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The :po.rpose of this nport. 18 to· bri.q to- lhe attention or the 

OODgreh •neral tranaaotiona btttwen. the United Sta.tea ltaritille 

c..taeion am Ol.lUond.& Shipbtd.1ding ~onlioa. Speald.ng generall.7, 

tbeae. tranaa~ons ~be di.Tided into two cl&HM-, ene irw.olT.lng the 

cOIWerai~ of nrtain contracta :.trau a cost-plus type to a lwap..aum 

type, and t.be other i11Yo1Tiag 'he cti.epoea1 of the abipyard and aurplua 

material.a located there to the uid corporation~ 

The prac'tioe of eoar-ert.in&' eontra-<:iu. frOll a coet-plu....,...fixed­

f" to a tued-prioe bui• has been- diacu.aeed by repreeeutat-iTea or 

the .Oen.eral .lcceunting Office Mtoff cam tteea of the Congrus on 

•••ral ooauione. In -.y 'dtim.on;y-bet.ore the Senate Camad.ttee tmmi­

p.ting the aLtional Dlfeu• Program an J\tly 29, l.946, I called at-

4'ention to the fact that nOh ceurersi.o.ns. had taken place and tba'l1 

in •<*e imt&ned, the contraata ore c·onvvted after all; or a aub-­

•t&nUal port.ion, ot the •ork had been 1do1lfl. Sillilarly, in tmtt-Uy-

ing before tile Houae Collmi ttee on the '.ijiachant ·xmne and H•bftiea 

on Sepi.bar 23, 19461 a reprea:enta\ive o-:t '\he General Aecounting 



otttce cited aev.eral. •peoiric auea of c~OJWeni=e~ including \be 

one· *1ch 1a -the aubjeqt ot tb:l.a repon,. And mue reoeml.7. on 

j.pril 9$ 194?, nprqenV.ti'fe$ of t1d.a of'tl-09 ~ ...,eraiom 

ill U.U.OU, b•.foft a hNcnd.'ttee ot tlw H~e caadl\ee n .A.ppro­

prlatioat:J and, at the 1'841•t of .\Ile ·Subcandtt••, \here waa tum.shed 

a ·liet of ·~an.UM CGDalssion o~ .11b19 .bad been cOifterled tr. 

one ~ \O another. 

~•r, the· aob3eot ot •h1J11Ud 4Upoal.s. haf. engaged the 

comid ... ti011 ot w.ri'OU ~onal 1Hali'\t.•• frQR \!JM t.o time 

..-_upon each occasion, the• hU ad.ft?l tht 91ution ot Utt ·tens 

upon lllhioh the llh1PJ'Wd at -Tend.ml I•Jand, ~tornia• wu sold to 

cali!ornta Sbipb\J.ildUlg Corpon.~ion .. A1ad a\ tbe Bsr.t.nga on the 

JT&'t7 Dtpartme\ Appropri&Uon Bill, 194i (Pan 2-1 pa.get '10-?S.), theH 

wu entered for tlMt ncord \he entire agreaest OO'Tering th• Ml• o! 

u. yara·.a nn u a •tatu.tmt hr tne :tiarl..tt.• o.mtm• containlac 

t.tguna ~1111 to_. that the tft• ot the tl'GDl&etion wre 

ben•ticd.&1 to the GO'vnment..- SubM:cpentq, the matter -... i'aweati-

,..te4 b1 tbe ~-- ~tiee oP. th• l.~n~ Var.Lne and l'iahri.•-• 

lJl 110ltff i.pon •• 4, . toth ~-. Mid Ccamdltee np«ned ill• 

•tatu ot •• is.U.ption .. ~ollon: (page-. s·)s 

• 6. Sh1Ef!r4 dl•]?!!al 

"Inf~-Uon dweloped by-·· omm.it\89 ataf.t in.dica~ed that 
lhip;yuds and #U'Pha Aipbullding •'\E~riala Yi thin the•• thi~ 
Y&lued at man;, ldllio• of doll•~•,. are beiag dUpcieed ot to pr1T.V 
ap~ton wbo -.er• 'being paid additicmatl. ~'batiUtial auu ol ~ 
\o take- ih• ~··· . Iii the cu• ot the· Call~ Sltlpbuildi.ng eo.... , 
tor Namph, a J&l'd ~ng $.2S,ooo;coc> aild Sltrpha mat~ "°9ti.DI · 
$14,~,ooo wre aol4 ,. .. the c...i men u~ u ·acre-°' -wltlch. pn.. 
Tided tldl~ \h• cc.pa• ~db• paid •n additiond R •. soo,,ooo for 
'\akiDg thela. !he J.f&ritbe Ccmd.Nioa attapted \g. jUtify ib18 
trblaalioa. cm·tha gr..U that i:\ _. recpj.red by the tems of ita 
leaae ot the properQ' oa wbioh the.~1 wu ~·to rf!aar• the 

... :.; 



7-38 
-3-

iDS·Wl.lAltd.009· • reaton thtt ·propm7· -\o 1 ts on.glnal oondi ticn, and 
that the ,ud, tbe properly, and~ ~hiitional. .. ~ had ban -­
to the ~l.dba cmpanr 111 r•turl :t.~··~i• aa8tlld.ltg ibia oeligetion 
ol 'Ultl c-1.••ica. 

•·11n111.. action on W.a aatter·baa not. J*t \)MD taan because ot 
tiJlle lild.tat10UIJ rMUl:tiilg !rea ~ ~:ua and. \he uptra:U.on Gt tbe 
oongreu. the prob1a cf ahipyucf d1.s1)0&a1 -~ld, eo.11ti.m• to be 
studied during th~ cold.ng Congren,.r· 

It a in light of tbil back~nd that tb~ present ·rspon bas 

been prepued. It- 1.8 dou.bttui lrhethei-· the ·~OD. ot the l!arilime 

ccaal~iml in exectt\i.ng '\htt•e omitra.otti was Ulegal.1. principally 

b•aaut• ot th• broad au~rl. v co.uterrea b7 tbe ·yarl.ona •taint• 

u:nder which the acttou waa taken. A.lac,, 1~ 1a ~t,ful 1t'heUler the 

uid coatr&ct Ja&1' b• Mt Mi·~ or·.,. .lt"eCOYer.S.u. ude ~, 

aince there bu ~· taiiid no ~d, or collnaiu. in coaneotion theftl­

with. PosaiblT, the Coqree• raa7 ldah to comider theH qi..U.ona 

ud rftl.der its awn judgment th~~. lit~~· it i•· belin9d that '\ha 

tacta · concerning botb the couvenio.u oi~ the contraeta Ud. the dl.a­

poeal. of the 81~ and euplius inf'eia\017 clearly evidence a laek 

at tba't sealma caret-or the int~es\s, o! \ha Unl.ted.. St.a, ... which ta 

•.2PfJc1ied of al1 aavenam of!icd.&la •lerdaing fuuUOM ta cen­

mcUon with the upendi.\ure ot public Anda er. .\he nle ot· t*blic 
,· 

propert.7. Unde.r audl :c:Lr~u, I dea 1-\ proper that the Congraa 

be apprind. of-" th• .tac-~ ot th• malt·_.• 

BBilF BISTO&Y OF 'ml cagrgRltl SBt.PBUIWlf.0 COftP.·Of~TIOI 

!lie Oalilarma. Shipbuildlag eorpontt.oaa:· ·~ called. 

• Cllsb1~ - in.corpora.tee!. under date o.t ~ 6, 19411 tor the 

ezpr.u1. ~· of builc:liJli, c..-ming• ud .. :_r.~ag altipa tor 1ht 

· Ka.ri tiBte ccaat.•alon. The iACWpOra~ ot th•· COll.p&IIT nnt Meaan. 

It •. 1. Lewi.a., L. a. fie~ and Tal.ter Lens, all ot Wilmingtcm, Illl.a.wafie" 
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1lho alao were- ino.Orpora~ ot the Jfmaton Shipbdldlnc- Q;)rpon&-tion., 

the Ric'blacral 5b1pbuilding 1~~ .aad thtt- Pnunen'k V'6t&la 

CQrporaUon. At a •ftting at. tbe -C&r1i~ !l:otel h9ft ia WUbi.agtoa 

on J~ ll, 1941.1 tbe lint pel.'dtumt 'r·IUlisation U8- aet up. 

coui•ting of- tha follord.ag personnels 

s. D. Beeb.Ml 
litnrr J.. Wac 
Jeseph Haag, b. 
J. -A • .ltokohua 
Jcim t •. Rcll:q 
John '· ¥.cc.. 
!&lpb '.M. Pue:om 
a. J. Lsaont 
t. l .. :s.chtel 
w. !. WU.ta 

J~ident and Pirector 
v1c8~~ and Direcrior 
Vit*-Pru1dattt and Director 
Vice-Prelideni and 1lireotor 
M.rerior 
v1oe-P.Jtea1.dan.t am aenaral --.cer­
v1.,.Pr*'1.dlnt 
'Vioe-Praidlat 
· Se.ontaZ)' arid THanrer 
A••u\fi.ut Secretary and A•n•t.an\ 
~~ 
A..Ua~ Seci'eta:ey and ~ 
1reasuru· 
Auis~ 5-eoretary and ,U.siatant 
.If~ -

Th9 ori.&i.nal atocJcholden 1n the c:~, and the imestment of eaoa, 

Suba!!ibtr: 

Tedd Sbinardl COrpar&tioa 
tle11l7 J. Ia1.a.r eo. . 
I. F. Sh• eo .... Inc •. 
W. A. Bechtel -Go .. 
Jened1 ·Cot.ts'tfttotion eo .. 
ThtJ ~--co. ' 
Beeh\e14oC.O..-Pan.ona- eorp. 
TM· Utah Con1rt.zuction Co. 
·~-n-tmdlOa ~~,. IBa. 
JacDonald & hhn, !no. 
Pacitto Bridge eo. 

!otall 

t~!D\ 

$50~000 
6,250 
4,550 
~-2So· 
4.sso 
6,250 
6,250 
4.S'1' 
4.sso 
4.550 

' 2,250_ uoo,ooo· 
Ii ia undttatood that one 7ear at~u the ~tin ot tbe­

cmp&?J;y the Todd irttereat. wi-thdMW -f:Nm ths. 0-ClllP&DY and that, in 1945, 

. ihe K'&iNr J.meraW likewiae· uthdr•• (Further detai.Js_ n ihi• 

aapect o£ the a-tter are e0ntained in i.b.e llearlaga on SbipPrd 'Profiu. 
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held ~naad to R. Ru. 38• '9t1t Conga•~ paps 189, Jt •g.) 

Tll$ ~'.b' torud ~ entered ii~io sev..at. ao--called :taeili-
. \._ 

ties eotttracw with the iaritilt\e COll!de-~Lon ear~ in 1941, under ilhia 

the ompaay agreed to COl'JBtn:c\ the. neausar,r buildings, shi,._., ..S. 

other taeilities :re.qµil'ed tor tW! eon&tl'laetion -of i!hipa. Sum contracrtt 

prorl~d for canple~ -~em to -the ce~tl'a,etor of the eost.s ia­

curl'ed ia the worlc, but e\1-pilatecl that l!O profit na to be rullsed 

tnwwnder. TH yard: -. eonstructed n~)n approximate~ "' •one o:! 

]&ml OD fftld..D&l !.elnd, whi~ land .. leased by tbe contract-er tr• 

the Harbor ~--of th• ~ty of Los Allgelett u~ an agreeBm obli­

gating Ua.e. 1.nee to. rutont the p~~r t.o it# origbial .cond1t10ll a\ 

.the \ttmitil't-ion of the· 1-e. &leb l'M't~r>rat1on eoot was aetun.-v an 

obllgatioa ~ t1Mt Mari.UM Cmll!idioa by force of provi.81.-·in iu 

eontraete wt.th. ~P. 

It i~ undentood tls&t dtll'iltg the war perl~ the buai ~ o~ 

C&bh1p .... -r.roted eolely to the eoutrtietion or. re-paii- ot abipe tor · .. 

the Maritime. Camn:I.ni-. In tha\ emmection; Tarloua eont:raeta were 

le\, 80lft9 on a cost-ph ...... t!.ad-fee· baa:lll and others on a . Hlerii'ft-

~ice bdia. The ·tiNt section ~r "1tda :repol"'\ 'W!.11 b~ &w.oted w the 

oolftRAg\· rowmsx aNS· 

Undti- mt~ of. Apr.tl ·20, 194'. the l~aritim1i ~'ls.sion executed 

coatn.et lo. K!d-.1"740 (h~Mfta ·oalld•contrao\ No .• lift) 1l'i tb ~p 

calling· for tile emt1H:ra~oa ot· S4 Y.Ssei. (deaign. V-~-s-AP3) ~or llbieb 

th• OoMinioa ._. to Jt&1 "1'le entire ~•· of.. conatn~ion~ -ph• a t• 
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for each .... ..i~ •x.tn.!t amount.. p&Jrable nG\ 'to exceed $134,400.000 

itt the abnnc. ot wrl. \ten oemt·ent by tlt~t. GommUei~ 'nMt OOD:'i'N.ct -

.ctipulated a base te• ot $?4,000;j which aeuld b• il\Ol"91lh4 to t100,.ooo,, 

or decre.ased to $Y7 ,ooo • dtr.plm.diug upon the date· th• TUffl. waa deli'ffffd 

and the r.amb•r of .a~n of labor apendl'd in ccnne~on thennri. th. 

Artiol.e 31 Qt ••id com11tG't lio. 1 nipu1atu that· the contra.ct 11a11 

wbj«ct to the ReMgoti&tion Act·• 

1n adftn6a ~o ·•ai.d con~ lo. l .,_.. -antered. i.nto u ot }tvoh 

1, 1945.. In aid addeada th* f'•llowing ree tations were _..r (1) . 

t.i. fact ct 'th• existace of ·the: o:dg:t:nal ccmtr&ct for the conatNctioa 

ot S4 TH•-1s ot V<2-s-A.P3 desigftJ (2) Ii pr-1.wa agrewn\ JlOt to 

build I. ot the 84 wanbJ (3) a )lrffiou• dire.etton by· the C.sf.Aioa 

to complete 21 •• c~ 1.md UOO, nips (deti.ga V\2-S-lPSh {4) 

that 9 'V'ea~la ~ bad been pariiall7 eomplried and delivered aa 

easbat loaded troop· e!d.:peJ {S) ttiat ~ •uael.a. bad been omplried q 

V a2~~P3 • the original deai.!ftJ aud { 6.) ·a p-N.ri.ou• direeti-on by the 

c..i.saion to comp1'"9 18 ••n~ls •• 1'ctl-5-AP2 '•·· 

· .Article l of aaiJi addendi.ta dated•• ot ¥arch l,. 194S, aend.ed 

Hid contran lo• 1 .'kt coasti'tut.e· it· a eontnct ~eri.q olily tba 62 
../ . 

.,..., .• la ~bed in i.Ud 3. 4 atMI S •f U. ~ta.lions, and :retern4 

to the. u the •eempleWd vessela.•· .l~1cle. l. prori.ded for a .t1.xed. 

price o.t $13e•OOO•~ for said ~ad TettHls ln lia of the &mOi.ln 

o! coats and f'eea pa.Jabl.e. under ~e.t· llo. 1 •. v 'rb$ eon~ &greed 

to Nf'l'Y to the c.orraun.~ ·profits in exce.se ot $.l,2to,ooo, i~ *1rl'I 

atte:r thq bad. l;JMn ~ZMtd .. And1 ,i•·~•etioe.'With woh dater-

·at.nat;ion of pr.ctits,,. tt ,.... apeed ..... ,: · · 
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"(l} Mo it• et 4ce\ which lfOt.Ud Hv.e been allowed u a rei»­
bur&abl• 1 ta ot CO#t uader the terms a~ the Vean1 ::::Ontraet shall 
. be d1aallaMd tor the purpose.a ot deter.mi~ \)rofit hereunder. 

• (2.) lo i.t:• o.! co.st :wtlich 'Ulidctr the t.erms. or· the v esael 
Contract would not be allowed u .a. rei:sbut"fabJ.8 i.ttm or coat because 
o.t th• pu~e !or -.Mcb th• upendi-ture was made •hall he allo-wed u 
an its ot cost !or the ~e· of dGt:tu~ning ~ofit,. 

ct {3:) No ~eallocation or CO$t. sb.otfn· ·on tbe boob and re.co~ 
as coau o!. the coinplttted. '?e:s~l.8 at of i'~ruary 15.s 1945 ahall b~ 
ma.de to &DT other ccntrae-t between the !::Ontractor and t.he Comldhioa •. 
nor •hall anr i t5 of eoe'i shown on t.he· ContractQr·•a booke and. rGeordl 
on aueh da\• aa allooQle to '\M· perfOmanoa of &lrl' work ~ an;r 
other contract b.etnen tbe t::Ontr.~<7tor and the ec.i•sion, or to ·the 
pert0J'll&ll09 of work \t'POB the. ~· (Jf -\he waul.a called tor by 
·tne Veeael Contra.ct be allocatu to th~ coa"i of comtrueting the 
c.pleted v.r..eia:~ il bei:q understood •md ,&;greed tba:t. the provi­
eions of thi• .ubparagaph (:3) elum. be a.pplioable net only to the 
d9iel'lliD&tioa ol protlt provided tor llt this Article bu.\ al.S1) to 
tbe deteJ!Dim.tion. O! costs incurred Undt~r other. CO·ntraota between: 
t.h• Cmttractor and the Ccmd.asion. . 

. •(4) Jlo di~ frs coai 5hall b• made on Ua"00;;n'\ o! 
any expenditure dttl.7 approY·ed by th• Coslmiasion~s ·authorised npre­
e4mtaU•• on 'th~~ tbfl.t acb ~i\ln· eom.ti.tuted an 
expenditure tor ahil'3'Wd tacl.l1tiu tms·t,ead cf cnmet:r:uction of .,.....i..• 

ProriaUln .i.o -. ude that, in c.laae the coatnct.01t•a prof'it. 

ahcnl.d b• lee• tbaa .$3,260,coo, it .nould '.be pai.d the &.t!.erenoe, 

or $1.,200.000~· llhieheVar ~ h.e· the leaa.,r ~a1u1t.. And~ fi•ll1 • 

it. waa provided ~bl.t ~he c0apenaat1oit ~,able uadff said addendum. 

ahoald aorv ~o all claim• for the 'feaaelJs· -.nce.lled under it• 

(2) ab0re, and pantan.7 ~-t~ under it~".(4) abcmalll !he r&-

m&Lning 18 y.uaela1 r~ferred. to in item (6),. ~ trauterred 10 

another ~ to. be dia·cuaaed hereim.tter:• · . -

. . 
called aorrtrac\ lo.~ 2.J c&llecl for the ccias~oUon ol 45 nssela 

( -.1ga v C2-S-AP2) tar wbicb the: c_.rt ·~ton agreed to pay· ·calsbip tbtt 

•ntin · eoet ol coaatiitoUon plna a .. _baa:e fe. of .$?41000 ~ .....i •. 
/·' 

"";'\ ·~.. . .. . .. . . . ; 

... 
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rt,... ~&td that eaid fee cwld 'be il~easn to $100,000 by bonues 

or tt.creued to $3?tOOO throI1&1\ penaltiw· but that in n-o eYent shou)..d 

th$ total payments under t.be ccn.tra4l eneed i?'J,000,000_. i4 the .ciaace 

ot the written e¢n&ent. of -tbs Ccmmias·itm.*. Artiol~ Jl prOYided tbat 

said contract should be de.teed to ~ntaiia all tho provisiol'll required . . 

by the Eenegoti& ti on Law·. 

A.a o.f" ¥arch 1~ 1945, tb.ere us uacuted contract No. MCe-34?64 

{herei.Dl.f\er called 1J0atncii lo. :3) ~t.ng fn·t.he co~otion o! 
-~ . ·; . 

?9 YM•ela on a .. lectiv~ce -... Of ~!lea• 79 v~sels, lS original­

lr .Jiad been OOW'..red by ~ua.ct.Ko •. l, 45 bf oonuaet .No. 2,- and 16 bad 

ill Tffsai. a:ppar~ntq 

Jriiole .4 of ~t( oonvac.t :No. 3 prarl.dad \hat the CGW'ili.asion 
..J.. .. "' l • 

w«1U furnish to the e.oatracter the prind.pal. itaa of material• 

Sll.OhitlM7, e.~pn.en and oertain nboontra·ct work for which $1,.175,000 

would k dedacied from aaot.Ulta ethendae .payable tor each 'fff.ffl• 

Article? •ti.pl.a.~ a.~ f1gun· of :bO?.l?~jOOO. as the contra.et 

price for all work to 'be performed~ U:ieh price W&S au.bject to varlwa 

kinda of ad~totent.~ The tigare -of U<n,315,.000 was canputed on~ 

bui• of $2,&S,GOO pe!' YUnl• 

TJDder article S of -1d ~:\ ~. ,3· thft. con~ price wu 

hb'eot to adjuat:um tor 1.nereaaea or <!acr.-- in lab~· or material 

coata. Ariiel9 9 prodded for adjQstunta due to ebrmgH in the: pl.ana 

and apecifioations. Arti.ol-e 10 provided :!or a m&Jjtm;un r~ainabl& 

pr.otit of t71·'31,.0?0., W.ua i~d. ll~ th• ulective-priee· metbGd, 

With prtm.·doa ~or recapture ot aq .xaiaa. hi.or to the la}'ing or 

the Uel. fOr. qy- ~1. the contMCWr hi: pemltted to •elect t.be 

• ''.<· .. :· 

·:. 
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prioe for 1'hieb it would coostruet the v•esael.,' 1ueh prl.ees. ranging ho& 

t2,1?·5,(X)O, 11'!.th a r•taia&bl• profit ot ~n!l!.,210, to i:J,075,000, ldth 

a. retainable profit ·of $381450. lt .,~aa provided tha\ even nth adjut-_ 

z,ent thtl .uxlllu. p.rot.t t fhoult not ex:ce~i tl21:0241 590. And.t tinall7, · 

t.rti ele J2 exeapted. th• .ec:>:atra~ -.traa n1ae.gotiation. 

Addandta no. i. daied a.a of May l?;, 1945, amended oontract Wo. 3 

with reepect to cen•i.n. ot the ma.te:ia1$;, etc~• to· btt tarnizhed by the 

ec.rdaaion and i• not u.'\.erial t:o t..bia r.&p-ort. Work on 10 ot the Tea-­

Silla covered. by iaid contftet 'Ko. 3 was 1temnated by the Gommisnon 

on Au gn.a\ 14, 194~. :S,. addendum No. 2 c1ontract No. 3 was comerted 

!rm a. •91.e·oti-ve-prie. contract t-o one p;roviding !'or a lUlD.p-lttlm pa.y­

m.eut.- of $1 ?l_.'l.OO~OOC> for all work to ·be ]perf:ormed under tbe contra.et 

a.a modi.tied by ihe t~rm:iation not1et of Au~st. 14, 1945, .ub3ect to 

adjus'blelrt onq !or changes in labor or 1m1Hr.r.lal e98tS. and changes in· 

pl.a~ a.nd epeai!ications. A maximum pr.oftt of $81,58,S93 -waa provided 

!or; and t;he con~arior was to be reilL?u-;r.sed !or all coats of !'&;ting 

· ola.iu of' au.bcontract.rs whose <!OJatra9:ta ~d ·bee ,.nttnated. 

By a.ddendum _lo. 3~ dated· as ot De~iero.b-eT 1.1 1945, oontract t'io. )· 

na ap:S.n amended :w dwlge. ·the eon·tract pd-oe w· $1?'0,1001 000, which 

prio.J was mt aubject to &BS' a~. $at~ -~d.dendnm contained the 
..... 

Nae pr~aio~ as addendum ~· 2 With rien!S~ ·to -the amonnt or ret&bl­

able proti-t and tu ~nt ot t~liun claiu;; ~ !he remainin~- pro­

~iaions o! said a~ Jo. 3 primari-17 concerned the- terms upon "Which 

the aldpyard. and surplna material were t'timed over to ';al.ship, which 

matter Will be coneidered •epg..rau-e~ lnter on in this report. 
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EFFE.=r .•. Olt £2lNitRSI ~ 

B7 let.ter dated November 15,. 1946 (:S-37463)$ this ·ot!iee. requested 

the t.llairman o! the uart-tiae Comission to faYi'l!.n a statm~nt s.ho'Wing 

the bs.ais upon whi.Ch i.t ·had been det-sr.min.ed, that the e'X9cution of 

contract No. J and adeenda ;;os. 2 and 3 thereto 11ere L.-i. the int.e:rest 

o! the G-Ovarment. In reply, there Y&·s recei'V~ a letter dated 

f=eo•her U11. 1946_, from the Gba.irmaa ot tb.e Damniaaion* reading~ in 

part, aa fellon1 

" The C91"effion. of the t~' ooat..-,>hta-a-fn tJPe contra ct:a (Jicc-
15740 and JJC-30603). lo- the ee-called se1ectiYe-prioe t,yp9 o! !:l.Dd­
price eonV&~ na ma.de at a time when "tff'T little lfOrk had been per­
fo~ under one of ,no contracts, and a aubatantial portion of the 
work rcained to be pert~ under the otltt!!" ct tmeh contra~ta. In 
this oomMction, 1.t •7 be pointed oat that th.e contractor agreed to 
enter into tb1• type of contra.ct prior to_ the dau of -the Commission•• 
action atitborisinr; the .zeeution of the con.tran ~ted Marcil 1, 1945 .. 

. ti'fbe contract 'With calitornia Sltl.ptrailding Gorp.oration, dat.ed 
April 20, 1943 (Colttrftct V.Cc-15140) cOT-er•d '\he. couatruetion ol. $4 
[1~i go. V C2-S-AP3 oa.rgo 11essela. 1ltlrty.-two of theae v-essela bad htten 
conatru.cted in accc~ With th9 term1 and acndiiicas of the eontrac\. 
Pursuant to instrn-ctiona. rfroeivlld from the Gommnion., the eontraotor 
coaple"ed 21 of these veasele u coabat-loaded troop ships (Design 
v~-S-AP5) and partially ctimpleted 9 cthen in tbia ma.Mer. The 
Coad.Jssion directed the Contractor to perform !W' work on f cur other 
ve•sela, 1.n or&tr ;tha:t they .0.'91\ be built b7 -.thv oontra4t·or. At 
that the th• coatnictor ..... buildl.ng the 18 TeaH~ls •bi.ch remained 
in the contra.et in ~aceo:r&utee 1fi \h- Detign 1H2-S-AP2., pursuant t.o 
imttructiom, from the c.m..adon... 

•The contra~or dHind. t0c Ct?dbine the ia· Dnign Vl2-s-Af2 
· vesaele Whieh it ne building, in• sel.ecti•• pnc-e cGntract with 

the 16 adctS.tional "VUaels theretofore awarded. 'to.it by ta coram.uion, 
in order to ebfiate a eituation 1th.ere aoat-plua-a-.fee .and fl.Dd-price 
oontract work wool.d be paforin.ttd conwnently 11'. ihe a-ame abipta.rd. 

•'!'he contract dated. April 20~ ·1943, na a •~lled. ·•Mnb·our1 

type of oontraet and speeitied a ban tee et $7-4,000, a &iidaul tee 
of $)6,ooo, &ad a m.u;!mm fee ot $1001000,.. The Waaioa had .. 
PHTiously autilori.•ed· iureas:ing th•e flees to tl.20·,ooo,- t.60~000 
and $.160,0lO, ·~.Tel7, f~r thoa~ .. J~•uel.8 .. which were ccap1eted 
in accordance 'ri th tbe VC2-S-A?5 design. · 

. ~.-;:- ~ . .. 
:.· .... 
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•-The per.to.mance records o! th4 contractor indicated that, in 
the conatruation of the .APS -vessels, o~r the ltilii.mum iee of :·~6-'?·,000 
had. be.en ea.med. nth rupeot. to the AP3. ve$&elB, hi:Mn'er• i.t app~ 
that the contr.aetor bad -earned les·s tha-a th~ norm.al tee, but more than 
tile •:lmwwt .. In a lriter O.ted .Ffirua~ 21, 19451 tb.e Galiforma 
s~_pbu.ilding· Co1 ... poration set forth ce~·~&:ln aousiooratio.na, in new ot 
-which the Contra.-ctor esti•ted that the a.djus-ted fee per kP3 vasael 
would amoi.mt to S-?l,.O?O... Th~ !l·ontraator•s. estimat.$J however, presu:fHd 
the a.llon'tlee b1 th~- ~.a-sie:n ot· ol.ai:Irua- .tor increaaes in estimated 
average Vt'!U-Bl ma.nbOUl.'tf totalll 11g mauy t:Lmes i..-1\4! AgJt?e-~te incrsase 
elaimea by Oreaon !cir ·eirtdla.r v&ss·eJ.a uo1ostruot:ed in the lat·tu1a 
yard. rt aleo· p:rm.rumed the -apµ;roval by ·bhe ~oion of certain 
o].a.i.ms !or extentsion or contract deli.ver.r dat~-· The- ·~ttee on 
Awards ftl- not. in a pOai.ti.on '\<) consider theiur elaima which wen 
ruattere tor- decision by th& ~au.issio~ u1~ th& recarsnuendatioWJ of 
its Changs Revini :Board ·and :Board tor th•e- !djudi.aatiea ol Claims 
for ~-:.elay1 reape.ctively. 1?n the -othel" bland, the eonstnetion cost 
and bnilcl1.ng tima !or ·Cali!or.ni.a •·a AP3•;s wen. subeuntiall..v veatn 
than those !or Oregon's ·first 32 A?).•s. On the basi8 o·f the i.n.tci...­
tion then &v&ilable- te- the Ganmi:ttee, t.h11Jretore:, the tee itdch 
.:;allto.rnia. ...Wld t?arn on the 1tP3 •e built unde:r Contra.at JiOc-15740 
bad to be tab"n as indetem1nate1 but 11tti1 aeswud to be Sttbstant:lalq 
l~ss tban that 9e.rned by Oregon. 

1' T'n.e :.:ommieaion•s 5a-sident Auditor found the cost incurred in 
the per!or.mance of work en Ula $a AP3 and APS v•aela t.o be th• sua 
o! appronaately tl25~9S14l2. Cert.ail\ cbar-ge.s. and llabili t·i&a Yhieh 
had not been reoorde-d en the iJontrao•r•11· boots were nc-t ·inclu-de-d in 
euch costs. 

ii The contractor proposad. that.: an sgreement be- entered into pro­
-v-1 ding for tbe ae.mbent· ot Contrut ·¥\'.!e--15740 so as- to exclude then­
trom. th& 18 At2·· vee~~l• whioh it deair.,d to naTe ino.lari.ed under its 
s·elective pxriae con.trac~, and to pfQ'iJ"i.de fer th« _pa1fitent of a lump-
8\l.8'i: acnnt e.qu_al. to ita coet.a, feea and ;a centi~noy item. on ao~ 
of ti.~e aonatru.etion ot the & veaeels -'lhich l"f.mai~ in the eotitract, 
such aiJ"f'eit.tent to provJ.dit that all proti u in exotaa of tbt! nti.ma'tecl 
amount of tees e"r.aed ~ld be •bjact 1U!> ree&ptu:r-e. 

11 Th~ ~tt(te, art.~r oomsidering ·the. :!o.re.~ 1~a.a"Ut, adVised 
the contractor that it wonld reeaaend to the Commission the -.king 
o! .a. l~ agreement cov-ering the af o.remanU-oned 62 v•••le a® 
apecitylng th·e c<mtrAat price -of !-13010001000~ payment o! moh price 
lea• the 10. of $1,2001000 to be made forthwith... this price incl-..ided 
th~ r!teo-:tded cos·ts <'lf the- -contractor, a '·contingency i tmt to take care 
ot um•ecorded -coate. ·&nd a pro.;fit factor equal to the tee ~-1':mined 
in the· :m.a.nner h~rei-mtter· deserlbed .• 

".As etated -&b9"fe, the contractor s.pps.ren:Uy had earned on the 
oocaplete.d APS venda the ai?d.mwa tee ol ifiJ,000 per vessel. 'i1le con­
tra~or req.utsted tht:i sum ot t-52-S~OOO ta- be ineluded in the contract 
p?i.ce and reaaptur~ 11,a" on acooo.nt or· the- iiine A.PS T8-ela which 
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.ere deliYued in &D inoomple~ atat.e. Tnis f'igore is arrived at by 

.ultipl.7ing tbs percentage ot the e<mtrltetor work cemple-ted on S1u~h 
TelYels by the base r-e~e of -~1201000.,.. stJ.p:.1lated in the cont.raot. 
Under the· _tams -o! the cancellaticn prad.aion ct the contraet, the 
contractor -Wot.!ld. be- ,~mti tle~ to sueh neI'mAl f" multlplied by the 
percentage cf •ork c-..pleted, inclusiTe· ot materials C.livered to 
the ~hipy:ard.. On such basis, the eontrf1ct0r• a t'ee ~u.ld. b~ approx­
imately $?90,,_000, since ll'tor-e than ?5- pe:r~cent t):.t the work .had b.em 
coo1pl·eted on the~e Yea~ela. The· -~ttjee. felt that tne d.reuasta.ncea 
in respect to the ren.ov&l of thes~ nine v~s~l• fro. the contractoi-•• 
ehipyard !c?-- caup1~tioxi e,lsewhere -would not jnsti.fy the pa.Jltant of. 
th.e full cancelati on f~ s.pe-ei fled i.n '\:ha eo:atra-et.. 'Tb~ ••, 
t.here.tore, incllided in the con:traet. prle~ and rttciapture prov-is.ion 
tne.· Sm! or· tf400~ooo, btdng app#-oxhlately eqiat to the ld.ni._. tee 
cf $to1 000 per VUl&l wl.ti.pli~d- by the p-01r:eentage of w~k CQ'!pleted• 
including material.a deli..-~red. 

'q·-ri th resp:e-ct to the _b,._P,) vessels, the Com!d.tt~e, after taking 
into account al1 Co-:.1$iderations pl'O:perly 'rl. thin 1 ta co;;nisan~, 
including ccnpari2en With the profit all.-ommce CJt $71,.000 per Ts&ul. 
made in conceetion nth a aimilttr agrement rec0tmnenderl to-r Oregon, 
a.s of thfl <Opinion that California'$ !tH! should 'be approx!Jlat~ly 
iso,ooo J:>W 'te&tel, -.hicb i~ rm~ :!% or th« ruultant priee per 
veesel. ,.._ 

=-~!:< 

"1.he agr~erc.ent Pl'ovided that J10 pa.rt of the .:~~l,~OCJ.,000 lfi. thl1eld 
was to be paid until th• Contractor-ts ~ata ·had bee:n. detend.·ne~ 
and that ell profits in excsH of the sum of ~-31260~00o w~l<i be· 
recapturabl-o.. - e:~i:: . 

ttTbe agreaent also pro'Vided that no reallooation o! costs 
-would pe made ~ubseque:lt to January ..31,. 1945> the date. on Yhioh 
th('!! cost• referred-to ·herein were deterro.i.nad, as between the per­
:to~~.an:ee of the '!J.'Ork en the a£oremeati.fllliffd 62 veuels and -work and9r 
aey other contra.et.· It lh~uld ala~ prel'ide that any amaunt$ previoual.T· 
allowed ror maintenance. ·Will not be diaallmred i.n cletel'tlining profit 
on the grounds that '-thq. constituted ~lq)enditures -!or shipyard ·f'acl.l.­
ities .• 

" Con.tract l{C.o-34 '764 -.a· drawn under the piiet'i&ions of ?ttblic 
taw 247 (7?tb Congree'•). The p.rovisio:no in r.ommissi.on sel.ec1i.Te­
fi.xed prl.ee eontra-~ts ill respect· to nc.p.ture of pr·ort ts, pu.rsuant 
to Public La1I' 24?, di!!er rrGm. tliose -c.&n:'tained in the contract• 
en.tered into tta&r- the Merchant 1~'.arine Act of 1936,, as ~em;iad1 in 
the follOWing reepeets: · 

"(1) Jlo protlsi:on ia made !or allowing the uontnctor to ebarge 
leases on other contracts aga.iruJt profit realized. 

tt {2) 7.be pro.fi:t is atatecl as a ~!ini ta .figurs rather than a 
percentage and. ia aubjec·t w adjus'tment· -G1'1.T tor change• tit -planl 
and sp!3eil'icatd.~· ·And not1 u is. the dliS~ Wi. th the ~ereha_nt Marine 
Aot contract-a~ ~or inere:asnm· u.nder. the eo-oalled noalator clause. 

;·-
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• (J) Speeial prOfin·on is ude 'or the .annw ct det~ng tu 
c~a ot ~o:suing th~ contr~~ work.· 

. • Al'lOther dif!erence · .lletqen. the re.;ayture at prcfi ta aa p~ded 
for in Section 505{b) ~t .th• 1!ercharit.1Jlui.ne .lct'..ci~· 1936 and"'tba:t whieh 
rel14ta where a recapture p~sibn ia .. iM.luded·i•·the contract aa a 
Jnatter or agr.eeni,ent ~ther than .st.atutory n?.·q,lli~ent• is that under 
the latte·r ·type i'l! reoaptu~ provi~on t.he contnctor i.s not entitled 
to ·rec~t9' ·i t1' taxes· in ac~~:r'dance ld t.h the provisions or Section 
TJ.6 o! the I~ernal ReYe1'Jle Gode... Under this pr~isi·on .ot iaw, the 
contractor m.;y 1.nelllde. in· its tax baae all profits. derl v~d !rem the 
p-erfomance of the eonvaets under t~ Uereh!!in:t larlne Act and ·deduc1, 
trm its. taxea a.n a.onnt· eq.ial to that p,id..d in recapture. 

11rnnaU7_. it uy be· ·noted that the parcenta~ o! the· ccntract 
price- 'fthicb the eontractor is enti.tl~ to retain att~r i-ecta.ptu.re­
under rielerii Te-fixed .~rl~ oontram. ftl~Y- frm: lt percent to 8 
percent; ~eas under ~ ~tercbant \!:'a:rine Act this prof'lt is ·tixed 
at ·10 pErcent. 

•rrar.i the torei"~ng;t it '1111 be sien that the question of chang­
ing the tl"J')t? ot contract Tm.a gi veri. thorou.~ eone.ideration by Ccwni•ai.ea 
repreMntativ~; that it ~- not desirable 'o have· oont.ract ir~ 
performed ~r cost-p~1-~•:tee an~ ae1ee-ti"1e-find price· contracts 
0~7 iD the •aae. ,.Ud; •*'·that lillcb conv-ersion wu in the 
int:ereat of the G:we~nt. . · · 

•·With respect to the l etit.bnted' flgnre-8 ~!erred to in cot1ne:etion 
With Adoondua lo-.. 3 to f."«itraot ~-Cc-.34764,, no ohange baa been =a.de and 
nothing ha• developed; aa o·f tlu.:J da•.e,. i•ce•td:tating a change.• 

ln· the first place~ thiu"e tttii b~ noted the contention of the 
f 

Connissi~ that the (!onv~ion ·ot,:contraeta No.s .• l and 2 _t-ook. place 

at a time 'When .... ~ ,llttl~·itork .. ~d· b~en p~..rtomed. under one of such 
. . . • 1: 

> 
of.fies indicate that ~ .. -.:r.Jt Ya.rob ·~.t 194~, the date of the: ·e%eoution 

Of addenda& ·JO. l 'to 4-~ct· ff~~· :14' _providing .fO't' a J.umP.~ paJm.etl\ 

of' '130,oOo,()OO for ·& ot_ th~ origi~ ~ veesela; all 62 sn:ch. 'HsMls 

had been ~uv~red, 53~ entirely c~l~te,. a.ud· 9 parti&J.1-,' .cettplete. 

ot COlrH_, 4 vessel•. }lad -·~n elUd.·aatecll. !he 1'1dinin.g .18 vassals 
.. ... . .. 

were trans.terred to . em:ttr.act No •. · 3-, ·:and. ~dence o! re~ord .here in-



B-.37463 -14-.. 

dicate• that aa o! Uarch ~. l-94.51 15 Qf th~•e had been completed and 

that 98.;S percent ot th• work on.all 18 ve5sela bad b~en·p.erfo:nn~d. 

748 

-it is u.ndei-a\ood• h0l'fever1 th~~:t as ot l!arch l, 1945, ~ 16..40 peroat 

of the work . ·~a.ll~d !or under contran N(). 2 ·bad been peri.omed~ 

!e i:ndic~teid above• eontra:~t N~. l cal.led tor ~ base t•e of 

:g:74,ooo which could ·be i~~reas~d by oomises. to $100.0v'"'O or ··decreased 

. by penaltie• 'to. $:3?·,ooo,. ·Evidence ~" reicord hen indieatei ·tiat tor 

the 32 A.P.3'· nuela cc=pleted under .said contract No. l, the average 

earned fee per vessel •ou.nted to b°iJ.t ·t·l.S,_46; .. 6?. ~)o tha.t, if P~•d 
- . 

had been made undsr the terms of. sa~d ecnt.nct .No. lJ the· mirdlmm fee 

o! $37 ,000 wou.ld have bHn payable tor eaeb o! :\hoae 32 ir~ssels;, or a 

tota1 ot il.l&.ooo. lowenrJ u.!1der.·ad09Ddu •• l, tha con~tor. 

receiTed t~e trialling tl,too.ooo-tS0,1000 p~ Tec&e.1--or $4161000 iJl 

excess of the Mallnt. payable Wl~r tha o:riginal. Contract. 

The~, there is .!er consideration tllle ~·!fe~ ct the transfer of 

the. 18 A~ '''HfHtls t~otr. contr~.ct No• l t<'.) eo.ntrct.et .tro·.. 3, 15 ot which 

had been. comple·ted end d-eliv~red.-. 'By 1.i.ddendu.m !fC·~ 2 to said contract 

No. ·3, the contnctar ~m allo~d a pr.Oflt. ot .. $3,?17,6.'70 on· the !'int 

39 .. APA. vesaels caned tc-r the.r~r ,. (ll" an ave;rap ot i9S,330 per 

vessel. · 1.he -:15-,/AJ.~· i•~ele completed lUldBr oontraet No. 1 were, of 

cou:rse, .. :irieiuded in the s~d 39. AP2 'n!·S&ela ar.e und~ra'\ood ·to be 

eubatantially the samer as ~PJ ves·s.ela~ the only variance be1:ng the 

installation· ot a prrt;;::e:lsion unit ot leHer f;O'iter; hence, it 'ft'OUld 

app~ar prop.~ to apply th~ f'crmu.J.a of. 01Jntr.~tot rio. J.. to determim 

.the fees pa.ye.bl~ for th-ose. or the 15 ves3als. for ·•hi.ch indinW.al 

hull costs are ~ported. ·Thia ~VU'Lt\rtion iud!~teB thnt but 

·t.915,734.4' ~oul.d !lave hr.en· paid tor tne lCJ veaela· under contract 
' ' 

.: . . 
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a d:L!.te~ «>! J.3,7;15'S:.:57• J.nd1 01· omn•• it· 1• naaonable to 

..... tui .an inde~mte am.cunt ·aortt •aa pd.d. tor the s· other 

TUHla· Whoa• oosu are a$nowL. 

750 

-~ t.he ~-~!the i~eati~Ltion·o.t titi.a matw, officials 

ot· the oonb&O\or •~'led to reprnentati Tes of the· General Accwntillg 

Office \bat;~ cmrmJ!"don& bad ill.de pmaible-~ rech.tction ot ac.Win­

latl.'~UY• ~ and ~· ua.Qlrlne rental&. . I"\ baa been ·reported,. 

howeftr, tbat the raUo. ot such ·~ta. t;o- direct labor· increased rather 

than ~ed. after· the oonver.aiQD#f · ~f Var.ch l, 1945· Thfi rehl.ts 

ct thia nua;.,· aa nponea_ are u toll~•si 

Oct .. •44 .Mar. '45 
throup ·through 
Feb. t4~ !!lz '4S 

Ratio o! a<'ad.niatl$ti.'ft eon• to dlnel labor ·. lSJ.9!C· )8.15% 
Ra~ ef· ........ llhbi·m· ;rentale. ~o dire.ct. l.Uor-- · .20}( .)SS 

JlhP.e .not dtrecU7 or proxbaaw1;r ;a result '!'!the i!011Ytteiom 

1'8l•:nwt to aboYe_,. it nedd be ·notecl.tha'i• ~·.~~-IO. l, tile 

·~ ~: of th-.. co.ntno.U~ t~ .. ·th* :tie·cal. '1'18.r' eaar.1 ~ 30. 

1946, and···---"' reoaplurable undetr aid -~rad ... of~ da~·· 
appear \o be·u to1.~i 

Total. pl.id to eoutractor 

~---
Orola prefll· 
l(&X}_ .. a1J.owablA p~A\ 

1feoap'9.n.1tl& protit 
hp&id hJ' Gheck on October 7• 1~6 

AaoQlt ,..aimn( ·ror .. ncaptare 

• 

$l:aa1mo.,ooo.oo 
l2'dSla§t43 

$3 •. 548,~7~'1 
},!-60.ooo.oo 

f 288~:917 •S'7 
. 22J.587..22d 

.• 38,330.35 

U.., tr.ca hrD 1 •.. 194S, to Octoher ?._·:1946.- the ooirtra.o\or-. 

pend. ttecl to .i-etaia, ~ereat fi"M~- the wa. of #288,91'1.fl ~ · an..d> so 

tar as the Geaenl ~Ung or11~ -ia. ••1·9, th.• .. contra~ ..U.ll 
.~· 

. . 
·. ~. ~: .~·.}ik~~1,;:~} (~ ..... ~.- · .. ! ~: • ·.:~~:~.f~:?1~l*7:·!:; ,-::::»: :~· ... ~~1ta~~~~~t~7.:·~:.-·~·: · · ·~~t-:}~;-~t;);;:~::.: .. :=· : ·-~~ : ·.:~:~~~:.i~'i.t~~.... · .. · ·;:.~~~tr~-;:~~Q .. ~~;:..- · ~.;·· ·_ · . . · . 

·,' ·.· .. : 

··: 
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retains O'lffr tn_.ooo. 
Inaotar u the ·a.aunt o! i-e.captursb1e pt'Ofite under ccnt:rac-t 

No. 3 i• concerncd.t th& to~lowlng i.1 Hp0ri•d1 

.Final Con\ra~ Pr.le•, pe.r Addenda 3 
Les&: Valn -o~ caza1H1ou •terlal ·-

63 ...... i. @ u._11s,_ooo._oo 
6 ••Ml.a • 1,,082,546.00 

UlidJ.1«1 eoztU&c\ price 

Total billings per Application No. 35 

, Re9ordad coats, 11/"J0/ 46 
o-1Aion exnptl.ou oatatanding 
A-dld..s•ilda OO*ta 

Oros& Protit 
l!ax\Jllml all~wd 
Retention per A..ddndma 3 _ 

Total. tor retention b7 ~ntraoto~ 

Nrt recaptunble 

Paid. by Con\r4etor· to C~is~on1 
. . Ck. 2·20221, 7/26/.46 . 

. a.:. ~5. 10/7/46 

$ ffJ~'58i890.00 
;a,g.ooo .oo 

a>,g6,ZQ.94 

$ 89,3'73,286.96 

10 ,8S!J,.S90,00 

• 3,2 .. 56,464.61 

2 ,006,258.4, 

tt_.iS0,206.la 

•enatiom a~· dew4 approprlate.. Wiler.~ the ~nt il!f legall.7 

·bound under a &lOntract to _reimburse a oomractor all. hi.a #Ost• and, in 

addition, P&7 b1m. a 8\i;ulated te,, a" 1re "\o bell.ere ~t saeh eontmaotor 

. 11111 agree to the cancelhtion ot· that co·ntra.ct and to the eDO\t'\ion. of 

a -. oontract in some other· t<m1 .cov ... iug the'. saae •ork tmleas he ia 

to receiYe at lean. aJ. -.ch, 1.t not a.ra, 110nq und&r tbs new agreeMml? 

CertainlT • ~ re:p-l"dfmting th-s cmen11e:nt in. ~e tranaacliona are 

not eo superior to th.•· c=:tractors in bargaining •kill aa lo be able to 

take from them a dollar and .gi.v• them baelt fifty eenta or UV other '.·· 



-17-

.am\ l•• tbaa a dollar. .A.nd )'ri, ima?i.el>l.1', .that ii What. the 

· adld.ni•tratiw oft.lees con~· i• the .t1nal renlt of a CODY'trlion. 

It 1a· ia tld.• light 'h&t. the General Acco,uitina Offl.oe rl- 1d.th 

napidon . .n oont"eni- .ot· contract. uncler- llt.d.ch all 01" a ·aubatamial 

po,rtioil. of \be work bu hnn cempleted~ 

1loreov.er, cOJlrerd.ODS aerte the pir.poae ot torecloshg ·tlltt · General. 

J.cooa.Ming otft• .tr. &v.d1ting 1ndiridttal' itau· 'Of con u.ndu COll'ti­

tn-e. oo~cta;1 a11d ha disallow;i.ng cN~t for items for llbieh reia­

ln!n"esent ahol1ld not proparlJ bl.Ye bee ;made ullder the tcma ot the 

~. Conaeq..-D.tq •. Where Wrk.unu.r a eos~ ccmt.ract baa 

'beC1 ~ pafonaed. and tu. .contractor 1s &p~ft ·~ 

all i'Mn ot coat for wbi.it he baa adt· Qlaia w1l1 not -~ ~ 

al.loAd .. ~i. •. hi•. reactt.uD• 'o wipe th• •late clean b7 emer-

ing iJIU. a l.up-llQ1l conuan is lladers.tandable! rt wUl be noted ~b&'t# 

111 th• prnent --.. ih• &ddendml te· contract ?lo. ·1 con~ ·proriaiem . 

preoludf.ng aa;y tuta.H .nall•c&liOn of costs· b·etnen '\be TetQla aovGJ'9'd 

~mad-.. other·T-ala or.th•· taalliti• iltem&elTea • 

.Aa Yia:i.ou u tbi• pradd·c• of ~ng oontract• . .._ ~i:q .. 

it ie beliewnd to b&Te Mn· ~t10»117 ·i1le%0da'ble in the cu. t4 
/ 

laiitim. ~Rion ooatnc•• It is fwrldannta.11 ot ~, that no 

adain1•trat1'¥e .office OOBld comtOientloualJ' detemi• the eacu\ion of 

a JWW fb:ed-price o~ t• be'to the ~'\age ·ot the. Uni~ Stat• 

h the ab,_... ot· fairq ~curat• and: nllabh kz2.csledp ~t the ulthat• 

co.ta under .\he •xf..•t:l.ag coaMne ~ .. ,. .The U.ural .Aceowrting 

otft.Q9 hu nbld:ttK to th. Congreas .aa .. t ~ ot \a Jlarl:liM a.-.. 
. / . . . 

.. 
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idasion ~or the war years •h~ug "be deplorable nat• o! 1'b.e acc0tllli-

1ii& reooria of that. agqq. The Ccmmiaslon itself admitted (page S of 

scuae RePOri !lo. 1,. SOtb CcmgreN)t 

• ... * * !here ... from 1942 •. ~ poaa1bllitj-~ tabe eHt o! 
oontracU. or ot ehipa· 'WO\lld. ever be- b&Own uzLlua: '\he 1'hole •J'Um wen 
rettud and lmJu.ght !Jlto reU.lioa Wi-tb. the flow' ot aoni1t7 _and n41DU. 
TM di•~ waa widelJ' bloft. 

•Th• -~ bookkee¢.-.Rg ayate of the ~on,. in :which all 
of 119 &eii.tt.tiee, i.1'ala4q ahi~ were~ to b• cad>1ned, 
wa contued, Cbhera~e:t_ and bad17 ad.tee to i'.w needs.• 

Su.bleqaeaUi" • the Bou.•• Goali.ttee on tu !lachan.\· Kar.t.ne- ud 

FJ.aheri• ~its Olla i.._.11\ i~..Ua-tton ot the. aecOGattng 

praoUcea of tbe- OGmUsi~ and GODSt?Ted ill "\be. findings and oon-­

ol:uiem ol \he Aid. audl-t, reporl. Su Honn Repo:ri_ Bo. 1• 9'ih ConcrUa• 

It ia oon.ceded bJ an c~a. that the .failure of the Jlari. tt. 

cc-1•81.on -\0 keep proper acccun.ta uadou.l)tedl._y :resulted i.n Hricua 

~n' loMea to the ~ht.. rM Commiuion mai.ntaim, bowwer, 

tbat by OOllfcriillg. the cos\-plu~fee ~~ here ia cpation. · .. 

to ti•j-prl• ~the Gavemmdi ·~~~· 1.'he· baaia I.or 

auoh de'\•nd.natioa u· ~ uadent.tood. Pou!blT., in rl• of the lrhollT 

~~lrie- and imaatia:tanor.r-atau of the COm1Hfon·'• 01rn '?'8Cl)rda u 

~· th• con. o~ Hips. ftltance .. plaoed on. tl:gun• ~ b7 ti. 
I . 

boob ot the eoatractor.. At &JJT _rate,. the ~on. is iDff~le 

'\bat o~tld&la of tM ·t1ar.1.-tiae ac..i..oton OOJlffl'ffd the .. conU&o\a 

&fter a ftbatanti&l ~ ot the work had been ,.rfonaed• ntll full 

b:nded-• of ti. inadecpaq ot the out data s.ppllcabh w. ta ........ i... 

~SPOSAL OF FACI£~rIES An· IWEDTOBJ. 

Addudaa lo. 3 to contract·•· '• ~·• · it. will be re.:U.d1 .. 

Ullellted u' ot Deon'bitr 11 1945, con:~m ftr!Ol$,_··Prorl.:iio111 ~ing 
' -

. ·, .. 

· .. · 



-19 Ill!" 754 

ll:i"Ul '\be dlmpoaiti.on O=f the '.fbii'.JUd taoiliti .. &mi sttrpll\a ill'f'.-ntory. 

Bri.•tlf ~ nail pnvia1Qllll· ·Wen1· 

1. ·!IW eontnflor .aaae.d, or nhued the hrlti.P CQmi.asioa 

tr._, 'he follOW.iag obliga.ti.CUt 

a. To ~· tile contra,otcr· for. tbs ~· of iM ooia­

\rador in aatitfJiac 1ta i ... obJ.igatt~, ia.oludlng iu 

obligaU.oaa w pq ~en.ta and w fttfiore ~ _ l~ed rea.1 propeRyJ 

b. !boa• or :\be cmmi•aioa •1'.lder 1 ti lE&Ma of' the lhi.pyari 

a1te aml propen7 ued in comnMnien th.-.rith1 1~ding its 

obli.~ w ;&7 nma aad -to· renon 1tUc8 propert7J aiicl 

•· 'tbole of u.. coamt•ion un<ier an agre&mt ·nth tile 

P&c11'iG l?lfftric CO;pa117 aad \Uldtt •a agre-..11.t with the Bo&ri 

ot ~ Ccwi•10Dft'S, ctv ot_ Le• Angela, to P*T l'ft"8 and 

. to :r...ton hid nplaee propeft7. 

2. la eonai4e8Uoa ot \be auumplion oE •• oblip.Uona b7 

the eon:traotor1 the cmrd.Uicm agned: 

a. ... To p&T \he <tOnuac-tor *2.~ .. ooo. Dich na was ton 

paicl 1r7 a nmcti• 111 ~lJt prot1 ta uader cont.ran 

'°• ,, .. ~ .. \ 
! 

. -
'Yen\01'7. lt&Chlne:17• eqdpaeat, .UU..otures, and &ll o-\her property 

of the l!arittme ~•aion·1o.oned oa thtt ah:l.pta;r4 ~ or· 

in ~ ~ ef ihe eoawact_. u of 12.01 a.-.., Ditcesibw 1. 

194S,, UHpt tor ~- part• later to he pl.Med on. the nnela 

and properly sbipped to th• •~PJ'Wfi !or •torage, oalJ'J ad 

c~ To banaler $0 the· contractor tiil• to all •\mal, 
im'ento17"1 ~, eqdpmen\.,:.iak~ railny can,~-
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& ceriaia con~ 1fi ih the P&cifio .FJ.eeV.ic ~, ad in 

the =•todJ' ot Aid ocap&l1J' as o! 12.01 a.L:~ Deceuer 11 194,. 

Tbu:a, in codideration tor -t~- aa~t1Qn b7 tU oontnctor of 

the Ccmi1aioa's obligation to "94*0ftt the 1.-ed property \IP.OA wbicl\ 

Ute •hiPJ&l'd was loe&\ed., the contractor~ reoei Ted .. a eredl' of ~, 5001000 

and ti~le io all faeili Un and material. locald. ihen. Since, appver.ttly.1 

it had bean detamiud by the »aritime Celaiseion that" ti. sbipyard 1n 

cp.eat.iOr.l wculd not 'ha needed for· poatwar ue·e a12d. ·Id.nee 1 "· .bad been con­

structed on·leuad lan~ it na qdte nat1,u:al1J' to be· expected ~t the 

~at WOllld lo•• a 8\lbatantial. ~nt of •oner in ooni1ecti.on lr.i. th 

itt diapOsition. At the afeMl tt.-me. bOlf'Glfer.t it deYolved uptm thoee 

in the Cmmi.ssion to take nery precaution to shdwi.H • mch u 

pouibl• the f113AllC1al loaa to. l)s Uca:tte.d.. H•w, the qi~n hare 

1•. aoleq whe·ther rea&onat?le care and. jlU.d•ent • .., UU01"4 in co.n­

•oticn l'd.tit the: a.peaerit ·ue•"8d lrith ~htp· relating to '\he aa1e 

of the ahipyard .rm nr.pla• ma.terl~- And, in ~deriur "ila\ q;i_.nioa, 

it ie eaunilal that the ·entire situation· be d"'°!!d With. a clear 

underataatitng ct the Act that the pre11ent &pp~ ia a utter ot· 
. \ 

hindai.ghi ra~er than ltoreaigM •. , The 1illlfaitmsa ot· Tie.wiag 1th• m&\tt.-· 

*'V' other ~7 i• ob"ri.ou.a. 

It. appear.a that b7 letter dattd ~~i 23, 1945• OIJ.ahip, 

th?-ougb · i ti ·nee ·Prati dent and ·aenft'al. va.na,er, ·aubd 'ltecl ·• pnpcmal 
. . 

under -.bi.oh 1 t -.ould uawae the- ~11.p~ttc0na ot. "he ~uioa to rutore 

the leand ahiPJ'&ri .ite to it.. cnginal eonditien. 'mi• nopoaal .... 

tatned. aeataatiallT the •ame unus u -&be ~gnaneat nmtaially comaa­

aated,. but the e•U..tu ot coat. and valuea .. , ott thereia are u.te1al. 
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The or.lcl•l cut of ataials on h&nd at. the. aldwud .... a~ted at 

. $14,024,46?.0ZJ o~ tJd• aaoo:nt. 1s,cxn#289.j9 ... •tated to rep~ 

-~erials COD8titu.lin.g acrap or havi.ng no sale Taha, leaving a book 

valll• ot l&leabltt •i•rial· ot $9.Cll.?»lT/~llJ.. The ori.ginal ecet o.t the 

maohineey, eqitpraent and. •tnemres ean.pritdng the shipyard ru111u.-

waa ···fixed a\ $25,2161:116.52J the mt book vah~ ot su.eb facilities, 

a!ter dem.ettam !'or height, installation obar·ges·• and obilole'\e aqdp­

•m, .U •*-\-1 to. be. $6-j84~~00J :and the es~ted cost of NSt~ 

Uon, · SS~S4.oss.oo. The proposal at that time n.a .tor Calahip to ua 

~ 

in ·reoapturab1' protita in retttrn tor the aanspiion ot the Cemd.ssioa•a 

obliga:tion to re.tore ibe . land. 

· On page ?4. pan 2 ,. Hearinp cm the lt1«7 Th!partment Appropriation 

Bill.t 1947 (s.11. 6496, ?9th aon.greea),; tne l.!ari.time Ccn:n:f·••i.on imsen.d 

tor· ta. record .the !ollGlr.l~g fipres on the matter.: 

•Total i11Festamt in •hi.ward (all ~ leaeed. lallda• 
151 &cre11) • • , • • ~ • ., •· • .• •· • • • • • • • • .. • t2S,282,. 989 

·HI areaiaeu in Gcwermen't-owned inpl'O'N'menta and 
nNctnrea Oil leased lande *1.cb woul.d .baTe 
bad \~ b•t ~ed &lid· on wbioll the salvage 
wa1ld ha.Ye bun las tban the co.t ot deo­
li:t$.o~ ~DC and res.torati011 (,also 
includet qy~) .. .. • • • • • • • • • • • • • 

·•R.ainlng invea.taent i:n aa.~ faciliti.ea, 
•cbian'11 . and .•~pRent af:ter dtda.ction tor 
buildlqa, ~ta~ and •tna\uru on leued 

• • 

land9 ... ~ • .. .... -,~ ~ • • ·~ • • • • • . • • ... .. • • 11,391,)Ra 

Trauportation .,.ate&a coat $2,,308,2ll, including 
roa., ~ t.raoka, and rolling a'toclc • 
. Probab]T abw \· 10 . per.cent .recoverable; dedd:ot 
*2.071,,3So~ leati.Jll': .. ~ •U.Ud appruimate 
reoot'ei7' ftlu·· .. of '~ 1 1121. 

_;r.:: 
, ..... 

·:.~'::q:~:f;~~1!f:;··::· .. ·:·:.~·:·:::~~:71'.'.·~~~:f?.'H~~/· .·.,. ·~, :~>?~$.f~~~j;:;if->~.; · (:{'.4szt::::::~w.:;zjf~F ·: ::· . · ·· ~~·~~~~~:"=~· ..... > :~~~~;~.~. . ;;.;·. · ·· · ·· · · 
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"Eettmated &}'pro%ima\• invntment in ·maclti.nery. and 
•¢JMi1'\ after abOW;'.e dedtl~ona ••••••.•••••• 9,081,l?l 

r.&ated reo•~1e .,.~ ct maohiMl? aad 
eqlip&ent abtJVe· .after allowing .tor· •trcu:~, 
ucbanical, and. econcmic depreeiat-ion, oea:t . 
r>t ir:Yentl'u.·11-ug. di.natttliag~ e&M, and ba11dling, 
and con cl. ftll1Dg. #937 .,63.5.'14. 

•Add eatim.ated recovl!rable va1u~ of transportation 
aY."em aboTe( 3230 ~921) to estimated ACOW'.'erahle 
T&J».• ot uchLner," and equi:pcaat. abO'ff 
($937,@5--'4) • • • - • • • • • • • • • • • • • • • • • $1,,168,457" 

.I 

"Total •timated. eon or· surpl1u1 ahips' material atld 
0perating eppltes,. all on. lea••d properti.•• 
$141.0U_,467; "F:a~ted· receipts 15 percent •· •••••• 2,103,,6?0 

Total ntimated: recovgrable ftlue o! all nterials 
Md .tuppn .. , •¢JMDt.. •chiner.r. etc •• 
located on leaaed lande • ................. ~ •• • • 3,.2?2,12? 

OOST OF RESTOM NG PPJltr:SES 1 ETC • 
. . 

• Fatimated ooa'\ of restorin.g leased p?-Oper\i.es aa. 
nqdNd by the lea•et •.•. · ••••••••••.••••. ..JS,2SO,OOO 

n E9Uaated coat or banct:U ~ loading., uc:i 
transporting· materials and enppll• ............ 1.,.000,000 

Total of abOYe • • • • • .. • If .. •• • .. •· •· • • .. . .• •· 

"Dednct estimated re~ble value.·of' 8Jl. mater.tala~ 
w.ppliea, •q.tipment. and machi.n:ti,~ ............ 3.272,12.7 

ht •emit du.e contn.ctor DJ' c..d..•sit>n 
on. estimates e.bcrre / • • • • • • ·... • • · • .• • • .. • • •. • 2, 971,873 

•Amount 111eked by contractor • ·• • • .•. • • • • ... • • • • • • • 3 ,,ooo ,ooo 
~Negotiated settlement; Actual· am01m paid cOntl'aotor 

b7 Ccmid.aaioa ........ ~ ....... ·• • • • • • • • • • 2_..500,000-

An~ ftnall.7~ 'b7 letter of. ·Oetobe?" 29, ·19¥;. addnned. to ·w 

Oenen.l ~1.,. ilCIU.P ?te-~'t ltarl!is.- and J:i.sbe.riee Innftige:bing 

o:aw.ttte.e,. the ~oaa carried on biy <lllship up to S.ptelmber 30, 

19461 'Wer9 aamarised..as followat 
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•tte<kdion .r prori.sien tor Mcapt\tr6le pro.tits 
do.e United Sta'\ee Harl time Ccmmd.1.sion 

"other Sundry Rwenues 

$2,SOO,Q)Q.00 

S,093,647-47 

w.,.g.9.24 

17,ns,.066.7! 

. 2,ap,65§.25 

":FJal,a.ncG Jieaern f:or Demoli ti en and· Restoration 

Appended to thi• tabulAUon wa.s the follcwi.llg notei 

•Thi• fu.nd. of n.9'2-,409.?e·may be 1ncreas4rd through further 
aalea ot »ttri.ala1 u. h•rei.DOCW.e oomme·qted en ~:t., before profit 
or lota can be c•pikd th.ere mttat b·e deducted an. e.x}'enses of aon­
timed operation, c.m of 4emolition, cost ef ""'oration, u.ntmown 
claiaa 1 louee att.d ooatingenciea.11 · 

. . 

l\epreseataU"Yea- oft.he Oemral Ao.e:wnti.Dg Otflee b.aV'8 reported 

. C9rta1n tact.a and atati•ti.~ ooncorning this ph&se of th~ utter Whiu 

wou.ld nea to indicate that the tru~ picture.~ b.e sm~t different 

fra 'that. heret&.!01"9 depieted. ln the t.1rat pl.ace, it ia ~rstood 

that the ale of the ,.aM. ueew waa handled by the Indu.•trial Eqaip-

. ment OcapalQ' • •hoee Pft'ident ia J. ll.. 1'4rti•ld.. "th9 Vies ·~asident 

&nd. General lfanapr oi Calahip. !ho, ·it _is ~~~tood that said 

!ndu•tri.al. E~ipaent Cmpl:Jlf iraa . tomed in collaboratioD ~th the 

Beahtel.1 and Consolidated· Steel interest* for '\h& .. pa.r_pose or salvagtnc 
. . . 

Japanese and Allied veael8 n.nk during th• WD.rJ. that extewsi ve· :Jal:r&ge 
. ' 

and re.pair fac1lit1es ~ been ••bllsh:eq at ."!~men .Islandi in 

hrd.la Bay, and at~~ near L~t t1bat .n•· firm employs ab<ut. 

51000 ,_...oDaJ aad tbat such o .. t· the eqdpo.cr.tt J.o.oated at C&lahip u 

vu· needed to QRJ7' c.n .. IG.ch ~entare· YU purchased at lower than 

.• 
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1i&rke\ Talu•· .ln•~· 

MONOW'er, • repnnntative .Of \.he- J~ari~ Ccmmission at the 

shipp.rd st&\ed that .u aoou as the.·agreen.ent relati.Te t-.o th•· .. eal• 

'759 

of the UH\i to calabi.p biscae ef!eQ:ttTe npresen:tatiwa or Bechtel, 

one ot '1l& so-called bile group and a .. stockholder in, OOll'b!p,. ap­

peared at the •i ta and tagged all eqnipslent needed· !or their '11W. 

Farther intonation ,concerning the sales,. particularly u to the 

1denti't7 of ~ p,ircbaatta~ c0.1ld· not be obtfd.ned, t be coetraetor'• 

rep:reaentat1Yn hartng nfµ.nd te .tume:h -.. tlt'Jlll'ewer, tlKt indica­

ti0tl9 are ~t. pos.eibly <>the:r atttliates and &saomtn of the contmnor 

alao benetittad!1 b7 purcbasea at· tar less than marnt nhtea. .A:nd, of 

eoarn, lltUe ai·gntf!.cance .oan be attaehed to ·the ftgu.res hrrd.sh.ci. 

by the contractor a. rep:reifenting •prooeeda of .aa:t.ee.- if., in tactJI tM 
I 

ma:\viala by the contractor in nbldtting tM! proposal. ot IO'Yeaber 2)• 

. 194.S, 'the ~ld1np at: the site·~ costing originaiq tl6 9U1Sl.S.30, 

wWe written ott u having no book Talue· 'WhateYV'. But th~ ia of 

record in "be 09-neral Accoum.ing O.ffi.ee 11 elippint troa tbe tea Angelu 

EYeldng Httald and r.-:xpreaa. {Marob._ 11. 194'?) abeni•ing tor ~a Shop 

Bui.ldinp, .A.Qdnizrtration Duildings·. ~nd a w.~ae Bttildl.llg. · The 

ac.iventa•en.t repres&nts that the bu1idi1l'tp &N adaptable to modifioa-
. . . 

the"premiaea •. It 1a atated further that the mrner ttld.ll assist pir­

cbaacra itt securing. ,cr~lld l:ea3.es for, piiaaant lp-eaiion.•·· T:tLe adw'miff­

••m -. inserted b7. ~ r.n~trlal F.¢l•et\t ~ and ie undllntoocl 

. . 
· • · ~·:~:~'::~·~(,::::0m;~;:7:r.::·~,·7·;\~~~e-~m;11~f::;·: -;: :; . .-;:·~~·:]J:~'f.;~mf..\':''.~·;·y=: '·~~~b~~;..r.~~M~~r:Tx:T; ¥,g;~f.1-lWw· .;~ ,.: -.-:: .:-:l~~'tK~~f~.~-,-,. · . ·· }r.;~.,v· = -.: -:~-~·-::. · 



u refeniug to lm.11.etnga at ·Ollaht:P• 

P'Uriher, in tbia · conneatioa• it baa ·b~n. aseertal.iad that bttild­

inp al tu CoM:Olid&\ed Steti o~~•tdmi SldPJari, w.tlndn~n, . 

call!ornia, whicll are similar to tbos·e at ~p, w.e.r$ sold tor 

between $1 and e.3 P~· •qiare toot.1. depending upon the size of the 

building. flaking as an &v6rage a nt•l! ot $.2 per aqiare toot, the 

major buildings at caJ.abip, making· allowance for those included in 

a releaae to the. Board ~t Harbor ~&io~, . should be worth ap­

proxiraately $2~.ltn.,6;30.. Henoe, :!fhile no b·reakdown or· acrtual sa.l.ea 

ot. nch:mn~nge 1s available, th~ indicationa -.re tha"\ subnantial 
" . . 

rwame •1 have be~n or may' be deri•ed the:oeh,-.om .• 

The co~tn.-ctor waa wndlling to f\l.nio npreaenta-tt-.ee ot the 

aeaeral Accmnt1.ng Of!ic• nth any details eonoendng it!J op..ating· 

expe,rise• in c·onnecU,cn w1 th th~ aale o:r the- eqnipn.en.t, 111&.teriala, e\¢,. 

HQwever, ·included in a aehedule aupporling i ta. "Statement o! Resene 

fer Demoli 'lion and Restoration tcr the T&n ?1.ott\hs F.inrle-d Septaber 30, 

1946," u an 1ts or • CaA.1d s.sionsrt totalling :$42·5_.00t'), ·an i tu M.noted 

•u. s. M. c. Fxeeptiom&" ·Mounting to· $22,,626~, and an item ·of 

"~dvertisintt in the am:ount ot $54,932-.93.. The· commissions were atate!! 

by the contractor as having bt.en paid to \he· Indu.atrl~l Eqnipment 

Comp&n1 for selling the plant e.qµl:pmest.. The Jari..the Comd.saion 

exc&ptions were- addtted by ii.he contrac:tor to ~"sent J!Om"9itrbura-

cable coat• u~.r ~hip conatructi<;m :co.ntlraeu. And the adYartiaing wa 

8.ft expeme illou.~red by the I n<iurtr1al. Ecraipa:eitt ~ in ·connectica , ... 

with. the sale ot the· ~rt,.. ~t aueh itms .r>roper:l1' are.1Mlud-

able as legi:Uaate ~.ng ex.pens~. 011~ ·C&hlhi:p".in selling the equip-
. . 

unt and U:'mi.als =-1• ~ to qi_eati'.on.. 
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u..o. in. the ... a.cbedu1e or operati.ng expenaes i• f.?l i tn 

dttr)Otsd •8';lboonbaets ~ Datelition and '.f!'.moratlidt in the ... nt 

7SJ. 

ot $486,1126.80.• It i* u,~rs1'oot.t that this its represents· the: final 

cost te OOship. o! ~'.horin.g the area ca;lled 1' Sh1pwnya, ~ Piere 

and Stora~ Plattonn.• !n its ~rl lflnal propenl of NOT~er 2~, 

1945, the .eaUma.te &iYan for tbta won 11raa 1,i,.611.183. Repttnntailvu 

or the oentmll. .lccoa.nttng Off1ee em;U"at-rad with the· 0anera1· Nana~.r,. 

Loa· Ang.1" He:rbor l»parblent, eo oottfi.med the °rl.d" that the area 

imol•ed -a 'the a&me oe c~r~d by th9 earlier eri.imate~ · 

Al.lo,. 1t. wa8 learned tr~ ·the said Genel941. l!ana.gar cit the Loa 

Angel• Ral"bor Depa:rtmuimt '.that ~rtai~ of the shipyard property bad 

been turtaeel ner t.o the Bon.rd of Ha.rbor Ccnmi.aliOMrs, . who leaaed it 

to the National St~l ·&nd ~•ts.l Company ttnder a leasie obli~~ing aaid 

compa.111 to reatore tbe premises to th~1· original eondi tion. This 
·. 

p~ion of ~h• site· COlll~itn.tfJd 19., per~nt of a).l the land eoveNd 

by the •h!.p,y&rd. 'l'be CJene·ral Mana~· farther •tated· that while {;al-
.. . 

•hip •&e •till obligated to re11tore. tu remaining- poriioa of the 

l.U.t property_, in the event !~hip ecJ11ld eetro.re reaponsible t&m.nts 

1o take • nbstanti.al ~ of the nuimng proJ!>9r"t7 under leaaes 

placing u.pon thee th• net.oration· -obll ~tion.,, ~I.ship would be :re­

lieved ot. aJl1' turther coats in ~t eomWction.· 

l~ msb.t be 1Mlntioned1 &lsoj that the Umted Stat.es Maritime 

. ~nion itae1f bAa repe:~~ed ~ C&hh'.ip •terial o.rfginally 

turn«\ titer. to aaid.. OOllPbY to the .xtent of $42~88S.13~ 
. . . . . 

Under a ocmtraot nth th&. Mal'iti• co-ission, th.ft· Pacifio 

l1•etri.o- MU.way CCtlPb1 (beni!lilfte%'. called '?aeifio ~leririe-) coit­

. •tne'\ed a.a Mintainecl a niilway 11• :ror· thet parpoa·e of oari,ing 
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shipyard "WO.rker• to the Galahip ya.rd.. J.rul under another. contr,ct nth 

tru. 1:ar1t~ Canmi.asien~~ the Loa Angelei1 Boa.rd o! Harbor Caamd.Hionera• 

in aonj.ino-tion with the layil'l.i.1 o·t this line,. conatmoted tracks acrou 

a. baaeu.le drnbrlo:ge over the Gerrltos (hannel;t l'fbich bridge 1.a owaed 

by the ~ty o.r Los Angele$. lhe contract prmrided• also, that the 

Boa.rd wou.ld rel!O'Ve th.e tr.ac:ke trom the ·h:ridae and rssu.rf.ace and re­

balance it at the end o! hostilities at the expanse of the irari time 

of thees oontraat.s. iten takan. ov~r by· calsn:Lp unoer th~ ·tams · of ao-.. 

dendmr. l!!o. l to contra.et. No. 3~ Ho•aver,, by an a.ep:"eement between t.h• 

aontra.lltor and ?acifi-:l Electric, dated January e, 1946_, th~ latte.r 

assumed tb.e obligation of• restorationun~c~ both of these eontra~t• 

except !or oue•hslt of the oo:st of restoring the· .bascule. dra"Wbridge .• 

. In return6 Pacific _ Oe.otric reaei?e.d tit.le to all .taeilitiies, .railwar 

motor cars, tracks, eq:d.pment arid .mat-eri.al in. its· miet°"'1y by reason 

o! its e ontract 'Id th the Mari time -GarJnil>don, except one 1940 Dodge 

e1edan, which ea ntained by the contrac·tor and ~bsequently aold for 

The total co.st to the 3av·erm.ent in oonneetion m.. th the iertrl.Dl1 

I•hnd Sxtemtl.on amounted. to ~,l,,47e,.;68.:5l• nade up of t-he i'ol.loUug 

ittlliaat 

Laying ot tracks on baaoule d~r:Ldge 

Purchase ot_ t1lf0 ;,.erc-Jry arc ractit:Lers 

. PurchaSe of '9 ca.rs and. two tr.aile:rs 

rota:L 

~;ltOl? .-162.9? 

3 5 .446. '79 

91,306.?5 

;;416~2.oo 

$1,478,568.Sl 
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Prior to th9· transter e! 411 asset~ to Ctll.ahip~ the J;.~arith-ae 

CoGia~ion c1sp051?d of 3? ot the motor ca.rs and tiro trailers tt.8 - ' 

!ollcwe: 

2 trail6re tra:n13:furred to .the ~arine 
Ce'rpfl and th• kTy' 

30 ears and. '7 extra aeta ot aotGrs sold 
to Paoi.fic f-1.ectrie 

7 car5 less ll"~tora ·t:ra.m).1.'errea to· War. 
Aueta Ind •old. by thm to Paaitic 
Ue<rt-"1.c . 

T.ota,1 

268,660.20. 

_ 3,590.00 

:t:iso ,.952 .21 

fh€ recoupment. of f·2S0,952~2? thereby Hduced the .tot.al cost to the 

CQmmiasion to ~.l,.197,616.24. 

7S3 

Under the .s.greamant with 1)tlship, date·d Janiary ·6, 1946, ·f"-acil'io 

Flectrlc was obl1.g-~ted. to demolitth l1+.SS ~~.\" l.es or tkmble trac~ -which 

. wu part o1 the Ttlr.minal Island Bxt~·naic•:n and to pay for tha rtnora­

tion of the baaett1e drA1'b-riage ~r the· ~rritos Channel, reesiving 

from Galahip SO pe:rce.nt of the bridge restorat.io~ cast. !n return, 

Pacific Electric received and is now -using in it..s ·comm.-srcia1 opera­

tions, 22 motor cars" the Watts substation equ:lpp.d with ·mereury arc 

. rectifi&r-1 a portable substat.ion,. approld.mately three-f'oarlhs of a 

mile of double track on 'Flint Avenue jol.mng the tos .Angele·s-San Pedro 

line to the Lol1g Beaeb:Wilmingten Lim fi.nd 1.7 ~111a o! •i;ngla track 

on the t~l'l,g Beach-Wil.mingt·on Li~:~ ·!n addition, -Pacific rlec-tric re­

ceived ·tha Tentl.nal Island ~ercury ara· rectifier,. 'Which· it. carries 

in stock as sta.nd...:t>y ~qnipnent !o:r the ~1rat.ts subetation~. as nll aa 

the aalrtge frott the demo4,:!.~ion of the ;t.,:88 mil.N Of dalb1e track 

mentioned abon. 



The total. coat to ·the ~Pacific Kl&Gtrio of the demolition of 

Terminal I.al.and Ext.ena1011,. ~l1idi.ng it• portion crf t_be con ot 

rutoration of. the buou.le draWbridge, 11u ;~92 1203.7&, ~ whiob 

were credited aalea of m.terial ulvaged tberehal as ·aclf1p iD the 

t.ctal &mow1\ of $131 3324'16, or a net cost o! $7S,S'7l..60. . In an,, 
. . 

Pacilio Electric·reoeind assets ~ving ii. depreciated Ttaue Qf 

t;6201 436•19, .. ·in retnm for tbe perfOrinBDH of rutoration wrk 

oosU.ng $92,203.?6. 

The nnlt• .o/. the transaction if:l'J'iolving 1he aale of tbe ship­

Tard. am 1~~017 ~ be _·summar1:-d: a8 j~olJ.o-u1 

.(a) C&lahip 
'Re&iriion of reoaptan.ble pro.tit• 
Eatimeffd ealaa .,...lne.ot lrtlildiii~ 
Book ~ ot eq.i:l}*ent 
FM\ilna.ted net v.a'hle. cf matenab. 
vai.u. ot •crap '.ll&teriall con~ 

ing $5,007,289·39 
Proceed.$ troa sale o~ automobile 

teaaJ B.enora.tioa .espenae per 
· Calah:l:p eetimate 

Fotential profit. to calahip 

(b) Faoi.fto El.eotrio. 
Bock Talae ot assets. received. ~; 
Book value of ma~arials 
Proeeedl o.t sale of a·o·rap 

IAH i l'l\CUio Elect:l'ie expenses 
before,cred.it ot scrap aala 

Potential profit to· Pacific F.bctrlc 

Tote.l ·potftrltial profit 

S®M.ARf AND COWCDJSl om 

550,300.53 
56,003.50 
lg·•l32.16 62, 36.!9 

94.w,q£ 

784 

I\ is ~!iqult to U\ract f~ the1nue or· contract~, aull4merrt.•, 
· oamellatie>na; nttlu.$nta,, and the like, U9Clted in thia _caae=, ~ 

oonoue set ot tact·&·•·· liOWUYer, 1t ·nu be·~ Bbt$m. that originalq the 
l.!ariti• CGa111aion started 0&1t With t.wo ieoat-plua-a-~1Dd-fe.e contract• 
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with calahiP:J ~tJ after one ot ·these c~traats calling !Of" the 

constraotion ot .841'.eaa.ua bad been in, existence for al:aoat two 

yea.re ard virtually all the work thEtr&u~lder ha¢l"·been pertor.med1 

-rss 

the contract •s 8.1!18nded to provide for a lum.p-sua payment for·& 

completecf vessel.a and for the transfer .fJtf cert.ain ot.bf,r veaael.8 vir­

tual.11 completed t.o. another. contract executed. as of the Alie d&te aa 

the · amendle·at. Also• ~\ bas. been sh0lf1.l that 0,. :r-eason of nch 

amendment there-~ted an excess pa.~t.Dt in fees, al.on&• ot 

$.416,,000 far .12 or the voaels ~ch had b~en completed under~ 

contract u Ori~ executed •. l't bas; been !u.nher shown that -with 
. , I 

reepect to ~he veaeeb 1'hicb ivere transferred frO!a the c~ u 

originalJ.7 eacuted to ~ newly aeco.ted co~ the Gommiaaion 

pa.id in exce•a or $.3'1 •. 565.S? moze. in fee~s than 1-t would. baT8 been re-

. quired to pay under the ori.ginal contract. 

As prerloua1y sta.t..&4, it ia almoati impoaaible in the ea&e of 

acaa contn.ot e.onvsni.ons to find eonelu.sive evi~ that the aetion 

taken reenlted in a financial loss t,o the GoYermaen.t. Hmrever1 the 

tacts 1n tbs pnlseut cue seem adeqaatel:y to support the. charge th.at 

. the a.mendmenta and cancellations of aie:ting contract ri: ghta am 
obligatiou resulted in an eiceits·ive and -was.tefu1 expenditure of public 

Moreover,, u ~oti.sly indicated, th4 precise ext.eat or the 

loes su.tfere~ .by the Uuited States in.tl'llia case •n pel"bapa never 

be ~ . The laok of su.ttiei~. data and ac~ing· .information. 

Mla~iw. to- the cost ct· the. veasela ·Cot'e'red bJ: ,the subjeot contracts 

:-.·. '.·. 
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UDqQe·stionably will preclude any aecun.te de:termimtion of ·what th9 

coet to the Oovernnent would hav'1a· ~n under the contracta in their 

· origtl'llll form'.' And, as I ha.Ve· prerl.ously •t:lted, this ~aed atate 

ot the accounting ~ of the Commiasion servea but to- aceenkQte 

tha vici.ouaneas of the pra.ctiee of e.!teicting ~ settleaente 

nth the contra:ator tcr Teasels complot1td under iheae cost type 

contra.eta a:t a time when there ~eu~ no1~ have . been known, ·wen. in a 

· general •1. What the actual allowable <~ost ~ couatruo.tion ~ the 

With raference to the disposal of the sbipprd faeilitiea and 

aurplua materials• t~e again woo.lei seem to be n:1.d«ice that the 

Maritlme CGJlni.Bsion ·na gnlty ot negligence in .!ailing "to sat8guard 

the beat. interuta ot the United States. OOahip-woo.ld leave the 

,brpres·a1on u variQl•. corrtJapondence that their pari·icipatidn in the 

tr.a.Dsaction· relative to the disposition ·Of the· ahipyard f'ac:Uities 

and ms.ten.1 was undertaken With great reluctance. And• the Waritime 

Coani.ssioa has repreunted that the Goveirnment eecured thl best possible 

return tor the property·~ and has, in ertect, implied that those 
.. 
Ui the Comdssion repNMnting the Gov'ennent 1t1 thia transaction are 

deaerri.ng of praise tor the re8Ult• ao·eomplisbed •. · · However~. it now 

dft'•lope ~a new~ bas been-organized,. composed ot long-tbe 

buatneas as.sod.at.ea of the··~ .Kaili.er group,. tor tM ~ 

J#,l~e of' contiming in the btlsineiJs · o:l ahip repair elld nconstruction. 

It turther appears that. the figures lrbieb have b~en furn:i8hsd to 

Yariou• oomitteee of Congr.ess. relative t·o the expected return fra the 
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material azld the cost or ~storing the .shipyard site are open to 

aeri.ou.a question. 

Ot1 the 'Whole, the tacts as report.&d in this ease wen dee!Wed 
. . 

auoh aa to 'W&'.tr&nt aubmi~ion or the ma..t.11er t.o the Congress tor ita 

intor.mation and aut)h act.ion u maY· be eonsider&d appropriate. 

Respect.ftLlq au1-!\ted1 

ci:Jmptroller Oere:ra1 
ot the Uuited states. 

757 

~·. 




