeee~Nuomber each entry in sequence, This V —Sall to original vendor.

will facilitate necessary references in ¢ase of adjustments, 8 —Serap (reasons to be net forth on attached state-
disposal actions, ete. ment).

Colamn 2—DesCRIPTION.~Specific instructions as to the method
of listing, and the detail of deseription will be furnished by
the Government representative or contractor from whom the

ion Notice was ived.

Ter

Columns 6 and 7—UNIT AND ToTAL Coste~An explanation of
your method of computing costs should be sttached to the
original and to the copy I ing your cost stat t
This explanation should cover your treatment of transporta-
tion and discounts, and should also explain whether “first-in-
first-out” or some other method is used.

Column 8—RecosMENDED DisPoRAL—Whenever practicable, give
your Intion for disposal of those items you do not
avish t0 retain. Use following code:

D —Sell to distributors,
I —Sell to manufacturers,
P —Public sale on bide

W —Secll to other war contractors (name on sttnched
statement).

X —Other recommended method, (Explain on attached
statement referring to proper item number.)
Recommendation should represent your opinion of the method
which will move the property with greatest speed consistent with
the best interest of the Government as to price and other appro-
priate factors,

Column 8—ErTeR OPA CeEmine or Marker Price rer UNIT P
Pracricasre.—If ceiling price is used, indicate by letter “c™
before price, thus “e12.50.”

Columns 10 and 11—CoNTRACTOR'S OFFER.—Any offer for inven-
tory for an amount less than your cost must be explained on
an sttached statement. Such explanations should include
refercnce to line number and page number to facilitate
identification.

Columns 12 and 13—Disrosat. Crepirs—Materials retained,
returned to supplier, or otherwise disposed of. These credits
are to be recorded on the copy of this schedule which is sub-
mitted with the Contractor's Settlement Proposal (Form
A-1), and on the Contractor’s File Copy.

@ Back
Figure 3. Form No. C-1 (W, D, A, G. 0. Form No. 247)—Continued.
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1 Jun 44 TM 14-1005

INSTRUCTIONS

1. PREPARATION OF SCHEDULE.—The number of copies to be prepared will be specified by the Government
representative or contractor from whom the Termination Notice was received. Columns 1 through 12 should be
filled' in immediately on all copies to the extent practicable without unduly delaying submission of the inventory
schedule. Columns 5, 6, 7, and 8 will not be filled in for Government-owned property, The inventory schedules will
be used for the following purposes:

ProFERTY DisrogiTioN COPIES are to be mailed to the Government representative named in the Termination Notice (if you aro n

prime contractor), or to the contractor from whom you received Notice of Termination (if you are n subcontractor) as soon as the
inventory information has been enterad.

ConTRACTOR'S OWN CHARGES SCHEDULE COPY is to accompany your charge schedule (Form B-1or B-2). It will not be necessary
to prepare this copy for Government-owned property.

CONTRACTOR'S SETTLEMENT PROPOSAL CoPies, one of which s the eriginal, will accompany your Contractor's Settlement Propoaal
(Form A-1). By tJun time, such i tory as will be di d of by your firm will have been sold, retained, or otherwise disposed of,
d in col wamiu.u. ided in the eol instructi

and the disposal inf: ion in
Coxmuacros's FiLe Copy should be maintained for your records showing the same information as the original,

CERTIFICATE

This is to certify that the inventory described on the face of this achedule consists of items properly allocable

to the contract, that the quantities are not in excess of the reasonable quantitative requirements of the terminated

) portion of the contract, and that the offers indicated in column 12 are fair and reasonable in the opinion of the
undersigned.

Individual responaible for compiling inventory data submitted
in this form:

Young Ii.anuract.m-lng Company

<l . oo |

75

President

By

(Signhture)

Inventory Supervisor
(Title)

{Titke)

12 July 1944

(Duie)

- COLUMNAR INSTRUCTIONS

Column 1—Line NUMBER—Number each entry in sequence. Thlu P -Pnl:l.e #ale.on bida
will facilitate v in ease of adj W—Sell to other war

Cisposst Nctiont, el ] V—SKSI to om;mnl vendor.
Column 2—DeSCRIPTION —~Specifie instructions as to the method 8 \‘:l‘l\tp (reasons to be set forth on attached state-
of listing, and the detail of description will be furnished by
i . X —Other recommended method. {Explain on attached
B O & st b U Saiamerk RASTIn o DRoes e MEbar)
=i Resommendsations shouid represent your opinion of the method

Columns 5, 8, 7, and 8—UnNIT AND ToTaAL CosTs.—These columns which will move the property with greatest speed consistent with
should be completed in accordance with the classification of | the bust interest of the Government 85 to price and other appro-
ecoats indicated. However, where such. a8 procedure is not Rikw
practicable, items may be grouped for costing purposes con-
forming to thy eost accounting procedures used by the con-
tractor. In all cases, an explanation of the contractor's
method of computing eosts should be attached. When the
contractor cannot present the minimum coot dats with acco-
racy and has therefore presented his charges on a total cost
basis, the cost data should be eompleted fo the greatest
extent practicable.

Column ‘J—Pwuﬂur‘mm Disrogar.—Whenever practicable give
your n for d of those items you do not
wish to retain, Uso following code;

D —8ell to distributors,
M —Sell to manofacturers,

(nama on

Column 10—EwnTtex OFA Cenive op Manker Puice e Uit v
Pracricanie—I1f ceiling price is used, indicate by letter ‘¢
before price, thus “el2. ug‘

Colamns 11 and 12—CoNTRACTOR'S OFFER—Any offer for Imn—
tory for any a lmount l&n than your cost must Ix! ux?-n
on an att Such clude
reference to ling number and page nu.mher to Tacilitate
identification,

Columns 13 and 14—Disroaar. CreEnirs.—Materials retained or

otherwise (lutgoud of. These credits are to. be Tecorded on

thﬁma e Lt JP. — :; L 4;. 1 dthe ct‘f:
Settlement Proposal (F ~1), and on

Contractor’s File Copy. b L

1620581

@ Back

FYigure j. Form No. 0-2 (W. D., A. G. 0. Form No. 248)—Continued.
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NOTE.—The paper on which this form s printed can be used fop reproduction by liquid process duplicating machines.
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INSTRUCTIONS |

1. PREPARATION OF SCHEDULE.—The number of copies to be prepared will be specified by the Government
representative or contractor from whom the Termination Notice was received. Columns 1 through 12 should be
filled in immediately on all copies to the extent practicable without unduly delaying submission of the inventory
schedule. Columns 5, 6, 7, and 8 will not be filled in for Government-owned property. The inventory schedules will
be used for the following purposes:

Proper?Y DISPOSITION COPIES are to be mailed to the Government representative named in the Termination Notice (if you are a
prime contractor), or to the contractor from whom you received Notice of Termination (if you are a subcontractor) as soon as the |
inventory information has been entered,

ConTRACTOR'S OWN CHARCES S £ Cory is to y your charge schedule (Form B-1 or B-2). It will not be necessary |
to prepare this copy for Government-owned property.

CONTRACTOR'S SETTLEMENT ProPosaL Cories, one of which is the original, will accompany your Contractor’s Settlement FProposal
(Form A-1). By this time, such inventory as will be disposed of by your firm will have been sold, retained, or otherwise disposed of,
and the disposal information entered in eolumns 13 and 14 as provided in the columnar instructions.

ConTrACTOR'S FILE Copy should be maintained for your records showing the same information as the original,

CERTIFICATE

This is to certify that the inventory described on the face of this schedule consists of items properly allocable

to the contract, that the quantities are not in excess of the reasonable quantitative requirements of the terminated

) portion of the contract, and that the offers indicated in column 12 are fair and reasonable in the opinion of the
undersigned.

rentory data submitted Young Manufacturing Company

(Nume of eontractor or subcontractor)

By s {’W )%Mm_/
B o,

(‘Wnl‘luﬂﬂ
Plent Superintendent President
P e T e L T g o Tiie)
12 July 1944
Date)

COLUMNAR INSTRUCTIONS

Column 1—Line Numerr.—Number each entry in sequence, This V —=¢ll to original vendor,
will facilitate necessary references in ease of adjustmonts, S —Scrap. (Reasons to be set forth on attached
disposal actions, ete. statement.)

X —Other recommended method. (Explain on attached

—DESCH Specifie ing i f h 5
Column 2—DESCRIPTION pecific instructions as to the method statement referring to proper item number.)

of listing, and the detail of deseription will be furnished by
the Government representative or contractor from whom the
Termination Notice was received.

Recommendations should représent your opinion of the method
which will move the property with greatest speed consistent with
Columns 5 and 6—UxiT AND Toran Costa—In these columns the begt interest of the Government as to price and other Appro~

show the eosts of acquisition or manufacture. An explana- priate factors.
tion of your method of computing costs should be attached,

Column 10—EnNTER OPA CemING o8 MArker Puice rer Usit 1o
PracticasLe~—If celling price Is used, indicate by letter Yo"
befare price, thus “c12.50."

Columns 7 and 8—Costs APPLICARLE TO THIS CONTRACT.—An
explanation should be attached of the bases used and ealeu-
lations ma shown in these columns. When columns 6
and 7 show different amounts, the contractor should show

amounts applicable to other work have

4 ¥ . Columns 11 and 12—CoNTRACTOR'S OFFER—An offer for property
the extent to w :
. been amortized as of the date of termination of this contract, at less than unamortized cost must be explained on
e e ) aq TRaN0n oL this contrac an attnched statement. Such explanations should include
Column 9—Rec pED Disrosat.—Whenever practicable give reference to line number and page number to facilitate
your recommendation for disposal of those items you do not identification.
h to retain,  Use following code;

D —Zell to distributors, Columns 13 and 14—Disposat. Crenirs,—Where offers made in
M —3ell to manufacturers, eolumns 11 and 12 have resulted in disposals, the eredits sre
P —Public sale on bids. tobe recorded on the copy of this schedule which is submitted
W—Sell to other war contractors (name on attached with the Contractor's Settlement Proposal (Form A-1), and

stutement, on the Contracter's File Copy.

. 8, GOVERNNINT PRINEINE SFFICE 1o—2udet-1
® Back

Pigure 5. Form No. -3 (W. D., A. G. 0. Form No. 2}9)—Continued.
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Form No. B-2 CONTRACTOR'S OWN CHARGES SCHEDULE ~  Belert Pums sooroma o in-sis
Reod oll Instructions before CONTRACTOR'S OWN GES TO DATE OF TERMINATION Explration date: 31 July 1944

preparing this form
APPLICABLE TO TERMINATED PORTION OF CONTRACT
Total Cost Basis
Supporting Schedule Form A-1 (Line 1)
Wwa Fawes Cherk: axe
o LR oty O This schedule is applicable 1o a prime contact with the Goverament,
Pe M. tur ompany s cebedute: b ) ¢
ooy = am—cms g ] e £ This is app 0 or purchase otder ........
(identify) with:
8 Spring Street, Milwaukee 7, Wisconain
_r“';ml:‘:m.mnx and address of contrastor from whom you peceived MNothes ol
EFFEcTive DATE OF TERAMINATION [GOYERNMANT CONTRACT MO, G EANMENT AGKRLY Titus Convmacate FOR.
18 April 1944 W829-acll2B Army Air Forces X131B Assemblies
SUMMARY

1. Direct materiols—See Instruchion 5.« « « « .+ 2 o « 2 4 o« o« 4o« . . . | $R43,240,00

R VR R i e e ) e RS sl B B Breind i
3. Indi ‘fuciofy T per Schedule B-2-a . . . . . . .+ 4 44 . 49,948.22 )
4, G | and administrati Schedule 8-2-b . . . . . . . . . 22,878, T4
5. Other charges—per Schedule E-!-—o—fme Insbuchion 350 50 ol s = % 5w e el e w 42;170.50
6. Total of contractor's own costs . . . 3 FA R E AR T BE E A $421,063.06]. - . -
7. Peofit, if any—per Schedule B-2-d—5¢e Inshur.hon 4 B T S e e e 25,287.78
B. Total—costs plus profit, if any F O ol T T e

9. Less: Tohlfrushcdumish:llododobnhri!ed Srrstain 6l of we @R et e R SRRULIOORO0
10, Amountofcharges . . . « o v w o Lo e LU e e e e e e e 5266_.750.8{.:___

CERTIFICATE

The undersigned certifies that, to the best of its knowledge and belief, the summary of charges and i ‘hedules and explanations have beea
prepared from the books of account and records of the undersigned in sccordance with recognized commercial accounting practices; that they include only
those charges allocable to this conteact; that the charges as stated are fair and reasonable; and that they have been prepared with knowledge that they will,
o may, be used by contracting officers acting on behalf of the United States a5 the basis of settloment with the undersigned or with others, :

*saunpew Funednp ssaoosd pmbey £q vornposdas 7o) paen 2q e paonad §1 wiog st Yoty vo saxded YI—FLON

Clusr ACCOUNTING OFFICER:
P. M. Manufacturing Company
_ (Nawe sractor) /'_
\ D AoReards, = M % TRaes
(Signature ) ISiRnsture)
Controller President
(Tide} L Tule )
22 Jly X0k ...ooeeecerieremsnenne
{Daee)
SCHEDULE Mo. B-2-a INDIRECT FACTORY EXPEMSES
In the space provided on reverse, o on an attached sheet, show in & manner conforming to the s 5 syslem:

(1) Gomposition of Indirect Factory Expenses Before Allocation to Contract.  Show beginning and ending date of period used.
{2) Description of Bases Used in Allocating the Above Indirect Factory Expenses to the Contract. -
(3) Calculation, to the Extent Practicable, of Indirect Factory Expenses Applicable to the Contract in A - with Bases Indicated in (2).

SCHEDULE No. B-2-b GENERAL AND ADMINISTRATIVE EXPENSES

In the space provided on reverse, or on an attached sheet, show information relating to Ceneral and Administrative Expense of the same type as is required in
Schedule B-2-a, above.

FINISHED UNIT INFORMATION

q‘ﬂ,},ﬁd Total INFORMATION REGARDING RENEGOTIATION

it Amoutst

Total percoatract  « w o« & o+ o s 3.1_-;_«_3_90,00&6": you tenegotiated for last fiscal year? ]'_-',9_3,,,

Yess: Hae sbipped aod BILEd 55 oe G000 $1.50,000 1f s0, by what Government agency ? .Ordnanca.

Units to be shipped and billed . ___2_00__ 20 CQO Were costs and zales included for purposes .
i o f rencgotiation in that period excluded
Total billed or to ke hilled o ;
(Line 9 of Summary) . . 1,200 $180,000 from summany? . » « « o « o » AR \J

1f oot explain items potexcluded . . . ceveeeeeee
- 0 = 4 180,040

20,000 ...

. Doy A, G, O. Farm No. 146 R

18
@ Froni W)
Figure 6. Form No. B-2 (W. D., A. G, 0. Form No. 246). s

Units completed but not billed, 0
if an; orE= =

Units covered by termination notice .

24
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SCHEDULE No. B-2-¢

TM 14-1005

OTHER CHARGES

Joem Explanation

Special patterns, molds and dies original equipment approved by
Army Air Forces for this contract less amortization.®
Engineering, drafting and designing - direct labor charges
Total - line 5 of summary

#* Ed. Note: This charge would be supported by an inventory

schedule on Form No. C-3.

Do Not Use This
CoLuun CoumMN

£17,049.60
25,120.90
$42,170.50

SCHEDULE Ne. B-2-d

PROFIT, IF ANY

Total contractor's own costs - line 6 of summary & 63,
6 per cent thereof

Estimated profit if contract had been completeds 8%
Rate of profit after renegotiation prior fiscal year 9.14%

#* Ed. Note: A statement showing the basis of profit computation

normally would be attached.

Do Nor Uss This
CoLumm

Use this space for inf, ion required in Schedules B-2-a and B-2-b or for other purposes

Schedule B-2-a
Indirect Factory Expenses
1. Indirect factory expenses applicable to
burden centers 4, C, and D for period
1 Oct 43 to 30 Apr 44 inclusive:

Factory supervision $ 24,748.00
Indirect labor 40,970.21
Overtime premiums 13,124.71
Soclal security taxes 9,804.21
Othar taxes 8,489.43
Insurance 4,105.62
Power, light and heat 5,841.00
Maintenance and repairs 10,402.91
Supplies 13,847.58
Defactive work 5,819.42
Depreciation 24,942.77
General 4,201 .42

Total $266,277.36

2. Direct labor expended in

burden centers A, C and D

during period 1 Oct 43 to

30 Apr L4

Per cent of indirect fac-

tory expense to direct

lsbor 19.00%
3. Amount of direct labor ap-

olicable to item cancelled

(8 Oct 43 to 18 Apr 44

incl.) 2 63,225.60

Indirect factory expenses

applicable to cancelled

item - 79% of £63,225.60 $ 49,948.22

£210,503.15

Schedule B-2-b
General and Administrativ
1. Genersl and administrative expense for
period from 1 Oct 43 to 30 Apr 44 inclu-
give:

Officers' salaries £111,410.00
Office salaries 82,940.00
Social security taxes 1,741.50
Capital stock tax 8,500.00
Traveling expenses 4,895.40
Telephone and telegraph 5,983.50
Legal and other professional 5,492.75
Dues and subscriptions 4,634.50
Depraciation 35449.45
Stationery and postage 16,466.41
Miscellaneous 2,633.84

Total RUELTZ
2. Easis of allocation -
total cost of sales
1 Oct 43 to 30 apr 44 22 .6
Per cent of general and
administrative axpense
to cost of sales 2:T4%

3. Total items 1, 2, 3 and
5 above 2223285-.;2

5.74% of %398,584.32 $ 22,878.7,

INSTRUCTIONS

1. This Form No. B-2 is to be prepared as s00n as information as to
total contract cost can be completed,

2, Where schedules provided are oo small, attach other schedules
following the same form.

3. Include in Other Charges (Line $.of Summary and Schedale B-2-¢)
all other charges applicable to the contract ot previously included.  Where
costs are ingluded for Joss of wseful value of production equipment o
Facilities of the type specified in Section 1 (F) of the Staternent of Principles
for Determination of Costs Upon Termination of Government Fixed Price

Supply Contracts, attach a statement explaining the determination of the
charges

4. In Schedule Mo, B-2—d, show the bases and computation. of any
profit included in line 7 of the summary,

5. While the "Contractor’s Own Charges Schedule” copics of the Inven-
tory Schedules C-1, €2, and C-3 do not constitute the basis for the
proposed settlement under the total cost basis, this Form B-2 shauld be
supparted by those inventory schedules.  Tn the case of Inventary Schedule
C~1, the inventory should be priced. In the case of Inventogy Schedules
C-2 and C-3, the inventory should be priced to the extent practicable,

General Instructions for preparation of Seitlement Proposals and for the use of these forms should be

procured from the Government teprescotative or contragtor from whom the Terminaticn Notice was
tcceived, W B SOVERNRENT PRIATING OFFICE 16—2083¢-1
® Back

Figure 6. Form No. B-2 (W. D., A. G. 0. Form No. 246)—Continued.
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L8 .fi.'""...::;, *':'i.'m CONTRACTOR'S SETTLEMENT PROPOSAL  Eofiisaitsays s ™"
preporiag this form COMBINATION STATEMENT—INVENTORY BASIS
(Te be wied anly when fotal proposal is less than $10,000 before dispesal or olher credifs)

Namz or Yous Fias Check enr

: 1 - . [ This settl proposal is applicable i tract wich the
JDiplbmulactusiog fawlace o _ Gt i vl ey
1137 North St., Chicago 10, Illinois 2 :&, A &32-—1.4" i = [ide:{li'f;] with:
ernmn es payable under the conttacr have been ansigned, show name of anignse: o American Indusiries, Inc. '

one ... B88% Chigago, 1llinoie

T'mnl":m:‘ ouns and addiess of conursctor ltom whom you received Notice of

Dari or T ConTract No. | GOvERNMENT AcsNCY Irzus Conmaacrmn For
B May 1944 fi-20-0rd-811 Ordoance Department Shell, Practice, 37mm
SUMMARY
Fam D
I. Raw materiols, purchased parts, and supplies—per Schedule No. A-2-o—
See lmhu:h:m Fiw wite = - Wy R gl 362501 S EEE
2. Work in process—per ScheduTe No. A—?—-o—Sea |mlnldlor: 3.
R e e R N A T\ W e P e
zhi Label T ) 75.00
2¢, Indirect Jucinry e:p:nw SRESNTE e o el s ST O ]
Totol work in process . . . 5 Band %8 v S hE §...312.50
3.6 | and administrati See Insteuction 4 Eer Scheduls A-2-b e Bt L%
4, Other charges—per S ohedile N A-2-b—Sek Itrictlon B s o s =0~
B el ol Te e e - et R AT $.1,548.75_|
&, Profit, if any [explain :uTch:mon in Schzduh No. J\-?.—c] « e s — 154.88 |
7o Totol o0 vu e $.1,703.63 i,
8. Settlements with subcont SChadkleNos ABd = s 682.20
9. Post termination charges—per Schedale NosA-2e & « o + < « 315.00
10, Total chorges . . . - e Ty ¢ 2,706.83
i1. Particl or advonce puymenh—per Sc&:dule Ry 1,000.00
12. Settlement proposal before disposal credits « . .+ . . . . . . $.1,706.83
13. Disposal credits—per Schedule No, A-2-a . . . . . . . . . - 525.00
14, Net settlement proposal . . . 3 $1,181.83
15. Contract price of finished units not oihtmse h.ll:é—Su |ﬂr|mc+|on & . |$1,050.00 |
16. Disposal credits applicable to finished wnits . . . . . « . . . 100,00
17. Net charge for finished units . . . . y N e 950,00
18. Net settlement propasal including charge far f‘mshcd um!s GG | §2,131.83
CERTIFICATE

OWN CHARGES.—~The undersigned certifies that, to the best of its knowledge lnd belief, the summary of :}m_ges and suppumng schedules and explana-
tions have been prepared from the books of account and records of the und with ; that they
include only those charges allocable to the terminated portion of this contract; - that the r h]ftl a5 smed are fair and reasonable; and that they have been pre-
pued{‘ ith kmnu]cdsc that they will, or may, be used by contracting officers acting on be f the United States as the basis of settlement with the unders
signed or with
suacommcrons CHARGES—The und.crsl,hntd certifies that it has examined, or caused to be examined, 10 an extent which it considers adequate in
the circumstances, the cluims of its immediate suppliers (exclusive of charges arising Imn tcran.mun claims fled against such immediate suppliers by their
uppliers) as summatized as item 8, that, in its opinion, the settl of its own charges are fair and reasonable, ;,ud charges are

n-uh]c to the terminated portion of this conkract, ln-d said settlerments were negotiated in good ml:h and are nm more 10018
than those which the undersigned would make if by the G were not The d ceetifics that it has no knowledge
to doubt the bl the settl, with more remote suppliers of to doubt that the charges for them are allocable to this contract. The under-

of
signed shall not be deemed to have made any represcatations with respect to the immediate and miore remote supplices’ claims or the settlement thereof other
than those expressed in this certificate,

The Manufacturing Co., Inc.

CHiEr ACCOUNTING OFFICER:
DICRNRNR R e

.......... Vi) ( (Sigmature)
e CQOIEOLROT ..o Fresident 16 June 1944
"""""""""" (Titke) = i X (Tirle) (Dt
SCHEDULE No. A-l-a INVENTORIES AT DATE OF TERMINATION LINES 1, 2, AND 12 OF SUMMARY
= — e ==
Description i Quastity Toul Cons | Contractora Best| pisponal Credits DoNNor L Fnl

Raw materials, purchased parts and 8 lies:
%.0. 1010 CR Super Strip Steel .062"
x 4 1/8" x 96" @ 23,441 per cwt 10,000 1bs & 344.10| § 157.50

Elack acid proof paint 300 gal 108.00 None
Packing cartons, 12% x 8" x 4" 3,653 pes 547.95 $ 525.00M
Copper 812 1bs _ 162.45 None

Total - line 1 of summary $1,162.50

# In mccordance with terms of authoriation letter from Coptracting Qfficer datpd 15 May 1944.

Work in process
353 shell $ 312.50 None
One lot of shell was in process. Material ani labor copts were agcumlated by a job
order cost system. Indirect factory expense is applied at 150% of dirget labor. | Indirect
factory expense for the fiscal year endqd 31 Dec 1943 was 18 W% of direct labor.
Finished units - See Schedule A-2-f

W. Dy, A. G. 0. Form Ney, 242
lﬁ April 14

@ Front
Figure 7. Form No. A-2 (W. D., A. G. 0. Form No. 243).
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FINISHED UNIT INFORMATION INFORMATION REGARDING RENEGOTIATION
Nuibsee o Toral e
Vi Amoust | Were you renegotiated for last fscal yer? Yo,
Total percontract) & & 4iyon . s 20,000 2,000, | 1f 50, by what Government sgeacy? Ondnancs . |
Less: Units shipped and billed . . & 5.0 3.19;50.0 Were costs included for purposes of rene-
Units to be shipped and billed . = 0 = -0 -

Eotiation in that period excluded from
Total billed or to be billed . . 5,000.... 410,500 the above Summary? . . . . .
Units completed: but not billed, if If not, explain items pot excluded . .

any (Line 13 of Summary) 500 5,500 _ 1,050 $11,550.

: 14,500 230,450

Units covered by termination notice .

SCHEDULE No. A-2-b General and

AETEREIARGES idministrative Expense LINEX OF SUMMARY

Iem Explaaution Asot e
Raw materials - line 1 of summary $1,162.50 |
fork in process - line 2 of summary 312,50
Total 75
$1,475.00
5% thereofl $73.75

General and administrative expense for the fiseal Yyear ended
31 Dec.1943 was 6.12% of cost of sales, and it is estimated that
the percentage will be at least as high in 1944.

SCHEDULE No. A-l-c PROFIT, IF ANY L:N_I_E & OF SUMMARY
} Total contractor's own costs — line 5 of eummary $ 1,548.75 |PoNor s Tuas
Profit - 10% thereof $  155.88
Contract price, 20,000 shell @ $2.10 $42,000.00
Costs to date $10,340.80
Estinmated cost to complete 26,659.20 37,000.00
Eatimated profit 13.5% of cost $ 5,000.00
Overall profit after remegotiation for year ended 31 Dec. 1943 was 12% of cost of |sales
SCHEDULE No. A2 SETTLEMENTS WITH SUBCONTRACTORS LINE 8 OF SUMMARY
Name of Subcantactor Iy r"‘"@‘:’ij:‘“ it :‘“;r::’l‘?':"'“l QJ::}:(E::‘(EM:%f';:ﬁ..sngnflf-ﬂf: Do Ner Uss T
= John Steele, Inc. WD 1010 CR Super ‘
- Strip Steel-.062" |
|- x 4-1/8"x 96n | _

@ $2.441 per cwt. 20,000 1b8$3,441.00 {20,000 1 $ 688.20 I
| |
|
| |
|

SCHEDULE No. A-2-¢ POST TERMINATION CHARGES LINE ¢ OF SUMMARY
Ttem Explanatiog P Da Mo Uss Tis |
Cost of taking inventory, boxing work in process, efc. nela |
Supervisors - 20 hrs. @ $1.50 $30.00
Inventory takers - 80 hrs. @ §.90 72.00
Supplies, packing, grease, etc. 26.00 $ 128.00
Wages of accounting and purchasing departments | |
Typists - 16 hra. @ §.75 £12.00
Clerks - 100 hrs. @ §.85 85.00 |
. Accountants - 60 hrs. @ $1.50 50.00 $ 187.00 |
otal - line 9 of s 315.00
Total 9 of summary $§ 31
SCHEDULE No., A-2- PARTIAL OR ADVANCE PAYMENTS LINE 11 OF SUMMARY
Disee Esplanation Amuunt n:’:i?)'L_i;;“:‘T""
10 June 1944 (per supplemental agreement dated 7 June 1944) $35000.00 ——
Finished Units Completed but not Billed
500 Units @ $2.10 $1,050.00
Less disposal credit - Scrap Value 100.00
Total - line 17 of summary $_950.00
INSTRUCTIONS
1, This Form Mo. A-2 it to be prepared by contractar a3 so0n a3 4. An explanation should be attached as 1o the basis of allseation and
cost in on required in the summary can be ed. calculation of the amount of general and administrative expense applicabl,
i 2. If space provided in schedules is not suff t, artach additional to the inventory.
' sheets, u eadings. 5. Include in Other Charges {Line 4 of Summary and Schedule A-2-h)
- Iaventory should be prouped in Schedule No. A-2-3 by “Raw Ma- all costs not previously included,
terials, Purchased Parts, and Supplies™ and “Work in Process,” - and 6. Subcontractors may include on line 15 any amounts applicable to
scparate cost totals should agree with amounts shown on Lines 1 2nd 2 of finished units completed at date of termination but not otherwise billed. |
Summary. Explanations should be attached de rihing the methods fol- In that case, the inventory and any applicable disposal credits should be
lowed in computing costs as shown in Schedule i

No. A=2-a and in Lines 23, listed in Schedule A-2-a, The total of these disposal credits should be
shown on line 16 of the Summary.
General Instructions for preparation of Settlement Proposals and for the use of these forms should be

pnxurtsl from the Government sepresentative or contractor from whom the Termination Notice was
recerved,

2b, and 2c of the Summary.

1 T . SEVERNMNT FRNTIS OVFME  JO—DBAO0-]

® Back
Figure 7. Form No. A-2 (W. D, A. ¢.. 0. Form No. 243)—Continued.
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Form Ne. A3 CONTRACTOR'S SETTLEMENT PROPOSAL Bt e srocul No to-R1s0

Read all instructions before

prepariag this form COMBINATION STATEMENT—TOTAL COST BASIS
{To be ured only vben fotol proposal is less than $10,000 before disposcl or ofher credifs)

Rowwar vous T Cherk ome

Fabricated Steel Com; G, | O PR S R e
i e p?"_‘nf’ o [ This settl proposal is applicable to subcontract or purchase

1211 South Street, Cleveland 2, Ohio o o B
T monics payable under the contract have boen asigned, show name of 313gaee:

Mone Tr..‘,'..'.".f.‘.'r. name and addieis of contractor from whom you received Notice of

Errecriva Davn oF TERMINATION i(iuv::u-;rmr Conmaact xo‘ GOVERNMERT AGENCY lizms Contmacten Foa

1 W-099-eng~ Corps of Engines

SUMMARY (See Instruction 3)

Do Mot Use This

Cotusn
L Direshmaterials o . o 4 4 0 wiie e i scae et o ahal e o e e e ISSRG0G0 2R
2. Direct labor .for .dasign and est. up of.equipment. . . . . . . . . 1,022.48
3. Indirect factory exp See Instruction4 . . . . ., . . . (Waived). . . . =0 =
4, General and administrative exg See Instruction 4 per.Schedule A-3-¢ . . 238,09
5. Other charges—per Schedule A-3-b—See Inshuction 5 . . . . . o & « « + & 1,0202.20
&, Total controctor's ewn cosks o . . . . L

oo R R Y e L SR Vs g (e

sl T S Rtk s 7 Y 2 e
9, Less: Total finished wnits billedertobebilled . . . . . . v v v 4 v « « o .._,.:04__._____

10, Nettotalcontractrzown comts. o o e v v o niw e ok e 5 e ol s e |SEE3EEL99
11, Setil ts with subcontroct per Schedule A-3—d =0=_
12. Post teminction charges—per Schedule A<3—c . . . . . . . . . . . ... 100.07

13. Total charges . . . .

14, Less: Partial or advance poyments—per Schedule A-3-f . . . . . . . . . . . =0 =
15.  Settlement proposal before disposol credits . . . i NP e, N s h L AN LR
16, Disposal credits—per Schedule A=3-0 . . . . « ¢ v 0 b e ee waow . . -0 -
5o e seilement-prepostil 5 500 i e e e e ST b e b e 6,443.06 |

B R S Bl 7T L T

ssa0ad pybi] £q vogionpasdas 2oj pasn ] e pajund 57 w0} s G v0 33ded 31— ALON

CERTIFICATE

OWN CHARGES.—The undersigned certifics that, to the best of its knowledge and belief, the summary of charges and supporting schedules and explana-
tions have been prepared from the books of nccount and records of the undersigned in accordance with recognized commercial accounting peacticess that they
include only those chirges allocable to this contract; that the chargss as stated are fair and reasonable; and that they have been prepared with knowledge
that they will, ar may, be used by contracring officers acting on behalf of the United States as the basis of settlement with the undersigned or with others.

SUBCONTRACTORS' CHARGES.—The undersigned certifies that it has ex: =d, or caused 10 be examined, to-an extent which it considers wate in
the circumstances, the claims of its immediate suppliers (exclusive of chatges arising from termination clamms filed against such immediate suppliers by their
suppliers) as summarized as item 11, that, in its opinion, the setlements of its immediate supplicrs” own charges are fiir and reasonable, s3id charges are
allotable to this contract, and said settlements were negotiated in good faith, and are ot more favorsble 1o its immediste supplicrs than those which the
undersigned would make if reimbursement by the Government were not involved.  The undersigned certifies that it has no knowledge to doube the reason-
sbieness of the settlements witly more remote suppliers or to doubt that the charges for them are allacable to this contract.  The undersigned shall not be
deemed to have made any representations with gespect to the immediate and more remote suppliers’ claims or the sttlement thereof other than those
expresied in this certificate,

Ciarr Accouning OFricea:

ot Wm) Fabricated Steel Company

= T f .
?‘1’;,'-;!0 contracing)

{Signature) . _,--: =
_.,_;:mﬁ_g_ﬁmmmx .................... /@6&? 2

i

Président 20 June 1944 §
(iiie) (G R
]
SCHEDULE A~3— INVENTORIES AT DATE OF TERMINATION SEE INSTRUCTION Mo, 2 53.
Desctiption Quantity Tutal Cogt —[L"nodncmx'sl.kq Offer|  Disposal Credits Doh"gr“l.J;?‘Tm ﬁ
Raw Materials:
Steel
3/16" x 1" x 12' H. R. Bars| 60,625 1lba| §1,710.11 | $1,000.00
3/8" H. R. Wire Rods 50,472 1bs| 1,348.01 Hone
3/16" x 3/4™ x 12' H. R. Bays 9,000 lbs 271.87 50.00
Paint
T-1103 Olive drab Peint 176 gal 308.00 Hone
Supplies i
.035%x 3/4" H. D. Steel
Strapping 5,500 1bs 415,25 Kone
#107 T.0. Signode Seals 6,980 pcs 6.98 | Hone
Total - 1ine 1 of |summary $4,060.22
Work in Process
Hone
W. D., . O, Form Mo, 34 i

A.G.D.
15 April 1944
@ Front
Figure 8. Formm No, A-3 (W. D., A, G. 0. Form No. 244).
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FINISHED UNIT INFORMATION INFORMATION REGARDING RENEGOTIATION 1
Murber of Total - Y |
Unts Amcnstt Were you renegotizted for Inst fiscal year? 288 1
Total pergontract . o o v = . & 110,000 sg. ft. 329,970 | i 30, by what Government ag 4}(? . . -Srdnance
Less: Units shipped and bil “la $=.0 - Were costs and sales r'nc!uf; or pur-

poses of rencpotiation in that period
excluded from the above Summary? .

If aot, explain items not excleded . . -,

Units to be shipped and billed

Total billed or to be. billed
(Line 9 of Summary) . .

Units completed but oot billed,

e M T - -0 = -0 - $-0 -
Uhits covered by termination notice . . 110,000 8q. ft. $29970| o T il
SCHEDULE A-3-b i _ OTHER CHARGES _ ____ LINES OF SUMMARY
hem Esplanstion Amount Do t:’w[;:: This
Tooling Ch;srges Materisl Labor
Feb. 1944 §112.12 $368.13
Mar. 1944 173.20 25470 |
Apr. 1944 94.03 20.02
Total $379.25 $6/2.85 $1,022.20
dy
RO —_General and _%0ecoooom Administrative ExpenseliNE 7 OF sUMMARY
) Direct materisls
Direct labor
Tooling charges
Total
3.9% thereof $ 238.09

General end administrative expense for fiscal year ended 31 Dec 1943 wes 3.9%
of cost of sales. It is estimated that the percentage will be at least that high

i
SCHEéULE A=3—d _ SETTLEMENTS 'WITH SUBCONTRACTORS LINE 11 OF SUMMARY

THis

Name of Subcontractor ez Total on Order at Date of Termination

Use
M

Quantiry Amozi, 3

SCHEDULE A-3—« y POST TERMINATION CHARGES

Beemy E

Cost, of teking and packing inventory

5 warehousemen - 50 hrs @ §.2C per hr. $ 40.00 I
Grease, packing materisls €0.07 ]
Total - line 12 of summary $ 100.07

SCHEDULE A-3-f PARTIAL OR ADYANCE PAYMENTS

Date Expl,

ation

None

RUCTIONS

received

. (& Back !

Figure 8, Form No. A-3 (W. D., A. @ 0. Form No. 244)—Continued. '
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Form Now A~4 Bareas appeoval No, 4-R189,

date, §1 July 194,
CONTRACTOR’S SETTLEMENT PROPOSAL
SHORT FORM TO BE USED ONLY WHEN PROPOSAL IS FOR LESS THAN $500

Emell W 1 Check One 33. \n‘
O 3 ac ) “t““::'gdf:f:ﬁ‘;“m““ [[] This settlement proposal s applicable to & prime of PR
717 west Avenue contract rith the Goverument.
[Btroct aidren) E This settlement proposal is applicable to subcon«
Dearbern 11, Michigan
1Cter) 2 (et tract or purchase order RM-200228
7
If moneys payable under the contract have been as- (identify) with: Relieble Manufacturing Co. hav
signed, show name of assignee:
» Chicego 28, Tllinois
First Benk end Trust Co., Dearborn 1z, Wich. o e i A i of pSAAALS Sioks SNV J98 el Hikiny
Effective Date of Terminati G t Contract No. Government Agency
8 Nay 1944 W-210-0rd-280 Ordnence Department
[~3 ¥ n{ T 1 L.
ITEMS CONTRACTED FOR QUANTITY VALUE OF ORDER
Onsgnzn o i’;’;‘;h’;’ Cascrizn Ceoenzs 3“m“ s;;,""m CaNcuiss ‘
%210 gears M2 5,000 | 3,000 50 1,950 | 10,000 | 6,000 | $l00 |$3,900
Finished units which have been shipped and billed should not be included in the proposed settl

PROPOSED SETTLEMENT
{Include only items allocable to the and 1y 10 be included
in 1

on termination under your 3]

1. Contract price of finished units shipped but not otherwise billed . , $—100.C0___

2, Contract price of finished units not shipped (less their fair value) . e e S
8. Proposed settlement for work in process and materials allocable to
contract (explain below) . . . . « oo v s s 4o s o4 s R =

TOTAL OF PROPOSED SETTLEMENT . .  + » « - + = » »$-421.70 “‘g‘

Explain below Bow you determined the nmounts shown on lines £ and 3 of the above Proposed Settlement. I there are finlthed goods on hand which are not to
be shippod, show both the contraet price of such itema and the value st which you are willing to kevp them in your Inventory. Enter ng net cancellstion
charge on line 2.  Explain also bow you delermined the settlement dus for work in process and materials, making certaln unf.rlw have reduced your charge by
mwolmhnm or work In procesa which you are retaining. g:mtbnaﬁumdhlloaehlmbrthn portion of the work on line 3 of the sbove Propoded

Item 2
Finlshed units on hend 50 @ §2 $100.00
Less scrap value 5.00
Total - line 2 above $ 95.00
B
Item 3
Raw materisls on hand - cost $397.72
Work in process )
Material %7. 18
Labor 48.20
Indirect fmetory expense 24.10 139.48
Total ) $537.20 &
Less: Contractor's best offer to retain 310.50
Total - line 3 mbove §226.70

CERTIFICATE

The undersigned certifies that the above Proposed Settlement includes only charges alloeable to the termi-
nated portion of this contract, that the charges and credits explained above are fair and reasonable, and that this
proposal has been prepared with knowledge that it will, or may be used by contracting officers acting on behalf
of the United States as the basis of settlement with the undersigned or others,

CHIEF ACCOUNTING OFFICER:

Small Menufecturing Corporation’
z ; E ;ﬁ; J}tmwmumn
By )[&-J . M "
i (Slgnature)

(Slgnators) ﬂ

Seeretery-Treagurer = President 1 June 1944
{Tithe) (Tids) (D)
WD,y A. G. 0. Form No. 351 6. B EOVERRRENT FEINTING CPTICE S-SRl
{27 April 1844)
PFigure 9. Form No. A=} (W.D., A, G. 0. Form No. 251). Q,
i’
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SECTION I

PHYSICAL INVENTORY

33. Introduction. PR 15-351 and paragraph 8
of PR 15-936 provide that the contractor’s in-
ventories be taken in accordance with the in-
structions contained below,

a. The procedures deseribed in this section
have to do with the taking and recording of a
physical inventory of materials, supplies, and
other property applicable to the contract as of
the date of termination,

b. Even when the total cost method is used

by the contractor in presenting his proposed
settlement, it is desirable that the inventory be
priced, so far as this can be done with reason-
able accuracy. Such pricing of the inventory
will assist the contracting officer in passing upon
the propriety of disposal prices.
34. Organization for Inventory Taking and Pric-
ing. The contractor should prepare and put
into effect inventory instructions appropriate
to the size and complexity of the inventory.
The instructions should cover the following
points:

a. The designation of the persons respon-
sible for the supervision of the inventory
taking.

b. The physical arangement and location
of the inventory, These instructions should
indicate that materials should be arranged in
accordance with natural classifications such as
raw materials and work in process. All parts
and subassemblies in process should be grouped
according to condition and last labor opera-
tion performed. Spoiled and defective items
should be segregated, as should finished units
to be delivered as completed units under the
terms of the contract.

¢. The accurate and complete description
of items and their stage of completion.

d. The checking of the original counts and
transcription of original counts to summary
sheets,

¢. The accounting for inventory tag or
sheet numbers before distribution and after
collection.

f- The recording of the names of employees
who make the original counts, check the original
counts, and, if the inventory is priced in detail,
price the inventory, check the pricing, make the
extensions and footings and check the exten-
sions and footings.

TM 14-1005

g. The accounting for materials consigned
to others for processing.

h. The pricing of the inventory, when this
is required. The contractor’s procedures for
pricing should be in accordance with policies
consistently followed in the past. Any accept-
able pricing basis may be used, such as first-in,
first-out, average cost, or last-in, first-out, as
long as it has been consistently followed. Care
should be taken that cash discounts, trade dis-
counts, special rebates, and similar price reduc-
tions have been reflected in the inventory pric-
ing either in the detail prices or as a single
over-all deduction from the total of the in-
ventory.

SECTION 1l

DISPOSAL CREDITS

35. Introductory. PR 15-357 provides that the
contractor’s records shall clearly show all sales,
with specific detailed identification of the items
sold and the individual sales prices. It also
states that the contractor’s procedures should
provide for the separate invoicing of sales and
the crediting of these amounts in the proposed
settlement, so that such transactions may be
traced to the inventory records and the final
settlement.

36. Sale of Property to Others.

a. Such sales will ordinarily be made after
cessation of operations on the contract and the
taking of a partial or complete physical inven-
tory.

b. Any loss on the sale of property approved
by the contracting officer will be borne by the
Government, although not affecting the gross
amount of the proposed settlement. The con-
tractor’s procedures should provide for supply-
ing adequate information to enable the contract-
ing officer to pass upon the proposed sale.

37. Retention of Property by Contractor. The
values agreed upon by the cont racting officer
and the contractor for items of the inventory to
be retained by the latter are to be shown on the
inventory records so that reconciliation may be
made with the final settlement records,

SECTION IV
CLAIMS OF SUBCONTRACTORS

38. Introduction,
a. PR 15-431 provides that it, is the primary
responsibility of the contractor to review o

31
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examine in an appropriate manner all claims of
subcontractors arising out of the termination.
The problem faced by the contractor’s account-
ing personnel in making the accounting review
or examination of claims of subcontractors is
similar to the problem faced by the Govern-
ment auditor with respect to the proposed settle-
ment of the prime contractor. A review or
examination of each claim is necessary to some
extent.

b. The contractor in this respect should be
held to the standard or scrutiny that a business-
man would employ in the conduct of his own
affairs, but is not required to warrant the accu-
racy of the facts presented by subcontractors.
A certification by the contractor that, upon the
basis of his review or examination, he is of the
opinion that the claim is fair, just, and reason-
able will suffice. (See certificates included in
standard termination forms, pars. 28 to 32.)

39. Office Review of Proposed Settlement by
Contractor’s Accounting Personnel.

@. As a minimum, an office review should be
made by qualified accounting personnel of the
contractor of each statement submitted by a sub-
contractor in connection with a fixed-price con-
tract termination.

6. In making the office review, the steps out-
lined in paragraph 8 should be used as a guide.

¢. The accounting personnel will furnish suit-
able written evidence of the conclusions of the
office review.

40. Records of Accounting Reviews. A copy of
any report by accounting personnel covering an
office review or field examination should be re-
tained in the files of the contractor receiving
the claim, together with a copy of the subcon-
tractor’s settlement proposal, so that these
records will be available to Government ac-
counting personnel if needed by them in
making any subsequent review requested by the
contracting officer.

41. Appropriate Extent of Examination Beyond
Office Review.

a. It is the contractor’s responsibility in
the first instance to determine what further
examination, if any, should be made of the sub-
contractor’s proposed settlement beyond the
office review. In making this decision, the fol-
lowing should be considered :

(1) Amount and complexity of the proposed
settlement.

32
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(2) Result of the office review.

(3) Available reports of independent public
accountants.

(4) Any information available from per-
sonnel having contacts with the operations
under the subcontract.

b. The contractor should then determine the
further examination, if any, which is to be
made. The following steps are illustrative:

(1) The subcontractor may be requested to
submit additional data or explanations in
writing,

(2) Accounting persomnel of the contractor
may be instructed to visit the subcontractor’s
plant to discuss the statement and, in some
cases, to make any necessary reference to the
accounting records.

(3) An audit may be made by qualified ac-
counting personnel of the contractor in accord-
ance with the procedure outlined in chapter 8.

42. Responsibility of Subcontraciors, It is the
responsibility of subcontractors in each case to
prepare their claims accurately in accordance
with the terms of their respective contracts
when they are presenting such claims to con-
tractors or to intermediate subeontractors.
While an individual subcontractor does not
make a certification of fact directly to the Gov-
ernment, Procurement Regulations provide
that the contractor should advise all subcon-
tractors that the statement of charges sub-
mitted by them may be subject to an audit by
Government auditors and that an inspection of
the supplies and materials covered by the pur-
chase order or subcontract may be made by a
Government. inspector (PR 15-912.2). The
subcontractor is put on notice that his claim
will be used by the contractor in compiling the
latter’s proposed settlement either directly with
the Government or through another contractor.

43. Statement of Principles for Determination of
Costs. The Statement of Principles for Deter-
mination of Costs upon Termination of Goy-
ernment Fixed Price Supply Contracts, quoted
in paragraph 24, is applicable to subcontractors’
claims, subject to any specific terms of the
subcontract.

44, Subcontractors’ Inventories. The contrac-
tor should ascertain that the subcontractors
have taken physical inventories of materials
pertaining to the terminated contracts substan-
tially in the manner outlined in paragraphs
33 and 34,

1 Jon 44
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CHAPTER 3
APPLICATION OF ADMINISTRATIVE AUDIT PROCEDURES

SECTION 1|
GENERAL

45. Purpose of Administrative Audit.

a@. The purpose of the administrative audit of
a confractor’s statement of a proposed settle-
ment is to determine that it is in accordance with
the termination provisions of the contract and
is substantiated by the contractor’s records and
other supporting evidence. The role of the
anditor is to earry out appropriate auditi ng pro-
cedures to establish the reliability and aceuracy
of the data submitted by the contractor and
thus provide the contracting officer with a fac-
tual basis for making a settlement.

b. The major audit objective should be to
determine that the costs included in the con-
tractor’s settlement proposal are accu rately pre-
sented in accordance with the terms of the
contract and the principles set forth in this
manual. Another important objective may be
to check the accuracy of the information pre-
sented by the contractor with respect to profit.

46. Flexibility of Audit Program. The audits
actually made will vary as to the program fol-
lowed. Not all of the procedures prescribed in
this manual are applicable to every audit. On
the contrary, it is intended that the auditor select
in each case only the procedures which are ap-
propriate and necessary in the individual cir-
cumstances, and that he apply them with judg-
ment and without consuming time not necessary
to protect the interests of the Government.

47. Preparing Audit Program. The audit pro-
gram should be developed in accordance with
the procedures set forth in this manual, based
upon the nature and composition of the pro-
posed settlement and the contractor’s system
of internal control. The nature and scope of
the audit program should also depend upon the
completeness of the accounting data available.

48. Type of Audit To Be Made. The audit, made
in connection with the termination of a fixed-

price supply contract at the option of the Goy-
ernment, has several major aspects:

a. Detailed checking is to be kept at a mini-
mum. Reliance is to be placed upon the system
of internal control, so far as practicable, and
major emphasis is to be placed on establishing
the reliability of the bases of the individual ele-
ments of cost.

b. The costs incurred near the date of ter-
mination (as soon as termination might reason-
ably have been expected) are to be given special
attention,

¢. Special emphasis is to be placed upon the
principles of accounting applied by the con-
tractor and practices based thereon,

d. The auditor is especially concerned with
the accuracy of distribution of costs between
the contract and other work.

e. It is also important that the auditor con-
sider constantly the adequacy of his program in
the light of his day-to-day findings. Where
particular checks disclose errors or irregulari-
ties, the scope of the audit must be extended to
protect the interests of the Government.

49. Examination of Contractor's Internal Control.

@ When the auditor begins his audit of the
contractor’s proposed settlement, he should first
study the individual items included therein and,
taking into consideration the amounts involved
and the nature of the items, should appraise
the complexity of the audit problem. Every
item in the statement inescapably involves the
contractor’s internal control, since the data
submitted are based upon underlying papers and
records which have been handled by personnel
of the contractor. Closely related also are the
accounting policies followed by the contractor
in maintaining his accounts and developing his
proposed settlement. However, there will be
considerable variation as to how involved the
internal procedures may be which relate to the
particular items, and also as to the extent that
reliance may be placed upon those internal
procedures,

b. In situations where the contractor’s pro-
posed settlement is such that the items are not
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of a complex nature and can be checked indi-
vidually, there is less dependence upon the in-
ternal procedures of the contractor. In such
cases, the auditor need not make a separate
review of internal control and can proceed im-
mediately with his audit of those items. He
will make inquiries with respect to physical
operations, accounting policies, and all related
internal procedures at the same time that he
carries out his auditing,. The examination of
the internal procedures is thus interwoven with
the audit program and is carried out in a way
to satisfy the auditor as to the accuracy of the
individual elements of the contractor’s state-
ment.

¢. In other situations, the items will be of such
size and complexity and involve such detail that,
instead of making an audit on a direct basis,
the auditor must first make a systematic review
and appraisal of all, or a substantial portion,
of the contractor’s system of internal control
before he proceeds with his regular audit pro-
gram. The review of internal control should,
in such cases, also be preceded by a brief survey
of physical operations, and a statement of ac-
counting policies should be obtained. Working
papers should likewise be prepared in which the
auditor will set forth the nature and scope of the
review and the conclusions. With this prelimi-
nary work as a background, the anditor should
then proceed with his regular audit in accord-
ance with the principles of selective auditing.

50. Reliance on Audit of Independent Public
Accountants. Inmany contractor organizations
involved with terminations, there have been
regular audits by independent public account-
ants. These audits deal to a considerable extent
with the system of internal control and other-
wise establish the general credibility of the con-
tractor’s records and accounts to a substantial
degree. The Government auditor should give
consideration to this work in reaching a decision
as to the extent of the review of the internal
control which will be necessary.

51. Use of Reviews of Internal Control Made on
CPFF Audits, In certain cases, the contractors
involved in terminations will also have had
CPFF contracts, and reviews of internal con-
trol will therefore have been made in accord-
ance with the audits incident to those contracts.
Such reviews should be utilized by the auditor
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to the extent that they are appropriate for the
present purposes.

52. Emphasis on Distribution. It should be
recognized that the internal procedures which
involve the distribution of costs as between the
contract and other work are of special impor-
tance. While the auditor must always be con-
cerned with evidence which establishes the fact
that the basic transactions are bona fide, the risk
that the recorded transactions are false is ordi-
narily less than the risk that the allocations or
distributions of the results of these transactions
are not based upon sound principles or are not
accurately handled in accordance with sound
principles. The auditor should therefore give
special attention to all parts of the internal pro-
cedures which bear on these distributions.

53. Supplementary Data for Use in Audits.

a. In making an andit of the proposed settle-
ment, such data as the following, if relevant,
should be used to the extent available:

(1) Cost estimates used in connection with
original bid.

(2) Engineering or other estimates of cost.

(8) Statistical computations of cost.

(4) Reports of independent public account-
ants available in the files of the contractor.

(5) Federal income tax returns.

(6) Minutes of conferences with Price Ad-
justment Boards.

(7) Data parepared by cost analysis sections
of any War Department agency, the Navy De-
partment, or Maritime Commission.

b. It is important to be sure that the data used
are compiled according to the same general
classification as is shown by the contractor’s pro-
posed settlement ; the same types and kinds of
costs should be included.

¢. The auditor should familiarize himself
with the terms of the contract, paying particu-
lar attention to the terms covering such subjects
as free issue materials, Government-furnished
equipment, and price redetermination. He
should also review all pertinent correspondence
bearing on the performance of the contract.

54, Applicability to Subcontractors. The claim
of a subcontractor against the prime contractor
is similar to the statement of the prime con-
tractor submitted to the Government. The
principles and procedures set forth in this chap-
ter for audit of the proposed settlements of
prime contractors are equally applicable to the
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claims of immediate and remote subcontractors.
The Statement of Principles quoted in para-
graph 24 is applicable to the computation of
costs in connection with subcontractors’ claims,
subject to any specific terms of the subcontract
affecting costs.

55. Responsibility of Auditor. It istheauditor’s
responsibility to satisfy himself as to the valid-
ity of the data submitted by the contractor. At
the same time, it should be recognized that a
prompt settlement is desirable in the interests of
both the Government and the contractor.
Every effort should therefore be made by the
auditor to complete his examination without
undue delay and with the minimum amount of
detailed verification consistent with protecting
the interests of the Government,

56. Direction of Audit Effort.

a. The auditor should direct his work in a
manner which protects the Government’s inter-
ests most effectively. The selective method of
audit should be applied to the greatest possible
extent in the case of those classes of costs con-
cerning the inclusion of which there is ordinar-
ily no question,

b. There should be a more extensive review of
other classes of costs concerning the inclusion
of which there may be some question. The au-
ditor’s working papers should include the analy-
sis of such accounts to disclose the nature of the
costs included and their applicability to the con-
tract. KExamples of these accounts are execu-
tive compensation, depreciation, repairs, dona-
tions, and professional services.

¢. Special attention should also be given to
items which are large in amount, uncommon in
nature, or which, because of other circumstances,
appear particularly to concern the Government’s
interests. All unusual matters are to be fol-
lowed through to a final conclusion.

d. Particular attention should be given to ac-
counts which might contain costs specifically ex-
cluded by subparagraphs 3 (a) through 3 (e) of
the Statement of Principles for Determination
of Costs, set forth in paragraph 24.

57. Audit of a Particular Portion or Phase of the
Transactions. 1In the audit of a given portion
of the transactions or phase of the operations,
there are certain important requiremients to be
observed :
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a. The portion or phase examined is to be
representative of the total group from which
it is selected. The selection must be made with-
out regard to convenience or availability of
data or to difficulties involved.

b. The portion or phase selected must be
checked out completely and without exception.

¢. To be effective, the selective auditing pro-
cedures must be carried out only after the con-
tractor has completed his accounting distribu-
tion and record and has submitted his proposed
settlement based on that record.

d. The papers and records of the contractor
which are applicable to the portion of the
transactions under review must be controlled by
the auditor until the examination of the par-
ticular portion is completed.

e. If the portion audited indicates numerous
errors, the scope of the examination must be ex-
tended to a detailed check of that phase of the
accounts.

58. Representative Number. In this manual,
the term “representative number” is frequently
used in respect to selection of groups of trans-
actions for auditing. The interpretation of the
term is a matter of individual judgment and
will depend upon the particular circumstances
in each case. In general, however, the factors
to be considered in given situations will include
dollar amount of items, points of origin, classes
of items, departments involved, ete. In all
cases, the objective is to obtain a sufficient cross
section to justify reliance on the validity of the
transactions of the group under examination,

59. Discussion of Accountant’s Conclusions With
Contractor. In carrying out his work, the ac-
countant will make all inquires necessary to
pass upon the accuracy of the items in the state-
ment and will afford the contractor full oppor-
tunity to make explanations and furnish addi-
tional information concerning items which in
the accountant’s estimation are questionable.
Otherwise, the accountants should communicate
his findings and conclusions only to the con-
tracting officer for his use in negotiating the
settlement. Under no circumstances should the
accountant purport to commit the contracting
officer in any way as to the negotiation of the
settlement,

60. Working Papers. It is essential that ade-
quate working papers be prepared as the audit-
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ing procedures are carried out. The form and
content of the required working papers are
discussed in chapter 4,

SECTION Nl

PHYSICAL INVENTORY

61. General.

. The purpose of these procedures is to estab-
lish the credibility of the physical inventory
taken at date of termination, including quanti-
ties, applicability to the contract, and, if the
inventory is priced, the basis and mathematical
accuracy of the pricing.

b. The physical verification of inventory
quantities will normally be made by Govern-
ment personnel who are engaged in property
disposal activities or who are stationed at or
visiting the contractor’s plant. Government ac-
counting personnel should utilize the results of
such verifications and in addition should obtain
information from Government engineers, in-
spectors, and others having any familiarity with
inventory matters in connection with operations
under the contract. Instructions to the account-
ant relating to the physical verification of in-
ventory are for application when it is necessary
that accounting personnel perform that func-
tion.

¢. When the contractor’s settlement proposal
is presented on the inwentory method, it is es-
pecially important to check the physical exist-
ence of the items of inventory listed. The im-
portance of such a check lies in the fact that
errors in quantities will require in all cases an
adjustment of the proposed settlement.

d. When the contractor’s proposed settlement
is presented on the Zotal cost method, the auditor
will direct his checks to a greater extent toward
ascertaining that all inventory is listed.
Greater emphasis must therefore be placed on
over-all checks as outlined in paragraphs 84 and
88. Errors may be found by a physieal check
of the quantities listed, which will require ad-
justments of the proposed settlement in those
cases where they indicate errors in the account-
ing records.

e. Before determining the audit program and
initiating the audit, the auditor will obtain and
keep under his control at least one copy of the
detailed physical inventory.

f. The audit program will be based upon the
review of the contractor’s procedures and will
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be expanded when deficiencies disclosed by the
audit indicate the necessity of more extensive
checking,

g. The audit procedure will be extended to
inventories of supplies, tools, ete., when they
are an important factor in the contractor’s pro-
posed settlement,

62. Quantities.

a. Independent physical checks will be made
of the quantities shown on the inventory sheets
for a representative portion of the inventory.
In determining a representative portion, con-
sideration will be given to the following
factors:

(1) Money value of items.

(2) Class of inventory, that is, raw material,
purchased parts, work in process, and subdivi-
sions under these classes, such as types of
material.

(3) Physical location of the items.

b. A record of the extent of the check will be
made by appropriate notations on the Govern-
ment’s copy of the contractor’s inventory
sheets, or on separately prepared schedules.
All differences of appreciable amount should be
investigated and errors adjusted.

¢. Steps should be taken by the Government
representative to see that no part of the inven-
tory is physically moved except with his ap-
proval during the course of the quantity check.

d. Material on consignment to others for
processing should be checked to an appropriate
extent by direct communication with the con-
signee or by physical inspection.

e. The inventory description in respect to
stage of completion of the items checked should,
where practicable, be compared with the physi-
cal condition of the particular items, Notation
of the last labor operation performed is essen-
tial in checking the pricing of work in process.

f. Since the date of physical check will ordi-
narily be after the date of termination, appro-
priate checks should be made for reconciling
the physical count with the quantities shown in
the inventory at the date of termination, by
considering dispositions made with the ap-
proval of the contracting officer or other
changes during the intervening period. For
this purpose, copies of sales invoices, shipping
reports, ete., should be ntilized, as well as infor-
mation obtained directly from the contracting
officer.

1 Jun 44

Pﬁ:’\ﬂs
63 i 0
u‘um'\_t“‘“
1-“"01\1*{,57'
yished
ioft}‘,}‘.

geeur?

()
ual Bt
tot,‘ﬂ.

1
¥

gul



e

1 Jun 44

63. Pricing.

a. If the contractor’s settlement proposal is
submitted on the inventory method, the re-
liability of the unit cost data should be estab-
lished in accordance with the procedures set
forth in section ITI of this chapter.

b. The following checks for mathematical
accuracy should be made:

(1) A representative portion of the individ-
ual item extensions should be checked.

(2) A representative portion of the page
totals should be footed.

(3) All sheet totals should be traced to the
summary and the summary should be footed.

64. Applicability to the Contract.

a. For the purpose of determining the pro-
priety of costs charged to the contract, a repre-
sentative portion of the inventory items will be
checked (regardless of whether the inventory
has been priced) to ascertain if any items are
included which are—

(1) Not in the specifications and therefore
not applicable to the contract. If such items
are found by a selective check, a more extended
check must be made to discover other such items.
All costs of these items will be excluded.

(2) Applicable to the contract in part, but
applicable also to other work because they are
common items. If items of this nature are dis-
closed, their costs may be included only to the
extent that the quantities of such items have
been properly allocated between the contract
and other work.

b. In checking the existence of inapplicable
or common items, the auditor should utilize the
services of Government engineers and other
qualified Government personnel who are avail-
able. TIf he cannot obtain such assistance, he
should make observations to the extent prac-
ticable of the physical materials and parts used
in the performance of the contract and other
work. He also should select a group of rep-
resentative inventory items and determine
whether these items are used on other work by
reference to material control records, purchase
records, stock records, ete.

85, Finished Units.

a. The auditor should determine that finished
units on hand but not yet billed are properly
segregated and not included in the inventory as
work in process,
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b. It is important that the quantities of such
units (or parts applicable thereto) are in agree-
ment with the quantities shown in the schedules
submitted by the contractor covering total units
completed at contract price. It should be de-
termined that all finished units on hand have
been subjected to the same inspection and ac-
ceptance requirements as previous shipments.

66. Reconcilement of Disposal Quantities With
Inventory Quantities. At the time of settlement,
the auditor should reconcile, to the maximum
extent practicable, the quantities listed in the in-
ventory schedules submitted by the contractor
with quantities the dispostion of which is evi-
denced by disposal credits or records of items
taken over by the Government. This recon-
cilement may indicate discrepancies in the origi-
nal inventories which will require adjustments
in the charges of the contractor.

SECTION 1l

EXAMINATION OF UNIT COST DATA

67. Introductory.

a. When the inventory at date of termina-
tion, priced in detail, is the primary basis of
the proposed settlement, it is necessary to estab-
lish the general credibility of the unit cost data
which are the basis for inventory pricing. The
procedures outlined herein are a guide for this
purpose.

b. The priced inventory will ordinarily con-
sist of raw materials (including purchased
parts) and work in process. In most cases, the
work in process will be priced separately for
the material, direct labor, and overhead ele-
ments, but in any event it will be necessary to
check each such element separately.

¢. The pricing must be consistently applied
on the basis of an acceptable method, such as
first-in, first-out, average cost, or last-in, first-
out. Where the pricing is based on standard
costs such cost, to be acceptable, must not be in
excess of actual costs,

68. Raw Materials. Where materials or parts
have been purchased, the accuracy of the prices
used in the inventory pricing should be estab-
lished by selective checking of a representative
number of items to purchase invoices, together
with purchase orders where necessary. No ad-
dition to the invoice cost of materials is per-
missible for handling, etc., unless the general
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accounts provide for the computation and
segregation of such overhead as applied to all
materials,

WORK IN PROCESS

69. General.

a. Data in respect to unit costs of work in
process may have been compiled on any one of
the following bases:

(1) Statistical costs. Not controlled by gen-
eral ledger accounts but estimated with varying
degrees of care, ranging from rough approxi-
mations not in detail to carefully established
costs based on thorough engineering studies.

(2) Controlled costs. Subject to control and
check by general ledger accounts. Controlled
systems may be either historical (actual), in
which costs are compiled from accounting
records of actual costs incurred, or standard,
in which costs are based on specifications,
planned manufacturing methods, rates of pro-
duction, and anticipated prices.

b. The extent of the audit of the unit cost
data will depend upon the complexity of the
product. If the direct material content, for
example, is relatively simple, it will be prac-
ticable to check substantially every item of an
appreciable amount. If it is complex and con-
sists of a large number of items, a selective check
may be used, provided that if important errors
are discovered a more intensive or even a com-
plete check will be made in accordance with the
principles of selective auditing. The extent of
the checking of the direct labor element will he
similarly determined.

e. The auditor should make full use of all
factory cost reports, including those reports
which cover the operations of individual depart-
ments and cost centers.

d. Unit cost data, used to price work in
process, which are statistical and not controlled
by the general ledger accounts, are ordinarily
less reliable and should, as a general rule, be
subjected to more extensive review and check.

e. A formal list of purchased and manufac-
tured parts and subassemblies entering into the
completed product should be obtained by the
auditor, preferably from Government sources,
If obtained from the contractor, it should be
reviewed and checked by a qualified Govern-
ment representative.

70. Material Content.
a. With respect to prices the problem is simi-
lar to establishing the accuracy of prices used
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for the raw material inventory. The material
cost per part (or other unit) may, however, be
predicated on a material quantity per part
which includes cutting waste and production
spoilage. It is necessary for this reason, as
well as the ordinary possibilities of error, to
check the quantity basis used for the unit
material cost.

b. The quantity basis of the material element
of unit costs may be checked by reference to
engineering specifications or satisfactory rec-
ords may be available showing the quantities of
material actually used in the manufacture of
each part. In the latter case, reference can be
made to summaries of material requisitions, the
requisitions themselves, and records of produc-
tion of good pieces of particular parts.

71. Direct Labor Content—~Controlled Historical
Cost System.

a. If a controlled historical cost system is in
effect, the unit labor costs may be stated only in
terms of money without showing the labor time
per unit and the hourly rate applicable thereto.
The labor cost of pieces spoiled in production
will generally be reflected in the parts costs of
good pieces made,

b. The auditor will make appropriate selec-
tive checks of summary labor cost statements
and the underlying labor distribution tickets to
determine their credibility and the accuracy of
reported production quantities.

¢. If periodical statements of unit direct labor
costs were prepared by the contractor during the
life of the contract, such statements should be
reviewed for fluctuations in unit costs. The ex-
tent of the fluctuations and the general trend
in such costs will aid the auditor in determining
the direction and extent of the selective check.

72, Direct Labor Content—Controlled Standard
Cost System.

a. If a controlled standard cost system is in
use, the unit labor costs will commonly be stated
in terms of standard direct labor time per unit,
a standard labor rate per hour, and the resulting
standard unit labor cost. A standard allow-
ance may be added for the labor cost of pieces
spoiled in production.

6. Routing or operation sheets will ordinarily
be available for each part and subassembly show-
ing the authorized labor operations to be per-
formed on each. A selective test of the stand-
ard time for the individual operations should
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be made by reference to the latest underlying
approved time study reports.

¢. Standard hour{y labor rates should be ap-
propriately checked by reference to approved
occupational rate schedules or employment and
pay-roll records.

73. Direct Labor Content—Historical and Stand-
ard Cost Systems. The operations shown as
direct labor in all cost sheets should be reviewed
to an appropriate extent to determine that such
operations are classified as direct labor in the
accounting distribution of the pay roll.

74. Overhead.

@ The accuracy of the overhead content of
the unit cost data is primarily a problem of the
general content of overhead and the computa-
tion of rates. (See section IV of this chapter.)

b. The auditor should be satisfied, however,
by appropriate tests that the overhead rates
have been acurately applied in the unit cost data
used.

75. Mathematical Accuracy.

a. Appropriate checks should be made of the
mathematical accuracy of the cost data.

b. Certain industries may present special
problems in this regard. For example, partic-
ufar attention should be given to the carrying
forward of parts costs into subassembly and
final assembly cost summaries. Parts costs fre-
quently are stated in terms of 100 units and are
converted into costs per subassembl Y or per com-
pleted product when carried forward. Particu-
lar attention should be directed toward selec-
tive checking of these conversion computations.

SECTION IV

EXAMINATION OF GENERAL ACCOUNTS AND
UNDERLYING RECORDS

76. Introductory.

@ In the case of proposed settlements sub-
mitted under the total cost method, it will be
necessary to establish the general credibility of
the accounts and records from which the total
costs are obtained. The procedures outlined
herein are a guide for this purpose. This sec-
tion is also partially applicable to proposed
settlements on an inventory basis, since para-
graphs 89 to 93, inclusive, cover the examination
which should be made in order to determine that
the overhead allocations, included in the unit
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cost data used in pricing work in process are
proper.

b. Where auditing has been carried on in con-
nection with CPFF contracts with the same con-
tractor, a considerable part of the work pre-
viously done may be utilized for the present pur-
poses. This is particularly true in the case of
the overhead accounts and to a substantial ex-
tent with respect to pay roll distribution. The
instructions set forth in this section are neces-
sarily written in terms of a situation where no
previous auditing has been done, but the pos-
sibility of utilizing previous findings should be
kept in mind.

77. Adjusting Journal Entries,

a. All adjusting journal entries affecting the
recorded contract cost in a ny substantial amount
should be reviewed as to their nature, aceuracy
of computations involved, and general pro-
priety.

b. Special care should be exercised with re-
spect to entries which were made in the period
or periods just preceding the date of termina-
tion or at any time subsequent to that date.

0. Where adjusting entries were made by the
contractor to bring book records into agree-
ment with physical inventories, either at date
of termination or preceding year ends, these
adjustments should be carefully studied as a
guide to the general effectiveness of the related
internal accounting procedures,

DIRECT MATERIAL COSTS

78. General Objective. The auditor should de-
termine that the amount shown for direct
material costs represents materials actually
used on the contract or still on hand and which
are fairly applicable to the contract at the cost
incurred by the contractor.

79. Analysis of Materials Account.

@. The starting point is the general ledger
or subsidiary account which shows the total
direct material costs applicable to the contract,
Where no such account has been kept, the work
sheet analyses used when the contractor pre-
sented his proposed settlement must be utilized.

b. The debits and credits to the account or
work ‘sheet schedule should be classified by
source of posting. By this procedure those en.
tries originating from the more usual sources
such as purchase distributions, summaries of
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stores requisitions, summaries of returned
materials, and scrap, may be grouped and those
entries originating from journal entries or other
adjustments can be segregated for special study.

80. Review of Purchase Distributions.

a. A representative portion of the individual
entries originating from purchase distributions
should be checked with such summaries.

b. A representative number of the individual
summaries examined should be checked for
clerical accuracy.

c. A representative number of the items ap-
pearing on the individual summaries should
then be traced to the underlying invoices.

d. Part of the invoices should be reviewed
to determine that they are properly supported
by purchase orders and receiving reports.

¢. The auditor should determine that cash
discounts earned are being reflected as a reduc-
tion of material costs. Where these discounts
are not specifically applied to the cost of mate-
rials, an average percentage of purchases may

be used.

81. Review of Stores Requisitions.

a. A representative number of requisitions
will be examined to determine that—

(1) Prices used are properly supported by
purchase invoices and that pricing is consist-
ently applied on the basis of an acceptable
method such as first-in, first-out, average cost,
or last-in, first-out.

(2) Using department is indicated by re-
ceipt or other designation.

(3) Computations are accurate.

(4) Requisitions are authorized by respon-
sible personnel.

(5) Accounting distribution is proper.

b. Summaries of requisitions will be exam-
ined to determine that the summary footings
are correct and the requisitions correctly listed.

82. Review of Materials Returned to Vendors.

@. A representative portion of the individual
returned materials credit slips should be re-
viewed to disclose material applicable to the
contract.

b. A representative portion of items appli-
cable to the contract should be checked with the
summaries covering such items for accuracy of
distribution.

¢. A representative number of summaries ex-
amined should be checked for clerical accuracy.
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d. Reference should be made to a represen-
tative number of underlying shipping docu-
ments to determine that material returned has
been covered by debit memoranda which have
been properly applied to costs.

83. Scrap.

@. When serap is an important factor, the
auditor should carefully survey the sources
from which serap originates, and should ascer-
tain from engineering estimates and operating
records, to the extent practicable, the quantities
derived from the various operations. The re-
corded results should then be compared with
these calculations and any significant variations
investigated.

b. Quantities disposed of should be compared
with quantities obtained from operations and
with stocks on hand to determine that all serap
is accounted for within reasonable limits,

¢. All sales or other disposition should be
checked with the entries appearing as credits to
direct material costs, to determine that re-
coveries from serap have been fully recognized.

d. In cases where it is not practicable to
physically segregate scrap applicable to the
contract, the bases of allocation should be re-
viewed to determine whether they are equitable
and accurately applied.

84. Over-All Checks as to Propriety of Total
Direct Material Costs.

a. 1t is desirable that the auditor make cer-
tain over-all checks as to the aggregate direct
materials costs stated as being applicable to the
contract.

b. Where practicable, the quantities in-
dicated as required for each unit, or lots of
units, as shown by the original bill of materials
may be multiplied by the number of units, or
lots of units, produced. The excess of quan-
tities actually charged to the contract over the
foregoing computation, after taking normal
spoilage into consideration, should be approxi-
mately reconciled with stocks on hand and any
significant discrepancies investigated.

¢. Quantities purchased should also be re-
viewed in the light of the bill of materials, to
determine whether unreasonable quantities were
purchased and whether the contract has been
charged with materials originally purchased for
other work. In this connection, special at-
tention should be given to standard parts which
might be usable on other types of manufactured
products.




J’Ju"“

a pn

. feppe.gen
P1n o g
¢ 5 dO(:u‘
tl.rﬂed has
hjc-h h&ve

tor, the
Soy I'ceg
_F dseap.
rag; Ner
1Lt I'e.f;
e pg.
With
iun_.;

"ed]
i
D ,

1 Jun 44

d. Where practicable, the bill of materials
may also be priced and the computations and
reconcilement outlined in b above carried out in
terms of dollars.

DIRECT LABOR COSTS

85. General Objective. The auditor should de-
termine that the amounts shown for direct labor
costs represent direct labor services actually em-
ployed on the contract and at the costs incurred
by the contractor.,

86. Analysis of Direct Labor Control Account.
As in the case of direct materials, the ledger
account or the work sheet schedule covering the
total direct labor costs applicable to the contract
should be analyzed and the debits and credits to
this account classified as to source of postings,
The major source will be the pay roll distribu-
tions, but other entries may originate from mis-
cellaneous sources,

87. Review of Pay Roll Distributions.

@. A representative portion of the entries in
the general ledger account which have origi-
nated from pay roll distributions should be
checked with the individual summary distribu-
tions,

b. Representative pay roll distribution sum-
maries should be checked for clerical accuracy.

¢. A representative number of items appear-
ing on the individual summaries should be
traced back to the underlying job tickets.

d. To the extent practicable, a representative
number of job tickets should be checked with
records of floor checks made by the timekeeping
department or with other records which estah-
lish the accuracy of the job tickets used as a
basis for preparing the distribution summaries.

¢. A limited check should be made of related
time cards, personnel records, and rates of pay,
applicable to the job tickets reviewed.

88. Over-All Checks as to Propriety of Direct
Labor Costs.

a. Where practicable, some check on the ag-
gregate direct labor costs may be made by com-
paring labor costs with those incurred on pre-
vious contracts covering the same or similar
products or, when available, with costs incurred
by other manufacturers who are producing simi-
lar products, provided proper consideration is
given to the circumstances which might justify
differences,
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b. Where practicable, the labor cost of each
finished unit, or lots of units, as indicated by
previous contracts or contracts with other man-
ufacturers, may be multiplied by the number of
units, or lots of units, of each type produced.
The excess of total costs incurred to date over the
amounts thus calculated should be approx-
imately reconciled with the labor costs included
in the inventory of uncompleted work and any
significant diserepancies investigated.

OVERHEAD

89. General. The auditor should determine
that the overhead totals, part of which have
been allocated to the contract, are composed of
items which are proper in the light of the cost
principles set forth in paragraph 24, and that
the allocation has been proper in terms of
acceptable and accurately established bases.

90. Write-off of Prepaid Expenses and Deferred
Charges. The auditor should make a sufficient
examination of such accounts to determine that
the bases of deferment and write-off are sound
and in accordance with established policies.

91. Depreciation. The auditor should examine
depreciation charges to such an extent as will
provide reasonable assurance that the amounts
subject to depreciation are proper; that the de-
preciation charges are stated on a basis consist-
ent with the years preceding the contract; that
the depreciation charges are calculated and
handled in the accounts in an accurate manner.
Where the rates have been reviewed and ac-
cepted for Federal income tax purposes, appro-
priate consideration should be given thereto.

92. Accrued Expenses. Sufficient examination
should be made of accrned expenses by the audi-
tor to enable him to determine that the bases
of accrual are sound and that the accounts are
accurate,

93. Content of Overhead.

a. The overhead statements prepared by the
contractor should be reviewed by the auditor to
determine the types of items included.

b. Investigation will be made of important
monthly fluctuations in the individual overhead
accounts,

¢. Those overhead accounts which involve the
greatest possibility of borderline decisions
should be analyzed. Such analyses should put
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the emphasis on the larger items charged to the
accounts in question, but may be extended in
the light of the findings.

d. Appropriate checks will be made to de-
termine the accuracy and uniformity with
which amounts or quantities used as the basis
for proration (as, for example, direct labor
dollars) are developed. Where possible, such
amounts will be tied in to results obtained
through other audit procedures.

¢. The accuracy and propriety of the overhead
proration computations should be established.

f. The auditor should determine whether
physical inventories of supplies and indirect
materials on hand in storerooms or on the floor
have been taken at the date of termination and
the relative overhead accounts appropriately
adjusted. If such inventories have not been
taken and there are indications that quantities
on hand have increased during the overhead
period, the auditor must consider the necessity
of a suitable adjustment.

g- Where available and applicable to the con-
tract, the results of year-end closings should
be utilized. In this connection, use may also
be made of Federal income tax returns, reports
by independent public accountants, and internal
financial reports.

k. Comparisons will be made between Federal
tax returns and the books to ascertain major
differences in accounting policies.

¢. The auditor should determine that costs
charged off in a renegotiated period have been
excluded from the overhead accounts in accord-
ance with paragraph 8(e) of the Statement of
Principles for Determination of Costs. (See
par. 24.)

MISCELLANEOUS

94. Credits. The auditor should ascertain that
all miscellaneous income and other credits
properly allocable to operations under the con-
tract have been reflected in the settlement
proposal.

SECTION V

DISPOSAL CREDITS

95. Introductory.

@. The auditing problem in connection with
disposal credits is to establish the accuracy with
which the amounts approved by the contracting
officer for disposition of property have been
reflected in the proposed settlement.
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b. Tt is not the auditor’s responsibility to pass
upon the fairness of these values, or to question
the judgment of the contracting officer. How-
ever, where there is evidence that incorrect or
inadequate information was submitted to the
contracting officer as a basis for his decision,
such facts should be reported by the auditor.

96. Approvals of Disposal Prices. The auditor
should ascertain that the disposal prices of the
inventory items affected were approved by the
contracting officer. For this purpose the audi-
tor should obtain information directly from the
files of the contracting officer.

97. Agreement of Detailed Disposal Credits With
Deduction From Proposed Settlement. The
auditor should satisfy himself that the disposal
credits set forth on the inventory records by the
contractor are accurately summarized and re-
flected as a credit in the proposed settlement.

98. Cooperation With Accountable Property
Officer. The auditor should cooperate with the
accountable property officer in the latter's de-
termination that items to be taken over by the
Government are accurately stated.

SECTION VI

SETTLEMENT EXPENSES AND COSTS OF PRO-
TECTION AND DISPOSITION OF GOVERN-
MENT PROPERTY

99. Introduction.

. The contractor’s settlement proposal may
include, in addition to costs incurred in connec-
tion with the performance of the contract, cer-
tain other costs of the type described in para-
graph 1(k) and (1) of the Statement of Prin-
ciples. (See par. 24.)

b. The audit procedures outlined in sections
I to IV, chapter 3, generally are applicable to
the costs discussed in this section. However,
there are certain special phases of these costs
which require further treatment.

100. Current Auditing Procedures. Since costs
of the nature allowable under paragraph 1(k)
and (1) of the Statement of Principles gen-
erally will be currently incurred, where appro-
priate the auditor will apply current auditing
procedures, such as floor checking the presence
of the contractor’s employees on the job, and
observation of receiving and material handling
procedures.
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101. Approval of the Contracting Officer. In
addition to the applicable auditing procedures,
the auditor will make checks to an appropriate
extent to satisfy himself that, when required,
the written approval of the contracting officer
has been obtained by the contractor.

SECTION VII

CLAIMS OF SUBCONTRACTORS

102. Introductory.

a. When audits are made of subcontractor
claims the principles and procedures set forth
in this chapter are applicable.

b. This section deals with certain general
relationships between Government personnel
and the prime contractor with respect to the
audit of subcontracts.

103. Government Auditor Not to Determine Sub-
contractor Claims. It is to be emphasized that
the subcontractor has the responsibility of pre-
paring his claim and the prime contractor the
primary responsibility for the examination and
approval of such claims. As in the case of the
prime contract itself, the Government auditor
1s concerned with the accuracy of the account-
ing or other data relied upon by the contracting
officer when this officer approves settlements
which are made by the prime contractor,

104. Consultation With Prime Contractor. In
the case of large terminations, as soon as the
notice of termination has been given to the
prime contractor, the Government auditor,
where practicable, should consult with the
prime contractor and assist him in formulating
an adequate program for the review or exam-
ination of subcontractors’ claims. The Govern-
ment auditor can be of help to the prime con-
tractor, although he should act only in an
advisory capacity. During the subsequent pe-
riod the checks made by the Government audi-
tor may disclose weaknesses in the prime
contractor’s program, and those findings should
be promptly transmitted to the prime contractor
and discussed with him,
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105. Audits to Check Effectiveness of Prime Con-
tractor’s Examinations. The Government audi-
tor will consider the desirability of making and
with the approval of the contracting officer will
make independent checks to determine the
effectiveness with which the prime contractor is
carrying out his program. These checks will
include, where practicable, field visits to repre-
sentative subcontractors to determine whether
the examinations and audits actually being
made are carried out in an efficient and satis-
factory manner,

106. When Audits May Be Made by the Gov-
ernment in First Instance.

@ In certain cases it may be advisable for the
Government to make audits of particular sub-
contractors’ claims. Such a case would exist
when the desirability of an audit is indicated,
but, because of geographical or other circum-
stances, it is clearly uneconomical for the prime
contractor to make the audit. The Government
auditor then might request that the audit be
made by other Government auditors located in
the area in question. In other special cases, the
mterests of the Government might require that
audits be made by Government auditors.

b. When a field accounting representative
has been appointed at a contractor’s plant (see
par. 126), he will perform all necessary reviews
and audits of any claims forwarded by that con-
tractor acting in the capacity of a subcontractor.

107. Checking Summaries Prepared by Prime
Contractor. The prime contractor will present
a schedule of subcontractors’ claims, supported
by the documents submitted by the claimants
and other pertinent papers. The Government
auditor will determine that all claims listed are
in agreement with settlement proposals made by
the subcontractors and agreed to by the prime
contractor. The mathematical accuracy of all
summarizations will also be appropriately
checked.

108. Approval of the Contracting Officer. In
addition to the applicable auditing procedures,
the auditor will make checks to an appropriate
extent to satisfy himself that, when required,
the written approval of the contracting officer
has been obtained by the contractor.
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CHAPTER 4
WORKING PAPERS AND REPORTS

SECTION 1
WORKING PAPERS

109. General Objectives. Working papers serve
two major purposes: they are an essential his-
torical record of the auditing procedures car-
ried out and of all significant data and findings
incident to and arising from the audit; and
they are an important means of currently
administering the auditing work. Working
papers, therefore, should be prepared in such
form as to achieve these objectives to the maxi-
mum extent.

110. Form of Preparation. Each sheet should
show the name of the contractor, contract num-
ber, subject matter, date, and name of the staff
member who prepared it. No more than one
type of subject matter should be covered on
each sheet. Wherever practicable, schedules
available from the contractor should be incor-
porated in the working papers without recopy-
ing. In preparing working papers, the auditor
should keep in mind that they will normally
be reviewed by higher authority and may also
be used as a source of reference and general
information by other interested parties. The
auditor, therefore, should endeavor to prepare
his working papers in a manner which will
facilitate their use by other persons.

111. Indexing of Papers. All working papers
should be indexed, so far as practicable, by the
major types of costs as listed in the contractor’s
proposed settlement. A copy of the proposed
settlement, as presented by the contractor,
should be included in the working papers for
this purpose. Other papers, such as the review
of internal control and other pertinent mem-
oranda, should be separately grouped.

112. Preservation of Working Papers. The im-
portance of carefully preserving the working
papers cannot be overemphasized inasmuch as
the auditor must be in a position to justify and
support the facts included in his report. When

the audit is completed, the working papers cov-
ering the audit should be neatly assembled in
the order of the items listed in the contractor’s
proposed settlement, bound, and turned over to
higher authority of the War Department agency
involved for safekeeping.

SECTION 11

REPORTS

113. Introductory.

a. The auditor’s report is the means by which
the auditor summarizes the results of his work.
In his report he sgets forth the nature and
extent of the representations made by the con-
tractor in the latter’s formal proposed settle-
ment. The function of the auditor is that of
investigating the factual aceuracy of the con-
tractor’s representations, and his report should
present the results of such investigation includ-
ing comments upon the basis of the determina-
tion of profit. Information is thereby provided
to assist the contracting officer in effecting a
settlement with the contractor.

b. It is necessary that such reports cover all
matters which will be of significance in deter-
mining appropriate settlements, and it is de-
sirable that they follow a uniform pattern as
to major types and form of content. The audi-
tor should, however, avoid unnecessary detail in
his report, limiting his presentation to main es-
sentials and depending on his working papers
as a source of further reference, should addi-
tional detail be necessary at some later time,

¢. The report of the auditor covering a pro-
posed settlement which requires only an office
review may consist only of a memorandum to
the contracting officer if the information has
been presented in acceptable form by the
contractor,

d. Where the terminated contract has been
classified as secret, the auditor should not in-
clude any description of the product in his re-
port. In instances where this procedure is not
feasible, the report will necessarily be classi-
fied as secret,
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114. Avuditor’'s Report. The topics which fol-
low cover various sections of the auditor’s

report in the sequence of their inclusion therein

GENERAL CONTRACT DATA

i The first section of the report should set forth
_.’bjp(;-ﬂ.v. certain general facts with respect to ti:g total
Rct In contract and the completed and terminated
e s portions.
er tO :
gency, Secrion I
1. Name and address of contractor,
2. Brief summary of contract.
a. Quantity and description of product
(or products).
) b. Prices per unit and total dollar
h amount.
: o. Date of contract and original esti-
: mated completion date.

d. Other facts of importance in the in-
dividual ease.
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3. Summary of termination provisions.
a. Date.
b. Extent of termination.
¢. Other pertinent aspects.

4. Overall summary of total contract at sales
prices.

Units Amount

Product delivered and paid for_ $
Product delivered and billed
but:-not paidsfor i e
Product completed but not de-
livered and billed_________ =

Total portion completed_ $
Portion of contract terminated_
Continued portion of contract._

Total contraet__._______ $

Sectrion IT
Summary of contractor’s proposed settlement
and auditor’s findings

The following form of presentation normally
will be suitable for use in the report :

Contractor’s own charges to date of termination (exclusive of claims of subcontractors)

Deseription

Per Eaceptions
contractor per auditor

(The individual elements of costs should be detailed here in the manner set forth in th
settlement,)

e contractor’s proposed

Settlements with subcontractors

Deseription

(Show subcontractor and type of product contracted for.)

er Eaceptions
cantractor per auditor

Post termination charges

Description

(Show individual items in reasonable detail.)

Per Exzceptions
contractor per auditor

NOTES

1. Appropriate references should he made in each
case to supporting exhibits and explanatory notes.

2. In the case of particular items on which the ac-
countant has reason to believe that the contractor will
not agree with his exceptions, he should include a
concise statement of the contractor’s position.

3. Items listed in the “Referred to negotiator”

£ 4 column should be of a type regarding which the ac-
countant has satisfied himself that the expenditures
have been made, but there is no accounting evidence
for determining the amount applicable to the contract.
Profit, if any, should also be shown in this column.

Referred to Audited
negotiatar amount
Referred to Aundited
negotiator amount
Referred to Audited
negotiator amount

a. Each item listed as “Referred to negoti-
ator” should be supported by a statement of any
pertinent facts or other considerations, together
with any recommendations the accountant can
make which will be useful to the contracting
officer in negotiating a settlement.

b. So far as costs are concerned, the “Referred
to negotiator™ column should be used only in
rare cases. It is not to be regarded as a sub-
stitute for accounting determinations which the
accountant should properly make,
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Discussion of each type of cost

Each type of cost listed in the summary pre-
sented should be discussed separately, as briefly
as possible, covering the following aspects in
each case:

a. Bases upon which the contractor deter-
mined his proposed settlement.

b. Description of exceptions and explana-
tions of why exception was taken.

¢. Other pertinent information relating to
the audit of the costs involved.

Secrion IV
General scope of the examination
In this section the auditor should briefly de-
scribe the scope of his examination including—

a. Period covered by audit.
b. Date of beginning and end of audit work.
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¢. Any important deviations from prescribed
manual procedures and reasons therefor.

d. Other pertinent information bearing on
the proposed settlement.

Secrion V
Subsidiary schedules

In this section will be presented all subsidiary
schedules which support the amounts shown in
the main summaries.

Number of copies to be prepared

The number of copies of the audit report to
be prepared will be governed by the require-
ments established by the contracting officer and
the particular War Department agency.

Signature

The report will be dated and signed by the
auditor who has made the examination and by
the reviewing supervisor.,

e,
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UNIFORM TERMINATION ARTICLE FOR FIXED PRICE SUPPLY CONTRACTS

Article .. Termination at the Option of
the Government. (a) The performance of
work under this contract may be terminated by
the Government in accordance with this Article
in whole, or from time to time in part, whenever
the contracting officer shall determine any such
termination is for the best interests of the Gov-
ernment. Termination of work hereunder
shall be effected by delivery to the contractor of
a Notice of Termination specifying the extent
to which performance of work under the con-
tract shall be terminated, and the date upon
which such termination shall become effective.
If termination of work under this contract is
simultaneous with, a part of, or in connection
with, a general termination (1) of all or sub-
stantially all of a group or class of contracts
mAade by thec e sadancan Department:
for the same product or for closely related prod-
ucts, or (2) of war contracts at, about the time
of, or following, the cessation of the present hos-
tilities, or any major part thereof, such termina-
tion shall only be made in accordance with the
provisions of this Article, unless the contracting
officer finds that the contractor is then in gross
or wilful default under this contract.

(b) After receipt of a Notice of Termination
and except as otherwise directed by the contract-
ing officer, the contractor shall (1) terminate
work under the contract on the date and to the
extent specified in the Notice of Termination;
(2) place no further orders or subcontracts for
materials, services of facilities except as may
be necessary for completion of such portions of
the work under the contract as may not be termi-
nated ; (3) terminate all orders and subcontracts
to the extent that they relate to the performance
of any work terminated by the Notice of Ter-
mination; (4) assign to the Government, in the
manner and to the extent directed by the con-
tracting officer, all of the right, title and inter-
est of the contractor under the orders or sub-
contracts so terminated; (5) settle all claims
arising out of such termination of orders and
subcontracts with the approval or ratification
of the contracting officer to the extent that he
may require, which approval or ratification shall
be final for all the purposes. of this Article; (6)
transfer title and deliver to the Government in
the manner, to the extent and at the times di-
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rected by the contracting officer (i) the fabri-
cated or unfabricated parts, work in process,
completed work, supplies and other material
produced as a part of, or acquired in respect of
the performance of, the work terminated in the
Notice of Termination, and (ii) the plans, draw-
ings, information and other property which, if
the contract had been completed, would be re-
quired to be furnished to the Government; (7)
use his best efforts to sell in the manner, to the
extent, at the time, and at the price or prices
directed or authorized by the contracting officer
any property of the types referred to in sub-
division (6) of this paragraph provided, how-
ever, that the contractor (i) shall not be re-
quired to extend credit to any purchaser and (ii)
may retain any such property at a price or prices
approved by the contracting officer; (8) com-
plete performance of such part of the work as
shall not have been terminated by the Notice of
Termination; and (9) take such action as may
be necessary or as the contracting officer may
direct for protection and preservation of the
property, which is in the possession of the con-
tractor and in which the Government has or may
acquire an interest.

(¢) The contractor and the contracting offi-
cer may agree upon the whole or any part of the
amount or amounts to be paid to the contrac-
tor by reason of the total or partial termination
of work pursuant to this Article, which amount
or amounts may include a reasonable allowance
for profit, and the Government shall pay the
agreed amount or amounts. Nothing in para-
graph (d) of this Article prescribing the
amount to be paid to the contractor in the event
of failure of the contractor and the contracting
officer to agree upon the whole amount to be
paid to the contractor by reason of the termi-
nation of work pursuant to this Article shall be
deemed to limit, restrict or otherwise determine
or affect the amount or amounts which may be
agreed upon to be paid to the contractor pur-
suant to this paragraph (c).

(d) In the event of the failure of the con-
tractor and contracting officer to agree as pro-
vided in paragraph (¢) upon the whole amount
to be paid to the contractor by reason of the ter-
mination of work pursuant to this Article, the
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Government, but without duplication of any
amounts agreed upon in accordance with para-
graph (c), shall pay to the contractor the fol-
lowing amounts:

(1) For completed articles delivered to
and accepted by the Government
(or sold or retained as provided
in paragraph (b) (7) above) and
not theretofore paid for, forth-
with a sum equivalent to the ag-
gregate price for such articles
computed in accordance with the
price or prices specified in the
contract;

(2) In respect of the work under the
contract terminated as permitted
by this Article, the total (without
duplication of any items) of (i)
the cost of such work exclusive of
any cost attributable to articles
paid or to be paid for under para-
graph (d) (1) hereof; (ii) the
cost of settling and paying claims
arising out of the termination of
work under subcontracts or orders
as provided in paragraph (b) (5)
above, exclusive of the amounts
paid or payable on account of sup-
plies or materials delivered by the
subcontractor prior to the effec-
tive date of the notice of termi-
nation of this contract, which
amounts shall be included in the
cost on account of which payment
is made under subdivision (i)
above; and (iii) a sum equal to
______ %* of the part of the
amount determined under subdi-
vision (i) which represents the
cost of articles or materials not
processed by the contractor, plus
a sum equal to ______ % * of the
remainder of such amount, but
the aggregate of such sums shall
not exceed 6% of the whole of the
amount determined under subdi-
vision (i), which for the purpose
of this subdivision (ii1) shall ex-
clude any charges for interest on
borrowings;

1 Not to exceed 2 percent,
2To be established at a figure which is fair and reasonable
under the circumstances,
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(8) The reasonable cost of the preserva-
tion and protection of property
incurred pursuant to paragraph
(b) (9) hereof; and any other
reasonable cost incidental to ter-
mination of work under this con-
tract, including expense inciden-
tal to the determination of the
amount due to the contractor as
the result of the termination of
work under this contract.

The total sum to be paid to the contractor under
subdivisions (1) and (2) of this paragraph (d)
shall not exceed the total contract price reduced
by the amount of payments previously made for
articles delivered prior to termination and by
the Contract price of work not terminated.
Except to the extent that the Government shall
have otherwise expressly assumed the risk of
loss, there shall be excluded from the amounts
payable to the contractor as provided in para-
graph (d) (1) and paragraph (d) (2) (i), all
amounts allocable to or payable in respect of
property, which is destroyed, lost, stolen or
damaged so as to become undeliverable prior to
the transfer of title to the Government or to a
buyer pursuant to paragraph (b) (7) or prior
to the 60th day after delivery to the Government
of an inventory covering such property, which-
ever shall first occur,

(e) The obligation of the Government to
make any payments under this article: (1)
shall be subject to deductions in respect of (i)
all unliquidated partial or progress payments,
payments on account theretofore made to the
contractor and unliquidated advance payments,
(ii) any claim which the Government may have
against the contractor in connection with this
contract, and (iii) the price agreed upon or the
proceeds of sale of any materials, supplies or
other things retained by the contractor or sold,
and not otherwise recovered by or eredited to
the Government, and (2) in the discretion of
the contracting officer shall be subject to deduc-
tion in respect of the amount of any claim of
any subcontractor or supplier whose subcon-
tract or order shall have been terminated as
provided in paragraph (b) (3) except to the
extent that such claim covers (i) property or
materials delivered to the contractor or (ii)
services furnished to the contractor in connec-
tion with the production of completed articles
under this contract.
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(f) In the event that, prior to the determina-
tion of the final amount to be paid to the con-
tractor as in this article provided, the contractor
shall file with the contracting officer a request
in writing that an equitable adjustment should
be made in the price or prices specified in the
contract for the work not terminated by the
Notice of Termination, the appropriate fair
and reasonable adjustment shall be made in
such price or prices.

(g) The Government shall make partial pay-
ments and payments on account, from time to
time, of the amounts to which the contractor
shall be entitled under this Article, whether de-
termined by agreement or otherwise, whenever
in the opinion of the contracting officer the ag-
gregate of such payments shall be within the
amount to which the contractor will be entitled
hereunder.
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(h) For the purposes of paragraphs (d) (2)
and (d) (8) hereof, the amounts of the pay-
ments to be made by the Government to the
contractor shall be determined in accordance
with the Statement of Principles for Deter-
mination of Costs upon Termination of
Government Fixed Price Supply Contracts ap-
proved by the Joint Contract Termination
Board, December 31, 19435 The contractor for
a period of three years after final settlement
under the contract shall make available to the
Government at all reasonable times at the office
of the contractor all of its books, records, docu-
ments, and other evidence bearing on the costs
and expenses of the contractor under the con-
tract and in respect of the termination of work
thereunder.

3 This statement of Principles is quoted in paragraph 24 of
this manual,
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FORMER WAR DEPARTMENT STANDARD TERMINATION ARTICLE

Artidle o1l Termination for the Con-
venience of the Government,

(2) The Government may, at any time, ter-
minate this contract in whole or in part by a
notice in writing from the Contracting Officer
to the Contractor that the contract is termi-
nated under this Article. Such termination
shall be effective in the manner and upon the
date specified in said notice and shall be with-
out prejudice to any claims which the Govern-
ment may have against the Contractor, or any
claims which the Contractor may have against
the Government. Upon receipt of such notice
the Contractor shall, except as the Contracting
Officer directs otherwise, (1) discontinue all
work and the placing of all orders for materials
and facilities in connection with performance
of this contract, cancel all existing orders
chargeable to this contract, and terminate
all subcontracts chargeable to this contract:
(2) transfer to the Government, by deliver
Bt Disca camen cnaaid At e, or by such
other means as the Contracting Officer may di-
rect, title to all completed supplies (including
spare parts, drawings, information and other
things) called for herein not previously deliv-
ered, and partially eompleted supplies, work in
process, materials, fabricated parts, plans,
drawings, and information acquired or pro-
duced by the Contractor for the performance
of this contract; and (3) take such action as
may be necessary to secure to the Government
the benefits of any rights remaining in the Con-
tractor under orders or subcontracts wholly or
partially chargeable to this contract to the ex-
tent that such orders or subcontracts are so
chargeable. Ifand asthe Contracting Officer so
directs or authorizes, the Contractor shall sell
at a price approved by the Contracting Officer,
or retain at a price mutually agreeable, any such
supplies, partially completed supplies, work in
process, materials, fabricated parts or other
things. The proceeds of such sale or the agreed
price shall be paid or credited to the Govern-
ment in such manner as the Contracting Officer
may direct so as to reduce the amount payable
by the Government under this Article,

(b) The Government shall, upon such ter-
mination of this contract, pay to the Contrae-
tor the contract price of all supplies (includ-
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ing spare parts, drawings, information, and
other things), called for herein which have been
completed in accordance with the provisions of
this contract and to which title has been received
by the Government under the provisions of
paragraph (a) (2) of this Article and for which
payment has not previously been made.

(¢) In addition to, and without duplication
of, the payments provided for in paragraph (b),
or of payments made prior to the termination
of this contract, the Government shall pay to
the Contractor such sum as the Contracting Offi-
cer and the Contractor may agree by Supple-
mental Agreement is reasonably necessary to
compensate the Contractor for his costs, ex-
penditures, liabilities, commitments, and work
in respect to the uncompleted portion of the
contract so far as terminated by the notice re-
ferred to in paragraph (a). The Contracting
Oflicer shall include in such sum such allowance
for anticipated profit with respect to such un-
completed portion of the contract as is reason-
able under all the circumstances.

(d) If the Contracting Officer and the Con-
tractor, within 90 days from the effective date
of the notice of termination referred to in para-
graph (a) or within such extended period as
may be agreed upon between them, cannot
agree upon the sum payable under the pro-
visions of paragraph (c), the Government,
without duplication of any payment made pur-
suant to paragraph (b) or prior to the ter-
mination of this contract, shall in the above
events compensate the Contractor for the un-
completed portion of the contract as follows:

(1) By reimbursing the Contractor for all
actual expenditures and costs certified by the
Contracting Officer as having been made or in-
curred with respect to the uncompleted portion
of the contract;

(2) By reimbursing, or providing for the
payment or reimbursement of, the Contractor
for all expenditures made and costs incurred
with the prior written approval of the Contract-
ing Officer in settling or discharging that por-
tion of the outstanding obligations or commit-
ments of the Contractor which had been in-
curred or entered into with respect to the un-
completed portion of the contract; and
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(3) By paying the Contractor, as a profit on
the uncompleted portion of the contract insofar
as a profit is realized hereunder, a sum to be
computed by the Contracting Officer in the fol-
lowing manner:

(A) The Contracting Officer shall
estimate the profit which would have
been realized on the uncompleted portion
of the contract if the contract had been
completed and labor and material costs
prevailing at the date of termination had
remained in effect.

(B) Estimate, from a consideration
of all relevant factors, the percentage of
completion of the uncompleted portion
of the contract.

(C) Multiply the anticipated profit
determined under (A) by the percentage
determined under (B). The result is the
amount to be paid to the Contractor as
a proportionate share of profit, if any,
as above provided.

Notwithstanding the above provisions, no
compensation shall be paid under this para-
graph (d) by way of reimbursement for ex-
penditure, including expenditures made in
settling or discharging obligations or commit-
ments, or by way of profit on account of sup-
plies or other things which are undeliverable
because of destruction or damage, whether or
not because of the fanlt of the Contractor.

(e) The Government shall pay to the Con-
tractor such sum as the Contracting Officer and
the Contractor may agree upon for expendi-
tures made and costs incurred with the approval
of the Contracting Officer (a) after the date of
termination for the protection of Government
property, and (b) for such other expenditures
and costs as may be necessary in conneetion
with the settlement of this contract, and in the
absence of such agreement as to the amount of
such expenditures and costs shall reimburse the
Contractor for the same,

(f) The obligation of the Government to
make any of the payments required by this
Article shall be subject to any unsettled claim
for labor or material and to any claim which
the Government may have against the Con-
tractor under or in connection with this con-
tract, and payments under this Article shall be
subject to reasonable deductions by the Con-
tracting Officer on account of defects in the
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materials or workmanship of completed or par-
tially completed supplies delivered hereunder.

(g) The sum of all amounts payable under
this Article, plus the sum of all amounts pre-
viously paid under this contract, shall not ex-
ceed the total contract price, adjusted in the
event that this contract contains an article pro-
viding for price adjustment, on the basis of the
estimate of the Contracting Officer to the extent
which would have been required by such article
if this contract had been completed and labor
and materials costs prevailing at the date of
termination had remained in effect.

(h) Should the above provisions of this
Article not result in payment to the Contractor
of at least $100, then that amount shall be paid
to the Contractor in lieu of any and all pay-
ments hereinbefore provided for in this Article.

(1) The Government shall promptly make
partial payments to the Contractor

(1) on account of the amounts due
under paragraphs (b), (¢) and (d) of
this Article to the extent that, in the
judgment of the Contracting Officer, such
payments are clearly within the amounts
due under such paragraphs, and

(2) of such amounts as the Contract-
ing Officer may direct, on account of pro-
posed settlements of outstanding obliga-
tions or commitments, to be made by the
Contractor pursuant to paragraph (d)
(2) of this Article, if such settlements
shall have been approved by the Con-
tracting Officer and subject to such pro-
visions for escrow or direct payment to
the persons entitled to receive such set-
tlement payments as the C(mtmcling
Officer may require.

(1) Any disputes arising out of termination
under this Article shall be decided in accordance
with the procedure prescribed in Article 12 of
this contract.

(k) Upon the making of the payments called
for by this Article, all obligations of the Goy-
ernment to make further payments or to carry
out other undertakings hereunder shall cease
forthwith and forever, except that all rights and
obligations of the respective parties under the
Articles, if any, of this contract applicable to
patent infringements and reproduction rights
shall remain in full force and effect.

(I) The Government shall terminate this
contract only in accordance with this Article,
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except as otherwise provided by law or by
Article-_-___ (Delays-Damages). Notwith-
standing Article______ (Delays-Damages) and
any defanlts of the Contractor, the Government
shall terminate this contract mai} in accordance
with this Article if such termination is simul-
taneous with or part of or in connection with a
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general termination of war contracts at, about
the time of, or following the cessation of the
present hostilities or the end of the present war,
unless the Contracting Officer finds that the de-
faults of the Contractor (1) have been gross or
willful and (2) have caused substantial damage
to the Government.

H. 6. SOVERNMENT PRINTING OFFICE: 1944
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