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FOREWORD 

A year ago a report on the Financial Position of the Aircraft Industry, pre~ 
·Professor Bollinger and Professor Lilley of our aviation research staff, was pub 
the Harvard Business School. Since then several research projects relatin 
aircraft industry, including a report to the United States Army Air Forces on LV-t-o­
of Surplus Aircraft and Major Components Thereof, have been carried on at the School. 
The results of one of those projects are presented in this bulletin. 

One purpose of the present study is to bring up to date the basic financial data 
presented in last year's report. Because of the very real progress made during 1944 by 
the government and by the aircra,ft industry in planning for conversion to peacetime 
operations, the industry's transition problems now can be evaluated in more specific 
terms than were possible a year ago. Hence in the present study an attempt has been 
made to appraise quantitatively the financial problems which will influence the in­
dustry's technical progress, its production, and its employment levels in the immediate 
postwar period. 

Because of the rapidity with which the aircraft industry has been forced to expand 
its operations during the war years, the problems of postwar readjustment for the 
industry not only are particularly difficult but they have far-reaching ramifications 
into many parts of the American business structure. No one can know now when the 
war will end, or just what conditions will be faced when the end does come, and the 
authors of this report, Professor Lilley and Mr. Horton, make no predictions on those 
subjects. The authors do analyze the industry's financial problems of postwar recon­
version in the light of information now available. Periodically, as further changes in 
conditions warrant, members of the School's aviation research staff plan to re-examine 
the industry's current status and prospects. 

The cost of this research project was met from funds contributed by the aviation 
industry. 

MELVIN T. CoPELAND 

Director of &search 
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SUMMARY 

During the past year, industry and government 
leaders have given increasing recognition to the vital 
importance of an orderly conversion of the aircraft 
industry to peacetime operations. The influence 
which orderly and prompt contract termination 
settlements will have on postwar levels of employ­
ment in the major aircraft production centers of the 
country is generally recognized. Increasing at­
tention is being paid to the importance of keeping 
alive aeronautical development work and a nucleus 
of production facilities and skills at the time when 
large-scale wartime contracts are being canceled. 
Recognition is given to the effect on our national 
air power of continued development, not merely in 
military aircraft, but in transports which must com­
pete in world markets. 

Despite this increasing recognition of the import­
ance of an orderly conversion, many problems re­
main to be solved. Any forecast of the effect which 
the transition from war to peacetime production will 
have on the financial position of the aircraft manu­
facturers is extremely difficult to make, for much of 
the detailed planning necessary for an orderly transi­
tion remains to be done. ·A danger still exists that 
the lack of coordinated industry and government 
preparations and the sheer mechanics of contract 
termination procedures will so delay conversion that 
future employment and development will be harmed. 

From a narrow point of view, one purpose of this 
study is to analyze the ability of the airframe manu­
facturers to meet the financial problems of the con­
version period by estimating the resources they will 
possess at that time and by estimating the nature 
and magnitude of the problems of conversion. From 
a more important point of view, it is hoped that such 
an analysis may be useful to both the industry and 
the government organizations which must make 
the detailed plans essential to a sound conversion 
program.· 

The industry's financial position will be reflected 
by presentation of the financial statements of an 
average airframe manufacturer, based on the indi­
vidual statements of ten leading airframe manu­
facturers. The financial position of each of the ten 
companies and the problems they face are sufficiently 
similar so that the average company's statements 
afford a useful measure of financial condition which, 
in essentials, is typical of each of the companies. 

For the benefit of readers interested in a brief 
statement of the results of this study, over-all con­
clusions are stated and each section of the study is 
summarized below. 

I 

Over-all Con.~ 

I. The average airframe 1 

able to survive the immediat~o , 
period wit4 a reasonably satisfa: 
tion if these conditions are met: 

(a) if contract terminations are': 
a reasonableness which is em •••• 
broad policies set forth in the Conti!~ 
tion Act of I 944; 
(b) if the company sets up its own at 
organization to handle terminatioiJ.> p• u 
concentrating prior to the end of the war • 
fective inventory management; 
(c) if the management curtails expenses realistiC' an 
ly and rapidly. · 

The progreSs made during the last year in plannin:r 
for contract terminations and conversion afford; 
some grounds for optimism that these conditions may 
be fulfilled. 

2. The risk is great, however, that uncertainties 
and delays during the conversion period will un­
necessarily impede the constructive developmental 
work required to promote maximum peacetime pro­
duction. In order to eliminate confusion and un­
necessary curtailment during conversion, the follow­
ing steps are suggested: 

(a) Uncertainties regarding contract termination 
procedures can be reduced by a concerted effort 
on the part of industry and government organiza­
tions to preplan the methods, standards, and 
bases for making quick termination settlements 
well in advance of large-scale terminations. 
(b) Uncertainties regarding the loss carry-back 
provision of the tax law can be reduced by adop­
tion of a Treasury proposal to accelerate pay­
ments of loss carry-back refunds. 
(c) Uncertainties regarding future aircraft produc­
tion and development can be reduced by making 
every effort to determine future national air-power 
policies in advance of the end of the war, particu­
larly Army-Navy procurement policies and poli­
cies for lease or sale of government-owned plant 
and equipment. 

Changes in Financial Position during 1943 

Before the important problems of the conversion 
period are considered, Section II outlines the major 
changes, summarized below, in the average airframe 
manufacturer's financial position during I943· 



of the average company in 
·er I942, net profits increased 
t profits as a percentage of 
1% to I .8%, and profits as a 
'decreased from 34% to 3I%. 

retained by the average manu­
the company's financial re­

:rg net working capital 3I%, by 
l3I%, and by more than tripling 

,,:nd. The inventory position of the 
~~.,Yimproved moderately in I943· 

-•. ~-these improvements, the basic finan­
.cteristics of the average company were 
mchanged. The magnitude of most assets 

;bilities increased; their relative size changed 
' The government continued to furnish directly 

.i!.directly over 70% of the average company's 
.·king capital and over 8o% ofits plant and equip­

!nt. 

rojected Balance Sheets at End of First Postwar 
Year 

In order to indicate the possible effect of conver­
sion on the average company's future financial posi­
tion, projected balance sheets as of December 3 I, 
I946, are presented in Section III, based on the 
assumption that large-scale war production will 
ceaseinDecember, I945·1 Theconclusionsindicated 
by these projected statements are summarized below. 

I. If termination and conversion risks are con­
sidered to be small, the average airframe manu­
facturer could be in a reasonably satisfactory financial 
position in December, I946, one year after the as­
sumed date of major terminations. Based on favor­
able assumptions, it is estimated that net termination 
losses would be about SI,IOo,ooo, or I% of total 
inventories, and that unreimbursed expenditures 
in I946 would be Sn,2oo,ooo, or 2% of war peak 
annual expenses. In spite of these cash outlays, 
profits retained during I944 and I945 and the con­
version of the postwar tax refund into cash could 
increase net working capital from the December, 
I943, level of SI8,IOo,ooo to S23,6oo,ooo in De­
cember, I946. This working capital should be suf­
ficient to meet reasonable contingencies and, if no 
further decreases occur, to finance adequately 
postwar sales at a level equal to 10% of war peak 
sales. In addition, if the loss carry-back provision of 
the tax law remains in effect, tax refund claims would 
be about S9,6oo,ooo. Under the present law, 
however, these claims cannot be considered as a 
current asset because they are not likely to be con­
verted into cash until several years hence. · 

•All the assumptions upon which the projected balance sheets are 
based and the methods wed in deriving these statements are ex­
plained in Appendix B, pages ~8-44. 

2 

2. If unreimbursed expenditures during the firs'. 
postwar year reached a level of S29,ooo,ooo, equiva­
lent to less than three weeks' expenses at the early 
1944 rate, all the average company's cash would be 
elintinated, even though termination settlement 
losses remained at the assumed SI,Ioo,ooo opti­
mistic level. Or if unreimbursed expenditures re­
mained at the optimistic level, all cash would be 
elintinated by termination losses of SI8,9oo,ooo, or 
I7% of total inventories. Under either set of as­
sumptions, net working capital would decrease to 
S5,8oo,ooo, and the company would face a serious 
threat of insolvency. The chances of obtaining bank 
credit would probably be remote, in spite of large 
loss carry-back and other tax claims. 

3· Because of the financial difficulties involved, 
company executives must exert every effort to keep 
losses and unreimbursed expenditures near the 
reasonably optimistic levels during the first postwar 
year. Because they probably cannot be converted 
into cash, tax carry-back claims are likely to be of' 
little assistance at the time of most urgent financial 
need. 

4· Of the ten individual airframe manufacturers 
studied, eight show only moderate variations from 
the estimated postwar financial position of the 
average company. Two of the smaller companies 
are likely to be in an appreciably poorer position 
than average. Their working capital position must 
be considered as barely adequate, even if termination 
and conversion financial needs are considered in a 
reasonably optimistic light. 

5· The basic variables which may either increase 
or decrease the ability of all the companies to absorb 
conversion losses and expenditures are as follows: 1 

(a) the level of cash profits retained from wartime 
operations; 
(b) the extent to which future termination and 
operating losses can be offset against current tax 
liabilities-this will be influenced by the gradual­
ness with which war contracts are canceled and 
by the timing of large-scale cancellations relative 
to the fiscal year of the companies; 
(c) the rapidity with which postwar tax refunds 
may be converted into cash and the extent to 
which current tax liabilities can be reduced by 
allowable accelerated amortization of fixed assets; 
(d) the extent of liquidation of current assets and 
liabilities from war peak levels; · ' 
(e) the rapidity with which termination settle­
ments are made and the extent ofinterim financing 
of termination claims available to the companies. 

These major variables will determine the re-
sources with which the companies will meet the 



financial needs of the conversion period. The nature 
and magnitude of the termination and conversion 
problems to be faced are outlined below. 

Contract Termination Settlement Problems 

Two projected statements have been presented, 
one forecasting a reasonably optimistic postwar 
financial position and the other forecasting an "out­
of-cash" position. The two forecasts differ only in 
their assumptions regarding the magnitude of con­
tract terminati<?n losses and the magnitude of the 
unreimbursed expenditures the companies must 
absorb in the immediate postwar period. Section · 
IV outlines the factors which will influence one of 
these variables, the losses involved in contract 
terminations. 

I. The prospects for liiniting the losses on termina­
tion settlements are substantially better than they 
were a year ago. The companies have had an oppor-

1 tunity to improve their control of inventories and 
have begun to set up organizations to deal with 

. termination problems. The Contract Settlement 
Act of I944 has been passed, and within the frame­
work of this act a structure of detailed regulations 
is being built. 
· 2. Nevertheless, because of the many remaining 
uncertainties and the uncompleted administrative 
preparations, the risks involved in large-scale termin­
ations are still substantial for the airframe manu­
facturers. It is conceivable that the average airframe 
manufacturer's termination losses might approach 
the $I8,goo,ooo level, which would eliminate all 
the company's cash. 

! 3· Long delay in reaching termination settlements 
is still a real danger, unless the government and the 
individual companies take every possible step to 
avoid it. The sheer mechanics of terminations could 
hold up final settlements for many months or even 
years, with unfortunate results for both the compan­
ies and the government. 

4· In preparing for large-scale contract termina­
tions, the companies clearly have· these responsi­
bilities: 

(a) Constant pressure should be exercised to 
improve the control of inventories, to clean out 
obsolete and surplus items, and to improve the 
records kept. 
(b) The companies' administrative organizations 
to handle terminations should be placed under the 
leadership of a top executive and should be set 
in action to handle current terminations and to 
plan for the larger terminations of the future. 
(c) .In preplanning for terminations, the com­
panies have the obligation, not only to cooperate 
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fully with the government a~d with subcontractors, 
but to take the initiative in ;making plans and pre­
senting them to the proper officials. 

5· Likewise, the government has important re-
sponsibilities: 

(a) Within the framework of the broad policies of 
the Contract Settlement Act, the government 
must work out detailed regulations under which 
large-scale terminations will be administered. 
(b) An administrative organization, competent to 
accept responsibility and to understand realistically 
the problems involved, must be carefully trained· 
and placed in the field in time to work out detailed 
plans with the individual companies in advance 
of large-scale cancellations. 
(c) The men in local field organizations must be 
given the maximum encouragement to preplan 
detailed procedures with individual companies. 

Unreimbursed Expenditures in First Postwar Year 

Probably the most important single difficulty of 
the conversion period will be the curtailment of ex­
penditures from wartime levels to drastically reduced 
peacetime levels. Section V considers the magnitude 
of unreimbursed expenditures which the companies 
will have to absorb in the first postwar year, treating 
separately the so-called "momentum" or "slow­
down" expenses, which will unavoidably continue 
immediately after large-scale cancellations, and the 
"constructive" expenditures, which will be incurred 
in developing future peacetime business. 

I. The magnitude ofunreimbursed "momentum" 
expenses which the average airframe company must 
absorb during the immediate postwar period will 
depend on three major variables: 

(a) the ability and willingness of the company's 
management to curtail expenses; 
(b) the extent of advance notice of contract termin­
ationS given by the government; 
(c) the extent to which post-termination expenses 
are reimbursed by the government. 

2. A real risk exists that unreinibursed momentum 
expenses of the average airframe manufacturer may 
substantially exceed the optimistic estimate of 
S2,20o,ooo. Government policy on advance notice 

of termination and on reimbursement of post-termin­
ation overhead expenses is uncertain, and much 
detailed planning of related termination procedures 
still remains to be done by both the industry and the 
government. 

3· The average manufacturer can probably assure 
his company's financial survival in the postwar 



years by close control r.nd, if necessary, virtual elim­
ination of all expenditures other than the inevitable 
momentum expenses. Because of the magnitude of 

. the wartime organization of the airframe companies, 
realistic, closely controlled curtailment of expendi­
tures will be essential. 

4· Overcurtailment, however, with unnecessary 
elimination of constructive expenditures for de­
velopment of future business, would be undesirable 
from the point of view. of the companies and the 
national interest. During the first postwar year, un­
reimbursed constructive expenditures in the magni­
tude of Sg,ooo,ooo are probably close to the mini­
mum necessary if the average manufacturer is to do a 
constructive job of developing future aircraft busi­
ness. 

5· At present, the risk appears great that con­
structive developmental expenditures will be over­
curtailed. Three types of uncertainties may influence 
management decisions in favor of greater curtailment: 

(a) uncertainties regarding the timing of the 
termination settlements and the magnitude of the 
losses to be incurred; 
(b) uncertainties regarding federal tax laws, 
particularly with reference to the loss carry-back 
provision; . 
(c) uncertainties regarding national aviation poli­
cies. 

In each case, there appears to be a real opportunity 
to narrow the scope of these uncertainties by means 
of government and industry planning in advance of 
the end of the war. Industry and government re­
sponsibilities in preparing for large-scale contract 
terminations were suggested in the preceding section. 

6. All conversion problems would probably be 
lessened by the adoption of a proposal to accelerate 
payments of loss carry-back refunds. One method 
of accelerating payments would be to postpone tax 
payments incurred in the year prior to the period 
when losses are made to the extent of currently ac­
cruing carry-back refunds. Also, technical uncertain­
ties regarding the postwar tax refund could be · 
eliminated by prompt action in issuing postwar tax 
refund certificates and by a prompt declaration of 
the official cessation of hostilities. 

4 

7· Entirely apart from termination and tax prob­
lems, the basic question facing each aircraft manu­
facturer is: conversion. into what? The answer will be I. 
vitally affected by the postwar aviation policies, 
adopted by the government, including policies for 
Army-Navy procurement, plant and equipment 
disposal, surplus aircraft disposal, and Civil Aero­
nautics Board certification of new transport routes. 
Every effort to narrow the zone of uncertainty re­
garding these policies in advance of the end of the 
war will eliminate confusion and unnecessary curtail­
ment in the conversion period. 
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INTRODUCTION 

The key financial problems of the aircraft manu­
facturing industry are not the problems of the im­
mediate present but the future problems of convert­
ing to peacetime operations. The primary purpose 
of this study is to analyze the ability of the aircraft 
manufacturers to meet the financial needs of the 
conversion period and to indicate the factors which 
will determine the magnitude of these needs. 

This investigation is limited to the major inde­
pendent manufacturers of airframes. These manu­
facturers assemble completed aircraft, the individual 
parts of which are produced by thousands of subcon­
tractors and suppliers. The airframe companies are, 

I in effect, the apex of a pyramid which consists of 
manufacturers, large and small, from almost every 
industry in the nation. The conversion of the air­
frame manufacturers to peacetime operation will 
therefore directly affect this large segment of Ameri­
can industry. 

Scope 

In part, this is a sequel to a study published a year 
ago on the Financial Position Q[ the Aircrrift Industry.! 
Financial statements based on composite 1943 state­
ments of leading airframe manufacturers are pre­
sented herein similar to the statements published last 
year. Primary emphasis, however, is placed on a 

I quantitative analysis of specific problems which may 
be encountered in the transition from a wartime to a 
peacetime economy. Thus, the 1943 financial state­
ments are used primarily as a starting point for fore­
casting the !lbility of the airframe manufacturers to 
meet the problems of conversion. 

Projected, or pro forma, balance sheetS are pre­
sented to show the effect of possible contract termina­
tion and conversion needs on the postwar financial 
position of the manufacturers. The resources which 
the airframe manufacturers will possess at the time 
large-scale war production ceases will be affected by 
many variables. For example, it is obvious that 
the length of the war and the rate at which aircraft 
production is tapered off during the war will have a 
vital influence on the companies' financial position. 
The best practical way to measure the comparative 
importance of the many interrelated unknowns is to 
make specific estimates regarding the probable effect 

•Lynn L. Bollinger and Tom Lilley, Finandal Position of the Airerafl 
Industry (Harvard Bwiness School, Division of Research, Business 
Research Studies, No. 28, 1943, out of print). 
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of each important variable and, by combining all the 
estimates in a financial forecast, to observe their in­
fluence on the over-all po.sition of the companies. 
The projected balance sheets shown herein as of the 
end of the year following large-scale contract termin­
ations are based on such interrelated assumptions. 

One basic fact about these projected statements 
must be very clearly understood. The complex cir­
cumstances which will face the airframe manu­
facturers at the end of the war make completely im­
possible any exact forecasts. The course of the war 
itself, strategic needs for various types of aircraft, 
and the multiplicity of individual company and gov­
ernment decisions which must be made after termin­
ations can be foreseen by' no one. The usefulness of 
projected statements is therefore not one of giving 
complete, accurate descriptions of what will happen. 
Business writing is littered with the wreckage of pre­
cise attempts to forecast the unknowable. 

The device of the projected statement is neverthe­
less extremely helpful and, in fact, the best available 
statistical method by which one can narrow the 
possibilities of what may happen. The projected 
statements which follow are designed to meet these 
objectives: 

(I) to indicate the financial position of the airframe 
manufacturers a year after major contract termina­
tions if reasonably optimistic assumptions are made 
regarding their cash outlays during that year; 
(2) to indicate the maximum cash outlays which 
the companies can absorb before eliminating all 
their cash in the year after major terminations; 
(3) to isolate and more accurately to define the 
major variables which will affect the companies' 
future financial position; 
(4) to provide a method or framework for studying 
conversion problems which may still be useful even 
after hindsight has indicated changes in many or 
all of the individual assumptions; and 
(5) to stimulate interest, disagreement, and further 
study of the industry's conversion problems, both 
by the companies and by public agencies. 

The attempt has deliberately been made to simpli­
fy the presentation in order that the major variables 
and their significance can be clearly presented. De­
tailed month-by-month statements based on indi­
vidual contracts have been made up and are con-



stantly being revised by the individual companies 
and government agencies for their own internal use: 
A number of such statements have been examined 
in the preparation of this study. The purpose of this . 
report, however, is to highlight the major problems 
of the industry as a whole, without presenting confi- ·. 
dential data or a multiplicity of details. 

Attention is concentrated on the year immediately 
following the end of large-scale war production. 
During this first postwar year the companies are 
likely to meet their most crucial problems in making 
termination settlements, in converting from inflated 
wartime operation, and in beginning developments 
for peacetime operation. 

Procedure 

Comparable financial data based on the individual 
statements of IO major airframe manufacturers are 
shown for the fiscal years I942 and I943· These IO 
companies are believed to represent over three­
fourths of total warplane assembly in the United 
States. The I942 statements differ from those pre­
sented in last year's study because of three minor 
changes. First, 2 of the I I companies included in the 
I942 study were merged in I943; hence, reference is 
made in this study to IO companies, although the 
data actually represent the same I I manufacturers 
referred to in last year's study. Second, since the 
required financial data for one of the companies in­
cluded in the I942 study were not available for I943, 
it was necessary to exclude this company from the 
data for both I942 and I943 and to substitute a 
company of comparable size for which data were 
available. Third, minor adjustments in the I942 
data were made to reflect slight modifications in the 
final renegotiation settlements made by two of the 
companies. 

The basic sources of the data were audited state­
ments obtained from the accounting departments of 
the IO manufacturers. Adjustments and reclassifica­
tions of certain items shown in the published state­
ments were made in order to achieve greater uni­
formity in the data of different companies. In inter-
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preting the basic information presented herein, 
advice and assistance were obtained from many well­
informed persons in the Federal Government and in 
the aircraft industry and from bankers interested in 
the aviation industry. 

Financial statements based on individual state­
ments of the IO companies were constructed. The 
methods used in deriving these statements are dis­
~ussed in Appendix A. For simplification, all data 
in the text of this study are presented as data of the 
"average airframe manufacturer." These average 
data simply represent the composite financial figures 
reduced to an average by dividing the totals by IO 

(the number of companies represented) ,1 Data based 
on ilie statements of individual companies are also 
presented anonymously in order that confidential 
data of individual companies will not be revealed. 

After a brief comparison of the 1942 and 1943 
financial statements, projected balance sheets of the 
average airframe manufacturer at the end of the 
first postwar year are presented. The resources 
which the average company will have at the time of 
termination and conversion needs are thus estimated. 
Likewise, estimates are made of the probable mini­
mum cash outlays of the first postwar year and the 
maximum outlays which the average company can 
meet without eliminating all its cash. Variations in 
the postwar financial position of individual com­
panies from the average are shown. Finally, the 
factors which will determine wheilier the cash out­
lays of the conversion period approach the minimum 
or the maximum level are analyzed. Section IV 
discusses contract termination settlement problems, 
and Section V discusses the factors influencing the 
level of unreimbursed expenditures which the com-. 
panies will absorb in the first postwar year. 

1The ten in~vid~ .companies vary subttantially in aize. How­
ever, the financial p<mtion of each of the eompanies and the problems 
each faces are aufficiendr limilar ao that the average company's 
stat~ents. aff~ a usefu measure of financial condition which, in 
~~· u ~ical of each at: the companies. Appendix B of 1M 
F~nturet<Jl PonliDN qf l/rl A.rrerqfl Jndrulry presented a detailed 
analyaia of variations of individual company 1942 statements from 
.the average. The ~eneral conclwioru atated there regarding 1942 
data. are also applicable to 1943 and 1942 statements presented 
herem. 
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CHANGES IN FINANCIAL POSITION IN 1943 

Compared with the major adjustments which the 
airframe manufacturers face in the future, the chang­
es which occurred in their financial position in the · 
year I943 seem relatively unimportant. Neverthe­
less, the additional financial resources obtained in 
I943 may be of vital importance in meeting the 
future problems of conversion to peacetime opera­
tions. By briefly examining the I 942 and I 943 finan­
cial statements of the average airframe manufacturer, 
one can obtain a measure of the average extent of 
improvement in the resources of the manufacturers 
and the average extent of increase in their obliga­
tions. Before the vital problems of conversion are 
considered, therefore, the I943 operations of the 
average company and resultant changes in its balance 
sheet position will be summarized. 

Tables I and 2 show, respectively, the income 
statements and the balance sheets of the average 
airframe company for I942 and I943· 

Return on 1943 Operations 

In I943 the average airframe manufacturer's net 
profitS after renegotiation refunds to the govern­
ment increased I8% while its sales were expanding 
86%. Hence, net profits as a percentage of sales 
decreased from 2.8% in I942 to I.8% in I943· The 
wider use of cost-plus-fixed-fee contracts was one of 
the maJor reasons for the decline in the rate of return 
on operations. These cost-plus-fixed-fee contracts 
usually provide the manufacturer with a smaller 
profit margin than do fixed-price contracts. For 
example, among ten individual airframe manu­
facturers, the range in the rate of net profit on sales 
varied from a high of 2.5% for a company using 
predominantly fixed-price contracts to a low of 
r.r% for a company using predominantly cost-plus­
fixed-fee contracts. Net profit as a percentage of 
stockholders' capital (net worth) also decreased, 
from 34% in 1942 to 31% in I943· 

Effect of Taxation and Renegotiation · 

In both I942 and I943, federal income and excess 
profits taxes were a major determinant of the level 
of net profits. As indicated in Table 3, the approxi­
mate effect of these federal taxes was to reduce profits 
72.8% in 1943 and 72.5% in I942. These percentages 
reflect the effect of federal taxation before any 
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adjustment for renegotiation refunds which were 
made under the Price Adjus~ment Act of I942 as 
amended. 

The effect of renegotiation, however, was con­
siderably less during I943· Renegotiation refunds 
to the government accounted for a net reduction 
in profits before renegotiation and taxes of only 
7·I%in 1943 versusasimilarfigurefor I942 ofn.r%. 
A principal reason for these lower refunds was the 
previously mentioned increase in the use of cost­
plus-fixed-fee contracts with their smaller profit 
margins. Moreover, voluntary price reductions re­
duced profits, and the added experience acquired in 
pricing airplanes in large-scale production enabled 
companies to negotiate prices on new contracts more 
in line with actual production costs. Hence, re­
negotiation refunds were smaller. 

Most Profits Retained in BusiMSs 

The average airframe manufacturer during 1943 
continued to forego large dividend payments and to 
conserve a large percentage of profit in the company. 
In both 1942 and 1943, only 22% of profits were dis­
bursed to the stockholders in the form of dividends, 
the remaining 78% being reinvested in operating 
assets. 

Improvements in Financial Resources 

Although the net profit earned in I943 failed to 
keep pace with the expansion in the volume of opera­
tions, the profits retained nevertheless were ample to 
strengthen the average company's financial re­
sources. As indicated in the Source and Application 
of Funds Statement in Table 4, retained net profits 
were the principal source of new funds.l The largest 
part of these funds was applied to increase net work­
ing capital ( S4,32g,ooo), the postwar tax refund 
( S2,488,ooo), and company-owned plant and equip­
ment ( S2,089,ooo). Because of these various chang­
es, in the year I 943 net working capital increased 
31%, net worth increased 3I%, and the postwar 
tax refund more than tripled. 

tTbe changes in depreciation and amortization reserves p~ded 
an additional Sr,6~6,ooo. The increased ~for amortization 
of emergency facilities constructed under ocrtificates of necessity 
f\JrnDhed about 75% of this amount. The fact that most fixed assets 
were owned by the government kept the effect of changes in taerves 
from being even larger. 



Table I. Income Stat!ment for the Fiscal\...:.~f 1942 and 1943, and Average Monthly Expense Items 
for the First Quarters, 1943 and 1~,\i 'or the Average Airframe Manufacturer' 

' 

INCOME :STATEME!'fl' 

1943 1942 
Percentare Items Amount Percentage Amount Percentaae Inc:rease in 1943 

(In thousands) of (In thousands) of over 1942 
Net Sales Net Sales 

NET SALES: 
36·74% S160,543 55·42% 23.21% Fixed-Price Contract> .•..••••••••••••••••••• $197,798 

Cost-Plus-Fixed-Fee Contracts ...•.•......•••• 340,579 63.26 129,159 44·58 163.69 

Total Net Sales •.••••••••.••••••••••••••••• S538,377 IOO.OO% S289,702 too.oo% 85.84 

OPERATING ExPENSES: . 
Fixed-Price ContracU •••••.••.••..•••••••••• S•67,no 31·04% &136,198 47-0I% 22.70 
Coot-Plus-Fixed-Fee ContracU ..•.•...•...••• ~ 335·367 62.29 123,271 4•·55 172-06 ---
Total Operating Expenses ................... 5502>477 93·33% 5•59·469 89.56% 93·66 . --- ---
Operating Profit •••••..•..•••••.•••••.••.••• s 35,goo 6.67% s 30,233 10.44% 18.74 

Onma INco~m (NET) ......................... go* o.o.t• 234 o.o8 ..... ---
NET INcoME BEFORE FEDERAL INcoME AND ExCESS 

PRoFITS TAXES ............................. S 35,810 6.65% s 30,467 10·5•% 17-54 

PRoVISION POR FEDERAL INcoME AND ExcESS 
PltoPITS TAXES (NETOPPOSTWARRuuND) .... 26,152 4-86 22,303 7·70 '7·•6 

NET PltoPJT ................................. s 9,658 1.79% s 8,164 o.So% 18.30 

I>IsPosmON OP EARNINGS! 
Percenta~tt of Percentaae of 

Net Profit Net Profit 

Dividends Paid ••••..•.••••••••••••.•••••••. s 2,156 ••·3•% s r,8o8 ••·15% Provision for Postwar and General Contingencies 4·•57 44·08 3,306 40·49 Balance to Surplus .•••••.••.•.•••••••••••.•. 3·•45 33-Go 3,050 37·36 ---
Total Net Profit .......................... s 9,658 Ioo.oo% s 8,164 IOO.oo% 

AVERAGE MONTHLY EXPENSES FOR WAGES, SALARIES, AND MATERIALS 

Wage and Salary Expense ................................... . 
Material Expense .......................................... .. 

Total ••....••.•...•.•..••• · ••• ·.·•··•••··•·······•••···•·•• 

"'ther deductions (net), 

Amount (In tbousanda) 

Fint Quarter, 1944 

Sr6,170 
26,86o 

S43,030 

Fint Quarter, 1943 

S12,393 
14,865 

So7,258 

1Theae statem~te were derived by c;9mpillng composite ~ for ten compani~ and then dividlnr each aurerate dollar amount by ten to obtain the reaults 
for the "average airframe manufacturer. The figurea were ad'uated to show the eHec:t !lf renegotiation under tbe Price Adjustment Act of 

1942 
u amended. by 

Section 101 of the Revenue Act of 1943- Net profits are shown before the deduction of ProVlllioDI for PQitwar and reneral cootlnrenclee. 

Improvement in Inventory Position 
An improvement in the average company's over­

all inventory position is indicated by the improved 
relationship of inventories to monthly operating 
expenses as shown in Table 5· This relationship 
indicate; that approximately 3·4 months of inventory 
were on hand at the end of 1943, compared with 

3 9 months at the end of 1942. It should be remem­
b~red, though, that such a_ratio co~ceals the_possible 
unbalanced condition of mventones; that 1s, some 
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individual material items are overstocked and others 
underst~cked. The managements of most of the 
compames have been devoting considerable time 
and ~ffort to the solution of these inventory problems, 
parncul~rly the disposal of surplus and obsolete 
~ventones. As a result, the condition of inventories 
~~ undoubtedly becoming more nearly balanced as 
time passes. · 

In some respects the relative decrease in company­
owned inventories indicated below ·also might be 



Table 2. Comparative Balance Sheets of the Average Airframe Manufactur< •: End of Fiscal Years, 
1942 and 1943t ) 

(In thousands) 

ASSETS 

CURRENT AssEn: 
Cash, Unrestricted ..••.••.••.••••••.... 
Cash, Restricted •.•••..•......••.••...• 
U.S. Government and Other Marketable 

Securities •••••..•••••.•.•.•••••.••.• 
Accounts Receivable: 

U.S. Government Fixed-Price Contracts 
U.S. Government Cost-Plw-Fixed-Fee 

Contracts (unreimbursed expendi­
tures, accrued fees, and advances to 
subcontractors under cost-plus-fixed~ 
fee contracts) ••.•....••••.••••••... 

Miscellaneous U. S. Government and 
Other Accounts Receivable ••.....••. 

Total Accounts Receivable •••...•••.•. 

Advances to Vendors ••..••....••....... 
Inventories: 

Raw Materials and Supplies ••••••...... 
Work-in-Process ••.•.....•........•... 

Total Inventories ••.....•.........•... 

Total Current Assets •••.••.•.•.•..•••... 

PLANT, PROPERTY', AND EQ.UIPMENT: 

1943 

s 26,782 
13,350 

19>416 

s 19,729 

80,221 

7>249 

$107,199 

551 

s 26>476 
r8,Uth 

s 45>357 

5212,655 

Regular Facilities (other than emergency 
facilities)............................ S 5,361 

Emergency Facilities Constructed under 
Certificates of Necessity... . . • • • . • . . . • • 7,414 

Gross Plant, Property, and Equipment..... S 12,775 
Less: Reserve for Depreciation and Amor-

tization. • . . . . . • • • • • . . . • . • . • . • • • • • • • . 4,6g8 

Net Plant, Property, and Equipment. . . . . . • S 8,077 

EXPENDITURES UNDER EMERGENCY PLANT 
FACILITIES CoNTRACTS, NET OP AMORTIZA· 
TION •••••• , oo o,, o o o o,. o. o•. o •• ,, ••• oo •• 
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PostWAR TAX R.EPmm ••.•••••.•••••••••• 3>473 

DEPE.RltED CHARGES AND MisCELLANEOUS 

AssEn •••.•...••.••••••••••• · • • · .••• · · 1,821 

TOTAL AssE'Ill (CoMPANY-OwNED).. . . . . . • . $226,836 

GOVERNMENT-OWNED ASSETS: 

s 27,096 
15,759 

5,613 

s 18,992 

46,717 

3>594 

s 69,303 

1,218 

S ·Ig,IOI 

27,933 

s 47,034 

S166,o23 

s 5·199 

5>4B7 

s 10,686 

3>042 

s 7>644 

3>923 

985 

t,68o 

S18o,255 

Goomzrnent·Owned l1Wtr1tories (under cost-plus-
jixed.jte contracts)..................... 112,268 67,191 

GoV11711111111·0wnd Plont, Property, and Equip. 
mmt. . . . . . • . • . • • . . • • • • . . . . . • . . • • . . • • 74,258 38,766 

TOTALGOVERNMENT-OWNEDASSETS $186,526 S1o5,957 

considered as an improvement in the average 
company's financial position: 

1!}43 
AmoiDll Peremlage 

(in thou- of 
>antis) Toto! 

l!J4R 
Amowat Percentage 
(in thou- of 
sands) Toto! 

Company-owned in· 
ventones S45,357 28.8% S47,034 41.2% 

Government-owned inven-
tories (under cost-plus-
fixed-fee contracts) 112,268 71.2 67,191 58.8 

Total inventories S157,625 1oo.o% $114,225 1oo.o% 
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LIABILITIES 

CURRENT LIABILITIES: 
Due Creditors other than U.S. Govern­

ment: 
Accounts Payable and Miscellaneous 
Current Liabilities .•.••.•••••••.... 

Wages and Salaries Payable .•........ 
Notes Payable to Bankt ••...•....•... 
Provision for Ta."':es other than Federal 

Income Taxes o •••••••••••••••••••• 

Advances other than U.S.Government 

1943 

s 37,861 
6,255 

16,720 

4,613 
258 

Total. • • • • . • . . . . . . . . . . . . • • • • . • . . . . S 65,707 

Due U.S. Government: 
Provision for Federal Income and Ex-

cess Profits Taxes ....••.•.....• o •• 

Refunds Due U.S. Government •••... 
Uo So Government Advances and Prog-

ress Payments ••... o •••••••••••••• 

Total............................. S128,817 

Total Current Liabilities.... . . . . . . . . . . . $194,524 

NONCURRENT LIABn.rrms: 
~ ~ under Emergency Plant Fa-

cilities Contracts .••...... o • o ••.••••••• s 470 
Other Noncurrent Liabilities ••...•..••. ... 
Reserves for Specific Liabilities •...•.••. 311 

Total Noncurrent Liabilities ........•... s 781 

NET WoRTH: 
Reserves for ·Postwar and General Con-

tingencies .•......•... o ••••••••••••• s 8,699 

Capital Stock and Capital Surplus •••.•• 8,a6o 
Earned SurplUI ••..........••.•.•..••. 14,472 

Total Net Worth ........•......•...... s 31·531 

TOTAL LIABILITIES (DIREcr) ....••.•..••. 8226,836 

s 21,509 
3,883 
4t291 

2,288 
2,957 

S 34,928 

s 23,693 
31,656 

61,944 

S117,293 

1152,221 

s a,699 
68 

221 

s 3,988. 

s 4>690 

8,513 
10,843 

s 24·046 

S18o,255 

tThia balance sheet was derived by compiling composite figures for ten 
companies and then dlvidin&: each aggregate dollar amount by ten to obtain 
the results for the "average airframe manufacturer." 

Informed op1ruons differ regarding the relative 
risks of termination losses on government and com­
pany-owned inventories.' The decrease in the latter 
probably does to some degree indicate a lessening of 
risk. As measured by the relationship of net working 
capital and inventories in Table 6, the company's 
ability to absorb termination losses on total inven-

lAn analysis of the types of risks involved in terminations or fixed­
price and cost-plus-fixed-fee contracts is stated in Section IV. 



Table 3. Approximat~Effect of Renegotiation on the Average Airframe Manufacturer• Fiscal Years, 
\ 1942 and 1943 

\ Percentaae of Profit bd'ore 
Amount (In thousand•) Renea;otiation and Federal 

' Items Tax .. 
' ' 

1943 1942 1943 1942 

Profit before Renegotiation and Federal Taxes ••.••.•••••••••••••••.•••••••••••••••.• S4l!,u5 S49,813 1oo.o% IOO.O% 
Lus: Estimated • Federal Income and Excess Profits Taxes on Profit before Renegotiation 36,125 72.8 35,029 72·5 --- --- --- ---
Net Profit If No Renegotiation Refund Had Been Paid ••.•••••••••••••••...••..••..•.• S13,o86 $13,688 27-2% 27·5% 
Lus: Estimated• D=ease in Net Profit to Allow for Gross Renegotiation Refunds of 

3.428 St2,305,000 in 1943 and Stg,346,ooo in 1942 ... .................................... 5·524 7·1 II. J 

--- --- --- ---
Net Profit after Renegotiation •..•••.•••••..••....••.•....••.••••••.•.••••••••..••• s 9,658 s 8,164 20.1% 16.4% 

lED.ct fignree were not avaUable for eeveral companlee. 
Nom: Thll statement indicates the approximate net effect of reaegotiatloa on net profit& Thus. net profitlue fint lhown approslmately u they would have 

been bad no reneaotiation refunds been made. The $12,30S.ooo ill 1943 and the $19,346,ooo In 1942 of 11'081 renegotiation refunda dec:reued net pro6U only by u 
additional $3.428,ooo and $S.52,..ooo, respectively, becauae the remainder would have been paid u tase1 if e:anWlp had DOt been reduced by renea:otlatlOD. 

Table 4. Analysis of Source and Application of Funds for the Average Airframe Manufacturer• Fiscal 
Year, 1943 
(In thousands) 

Fundi Provided 

By Increase in Net Worth: 
Net Profit, before deducting Provision for Postwar and 

General Contingencies •••••••••••••.•••••••••.•.• 
Lus: Miscellaneous Adjwtrnents .••••..••••••••••••.. 

Total Increases in Net Worth •••••••••.•.••••••.•.••. 

By Increase in Depreciation and ~ortization Reserves . ... 

Total Funds Provided •••••.•••••...•••..•..•••..•.••.. 

S7,502 
17 

S7,4ll5 

1,656 

Sg,I41 

Fund1 AppUed 

To Increase Net Working Capital .•.•••••.•••••.•••••• 

To Increase Postwar Tax Refund ••••••••••••.••••••••• 

To Increase Fixed Assets .•••.•.•.••••••••••••••••••••• 

To Increase Deferred Charges ••••••••••.•••••••••••••• 

To Other Miscellaneow Uses (Net)' ••••••••••••••.•.•• 

S4,329 

2,4118 

. 2,o8g 

141 

94 

TotalFundsApplied.............. •.••. ••• . . •• •• .• •• • $9,141 

sThia adjustment results from a $n6,ooo decrease in bank loans u~er Emerzency Plant Fadlitiea contractt, net of the reduction 1D the uarelmbuned. ezpeDCtl­
turea under auch coutracta. and a $22,ooo incn:aae in other DODCUil'ent liabilities. 

Table 5. Relationship of Inventories to Monthly 
Expenses for the Average Airframe Manufacturer• 

End of Fiscal Years, 1942 and 1943 

It.ema 1943 1942 

Total Inventories,- including Gov-
emment-Owned Inventories 
(under cost-plus-fixed·fee con-
tracts) ••••••.••••••••••••••• S158,ooo,ooo s 114,000,000 

Estimated Monthly Rate of Oper-
ating Expenses at End of FIScal 

4fi,ooo,ooo 2g,ooo,ooo Year •••••••••• ••••·•••• • • • · • 

Ratio of Total Inventories to Esti-
mated Monthly Rate ofOperat-
ing Expenses ••••••••••••.•••. 3·4 3·9 

Non· A almllar computation baaed on cost of ealea for the full fiscal yean, and wu not made becau.e it would be milleadlna:. Salea and COIU 
~fbe fin:~ of 1942 and 1943 were low In relation to the rate of lllllel and 
COfia at tbe year cod and could not properly be compared with ynr-end. in· 
YCllloria. 

noted bat sima ted operatinle:xpeneea lttelude aomeexpentes not 
It ahojdt, ~venro:aea tbou&h the amount ia amalL In addition, operatlnl a­

char'4~ude ezpenditUrea under coat-plua-fixed·fee contracta, while only coata 
=ble to clcllveria are lncluded in opcrat.in1 cpenaea under fixed-price ..,..,..... 
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Table 6. Relationship of Net Working Capital 
and Stockholders' Capital (Net Worth) to In• 
ventories for the Average Airframe Manufacturer• 

End of Fiscal Years, 1942 and 1943 

Item a 1943 1942 

Net Working ~pita! as a Percen:/e of: 
lnventortes, Co:f'any-Own 39·97% 29·34% Inventories, To llo50 12.o8 

Stoekholden' Capital (Net Worth) as a 
Percentage of: 

Inventories, Comrany-Owned. 69.5• 51.12 
Inventories, Tota 20.00 21-05 



tories changed little between 1942 and 1943, but the . 
ability to absorb losses on company-owned inven-
tories substantially improved. · 

, 
Balance Sheet Interrelationships Virtually 

Unchanged 

In spite of these improvements, the basic financial 
characteristics of the average airframe company 
changed little in 1943; in effect, it simply became a 
larger company. The absolute magnitude of most 
assets and liabilities increased, but their relative size 
remained approximately the same. 

Clwnges in Financial Ratios 

The more common financial ratios shown in Table 
7 changed only moderately between 1942 and 1943.1 

Net worth and net working capital as a percentage 
of sales declined appreciably because of the large 

I; 

increase in sales. The dec: ope is smaller, however, if 
the postwar tax refund is : dded to current assets, as 
it may be at the time oflarge-scale contract termin­
ations.2 On the other hand, the current ratio (cur­
rent assets divided by current liabilities) was un­
changed at 1.09. Similarly, in both 1942 and 1943, 
cash and marketable securities comprised approxi­
mately· 28% of total current assets and were suf­
ficient to meet about one-third of total current lia­
bilities. a 

Large Government-Furnished Fixed Assets and Working 
Capital 

The average airframe manufacturer continued to 
occupy a position almost unique in American in­
dustrial history by having an overwhelming pro­
portion of its plant, equipment, and working capital 
supplied by the Federal Government. The gross 

ITable 7, in addition to giving these ratios for the average airframe 
company, also shows the hil!hcst and the lowest ratios for the 10 
compames studied. The vanations from 1942 to 1943 in the range 
or these ratios were not generally significant. . 

JThe technical factors determining the thne wbeo the postwar tax 
refund will be available for company we are outlined on p.32. 

•Cash and marketable securities include restricted cash which can 
be used only to meet expenditures for specific contracts. 

Table 7. Financial Ratios of Airframe Manufacturers: End of Fiscal Years, 1942 and 1943 

Average Company Ran&e for Ten Companies 

Items 
1943 19.U 

1943 1942 
High Low High Low 

Current Ratio (Current Assets to Current Liabilities) ••••••• 0 •••• o •••••.• r.og 1 o09 '·'7 lo03 1.17 I,OJ 

Stockholders' Capital (Net Worth) asaPcrcentagcofNetSales .•.•••••••• 5o86% 8.30% 7·4•% 2.76% 10.22% 6.29% 

NetWorking CapitalasaPcrcentageofNetSaleso ........... o ••••••.••• 3·37% 4·76% 5·11% '·5•% 6.87% 0.78% 

N~ ':~=~~i:rlJ!~~~~~-~~to~~~~~~~~~~-~ ~~r.e:'~.~·e·t! 4.01% 5·•o% 5·67% ••• 8% 7·o6% o.87% 

Table 8. Analysis of Plant, Property, and Equipment Operated by the Average Airframe Manufacturer: 
End of Fiscal Years, 1942 and 1943 

1943 1942 
P~tage 

Item a Percentage Amount Percentaae ln....,. 
Amount of Total (ln tboi18B.Dda) of Total In 1943 

(in thousand•) Plant Plant over 1942 

Company-Owned Plant, Property, and Equipment: 
s 5·361 6oo9% s 5·'99 9o71% 3o••% Regular Facilities, Gross Value . ......................... 

Emergency Facilities, Gross Value ....................... 7>4•4 8o42 5·487 10.25 35·•• 

Total Company-Owned Plant, Property, and Equipment ••• 512,775 14·51% S•o,686 •9·g6% '9·55 

Government-Owned Plant, Property, and Equipment, Gross 
Value and Gross Expenditures under Emergency Plant Fa-
cilitics Contracts' .......... o ••••.• o ... o ............... o 75,281 85.49 42·844 8o.04 75·7' 

Total Plant, Property, and Equipment ... o ......... o ••••• SBB,os6 Ioo.oo% Ss3,530 :oo.oo% ~-50 

IThe fadlltlea repreecnted by the expenditure~ under Emeraency Plant Facilities contracts are Included with aovernmeDt-owDed plant fadUUea even thouab 
title nominally remalna with the company until the full coat is relmbuned by the aovernment. 

II 



Table 9. Current Liabi).ities and Net Working Capital Compared with Total Current Assets Cor the 
Average Airframe Manufacturer: End of Fiscal Years, 1942 and 1943 . 

Amount Percentage of Total 
Items (In thousandl) Current Aaleta 

1943 1042 1043 1043 

Due U.S. Government: 
Provision for Income Taxes and Refunds Due U.S. Government .................. ··. s 58,538 s 55.349 27·53% 33·34% 

Advances aniProgress Payments Due U.S. Government ........••.....•..•........•. 70,279 61,944 33·05 37·31 

Total Due U.S. Government ...........•.•••.............•••..................... S128,817 Su7,293 6o.58% 70.65% 

Due Other Creditor.: 
s r6,720 s 7-86% 2·5ij% Loam Payable to Banks •..•...•.•.•.•••••••••••••••••••.• , .....•..•.....••.•..•• 4,291 

Advances Other than from U.S. Governmeot ....................••.......••.....•• 0.12 258 2,957 •. 7 
All Other Current Liabilities ..••......•••.•.........••.......••......•......•.•. 48.7•9 27,68o 22-91 16.67 

Total Due Other Creditor:11 •........................•..•..................•...... s 65.707 s 34·9•8 30.8g% 21.04% 
--

Total Current Liabilities •.••..•..••••••........••.......•••••..••.•..•.•..••••.•• 5194,524 Sr52,221 9' ·47% 91.6g% 

Net Working Capital (company's equity in curreot assets) •........•.....••............ r8,131 13,8o2 8.53 8.31 ---
Total Current Assets •••••••••••••....••••••.••••••••••••••.••••••••••••••••••••.. So1o,655 $166,023 Joo.oo% Joo.oo% 

value of plant, property, and equipment operated 
by the average company increased approximately 
65% during 1943, as shown in Table 8. With the 
largest part of the increase occurring in the govern­
ment-owned category, the percentage of total plant, 
property, and equipment furnished by the govern­
ment increased during the year from So% to 85%· 

The share of total working capital supplied directly 
by the Federal Gover:nment decreased appreciably 
in 1943, but the decrease was minor if government­
guaranteed bank loans are considered as indirectly 
supplied government capital. Table 9 shows that 
the percentage of current assets provided directly 
by the government declined from 71% in 1942 to 
61% in 1943. Since most bank loans outstanding 
are guaranteed by the government, they may be 
considered in effect as an alternative to additional 
government advances. If these bank loans are con­
sidered as government-furnished funds for both 1942 
and 1943, the amount of working capital supplied 
by the government declined only modc;rately, from 
73% to 68% of current assets.. . . 

Actually, the government IS supplyrng an addi­
tional amount of working capital through the use of 
cost-plus-fixed-fee contracts. Company receivables 
include the expenditures under cost-plus-fixed-fee 

contracts for which the company has not been reim­
bursed. They do not, however, include the inven­
tories under such contracts, for which the average 
company has already been reimbursed by the gov­
ernment. If at the end of 1943 this reimbursed por­
tion of inventories is taken into account, approxi­
mately 72% of the current assets were furnished by 
the government. The comparable figure for the end 
of 1942 was 76%. 

Future Changes in Financial Characteristics 

The future will undoubtedly bring more sub­
stantial' changes in the basic financial position of the 
average airframe manufacturer. For example, as 
expansion tapers off in 1944, the increased working 
capital obtained from retained profits will probably 
not be matched by large increases in all categories of 
assets and liabilities. The company's resources may 
gain without corresponding increases in its obliga­
tions_. Later, when the need for large-scale war pro­
duction ceases, the shrinkage in the airframe in­
dustry will inevitably create a basic change from 
the wartime financial characteristics of the industry. 
The remaining sections of this report will consider the 
nature and magnitude of these future changes. 
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III ,, 
PROJECTED BALANCE SHEETS AT THE END OF THE FIRST'POSTWAR YEAR 

The crucial question about the financial position 
of the airframe m;;~nufacturers is not what their 
balance sheet is today but what it may be after most 
war production contracts are canceled. To present 
possible answers to this question, assumptions have 
been made regarding future events, and projected 
pro forma statements for future dates based on these 
assumptions are presented below. 

In the preceding section, the I 943 balance sheet 
of the average company and ratios based oil this 
balance sheet were shown. Such static balance sheet 
ratios can be of only limited usefulness, however,. in 
pointing out the problems of the future. For ex­
ample, by the time any such statement is published, 
it is out of date; any quantitative measure of the 
financial problems of reconversion must take into 
account profits made since I943· Then, during the 
period of contract terminations the various assets and 
liabilities will be liquidated at varying times. Even 
more important will be the flow of cash expenditures 
which will continue after major contract termina­
tions. To reflect these interrelated elements, it is 
necessary to project operations into the future, using 
the varying assumptions which appear most reason­
able in the light of current knowledge. 

For purposes of financial forecasting, it has been 
assumed that large-scale aircraft production will be 
moderately curtailed during I945 and will cease by 
December, I945· Obviously, industry and govern­
ment leaders responsible for meeting the problems 
of conversion to peacetime operations must be pre­
pared for an earlier end of wartime production. On 
the other hand, the progress of the war, particularly 
in the Asiatic theater, could require large-scale 
aircraft production well after I 945· The forecast of 
an end of large-scale production in December, I945, 
however, appears to be a useful assumption for 
present purposes. 

Attention is concentrated on the year following 
major terminations, the year I 946, because this ap­
pears to be the crucial period. By the end of that 
year, major cash outlays for conversion will have 
been made, and yet stabilized peacetime operations 
are not likely to have been established. And unless 
the tax law is amended, refunds under the loss carry­
back provisions will not have been converted into 
cash. 

First, projected balance sheets of the average air­
frame manufacturer as of December 3I, I946, are 

presented and their significance is discussed. Second, 
the projected I946 financial position of the ten indi­
vidual manufacturers is analyzed through a presenta­
tion of the variations of each company's statements 
from the average. Last, the ways in which conditions 
may differ from those assumed are outlined and the 
factors listed which may improve or weaken the 
manufacturers' projected financial position. 

Final Balance Sheet, Year after End of War 
Production 

In summary form, Table IO shows the average 
airframe manufacturer's balance sheet on three 
bases, one being the actual balance sheet at the end 
of I 943, the other two being projected balance sheets 
one year after large-scale contract cancellations. 
The two projected statements differ only because of 
differing assumptions regarding two key variables: 
(I) the extent oflosses incurred in making contract 
termination settlements; and ( 2) the extent of the 
unreimbursed cash expenditures made during the 
year following the end oflarge-scale war production.l 
In all other respects, the two projected balance 
sheets are based on identical assumptions; i.e., they 
both reflect the same estimates of cash profits re­
tained from continued wartime operations, of tax 
benefits received, and of liquidation of wartime 
current assets and liabilities. The basic assumptions 
underlying both statements are summarized in the 
note following Table IO, and the detailed adjust­
ments made in deriving the statements are shown in 
Appendix B, pages 38-44. 

The reasonably optimistic balance sheet (column· 
2 in Table Io) shows the average company's financial 
position a year after major contract terminations, if 

lJn the two projected balance sheets, these two facton are vm:ied 
while reasonable uniform assumptions are made for all oth_er posstble 
variables. It would be possible, of course, to make max1mum. and 
minimum estimates for all the many variables involved and denve a 
"best possible" and a 11worst possible" bal~ce sh~ .. Such a com .. 
bination of all the best possible or worst poss1ble conditlons, ~owever, 
is not likely to occur. Moreover, the primary purpose of~ report 
is to outline the nature and importance of contract temunatlon and 
conversion problems. 

In contrast to such unknowns as the duration of the war, termina­
tion losses and post-termination expenditures are to a considerable 
degree within the control of the manufacturers and the g?vernmc:ztt. 
Later, in Sections IV and V, the nature of the factors mfl.uencmg 
termination and conversion losses is outlined. The purpose of the two 
projected balance sheets is to show quantitatively the importance of 
termination and conversion losses and the results of extreme assump­
tions rrgarding their magnitude. 



Actual Bahlce Sheet on December 31, _1943, and Projected B~ance Sheets on December 31, 
. \ 1946, of the Average Airframe Manufacturer 

Table 10. 

{ I (In thousands) 

Items 

E.s'l'nlATED TERMINAnON LossEs AND UNREn.mURSED ExPENDITURES IN YEAR. 1946 
UPON WHICH BALANCE S~TS Au BASED: 
Termination Losses ••• : J ...................... ;· ....................... . 
Unreimbursed Expenditures ...•.•.•..•••.••••••••..••.....•.••••••••••••• 

BALANCE SHEET ·Accoti'NTS: 

Assets 
CtnutENr As=: . . . 

Cash and Marketable Securtties •.••...••••••• , .•. , ••••••...•••••.•••••••• 
Accounts Receivable ............. :. 1 •••••••••••••• • •••• • • • • • • • • • • • • • • • • • • • 

Inventories ........................ ..... ~: ... ......................... . 

Total Current Assets ................................................... . 

FEDERAL TAX REFUND CLAlMll .... 00 00.00 00 00 00 00 00 00 00 00 00 00 00.00 00 00 00 00 0 

PonwAR TAX REFUND ............................. : ...................... . 
PLANT, PROPERTY, AND EQ.UIPMENT 1 LESS RE.s:ERVE FOR DEPRECIATION AND Al.iORTIZA· 

TIONI , •• , , , , , , , , • , •• , • , , , ••• , , , , , , , , , , , , , , , , • , , , o • • , , , • • • • • • • • • • • • • • • • 

CAPrrALIZED DEVELOPMENT ExJtENDrrURE.S ••••••••••••••••••••••••.•••••••••••• 
Dul!RRED CHARGES AND MisCELLANEOUS Asstm. 0 0 • 0 0 0 0 • 0 ••• 0 0 • 0 •• 0 0 •• 0 0 0 0 ••• 0 0 • 

TorAL AssETs ••••••••••••••••••••••••••••••••••••••••••.••••••••••••••••••. 

<::u.u.mn- LwilLlTtES: 
LUthilitiu 

Accounts Payable and Miscellaneous Current Liabilities •..••.•..••.•..•..••••• 
Provision for Federal Taxes and Refunds Due U.S. Government ............. , •. 
Advances, Progress Payments, and Bank I.oans ••...•..•.••..•••..•••.••••.•• 

Total Current Liabilities •••.•..•.••.••.•••.••••••....••••••.••.•...••.•.. 

NONCURRENT LwilL1Tll!ll. 0 ••• :. 0 0 •• 0. 0. 0 •• 0 0 0. 0 0 0 0 0 0 0 0 0 0. 0 ••• 0 ••• 0 • 0 0 0 0 0 0 0 0 

NET WORTH ............................................................. . 

TorAL LwilLlTtES ......................................................... . 

NETWORKING CAPrrAL (CuRRENT AssETS LESSCUI!.RENT Lwitl.lTIES) ............ .. 

Projected Balance Sheet~ December 31, 
1946 (year after auumed end o( war 

production) 
Actual Balance SboetJ-----..::::::;:==----­
December Jl, 1943 

s 59.5¥1 
107,750 
45.357 

S212,655 

0 0 •• ••• 

3·473 

8,887 
.. ••••• 0 

z,S:n 

1226,836 

s ¥1,72§ 
58,53 
87,257 

St94,524 

781 
31·531 -

S226,836 -
S r8,r3r 

"'Reuonably 
Optlmilltic'' 

Balance Sheet 

s 1,103 
11,200 

S1A,8o4 
,o81 

4-536 

130-421 

9.645 
0 •••• 0. 

3·299 
2,800 

455 

S46,6oo 

s 2,436 . . . . . . . 
4·363 

$ 6,799 

78 
39·743 

S46,62o 

523,622 

"Out~-Cuh" 
Balance Sheet 

•• 0 •••• 

s 8,o8t 
4-536 

Sr2,617 

20,301 ....... 
4,18g 
7,251 

455 

S44.813 

s 2,436 ....... 
4·363 ---

s 6,799 

78 
37.936 

544,813 

s 5,8r8 

*If unrelmburaed ezpendlturea are kept at t~8,~2oo,ooo "reasonably optimistic'' level and termlnatloa.IOIIellDcreue to l18,oo7,ooo, a llmllar "out..of<a~b .. poeitlon wW result. See Appendix B, p. 38. for ad balance lheet baaed on thete aaumptlona. 
a For convenience, aped lie balance sheet data are used herein. The average company balance ebeet wu derived from the publllhed. etatement. of ten companlet, 

most but not all of whicb clolle their fiacal year on December 31. Hence, a minor CITOr il involved in deacribina: the 1043 baiaDce aheet u a December 31 H&temeat. 'Includes expenditures made under Emergency Plant Facllltiea c:ontracta, net of amonizatlon. 

Note to Table 10 
The detailed methods used in deriving the pro­

jected balance sheets shown above are set forth in 
Appendix B, pages 38-44: Herein ar~ summarizt;<~ the 
more important assumptions on which the proJected 
statements are based. The assumptions applicable to 
both the "reasonably optimistic" and the "out-of-cash" 
statements are stated first. Then the assumptions regard­
ing the I 946 level of unreimbursed expenditures and 
termination losses which are applicable only to the 
"reasonably optimistic" balance sheet are stated, fol­
lowed by the assumptions applicable only to the "out-of­
cash" balance sheet. U ruler each statement of assump­
tion, relevant specific data of the average airframe manu-
facturer are shown. . 
1 Assumptions Applieable to Both thl "Riaso1111bly Optimistie'' 
• and the "Out-cif-Cash" Balance Shiels 

December 3 I, 1945, but cutbacks and partial cancella­
tions will reduce 1945 sales so% below the 1944 level. 
Retained profits (net profits less dividends) in 1944 will 
be the same as in 1943, while cutbacks and partial cancel­
lations will reduce 1945 retained profits to so% of the 
1944 level. Final termination settlements on contracts 
partially cancelled in 1944 and 1945 will be made before 
December 31, 1945, but further large-scale cancellations 
will not occur until that date. 

Specific data, average airframe manufacturer: 
Year Profits Retained 

1943 
1944 
1945 

(net profits less dividends) 
S7.50li,OOO 
S7,soo,ooo 
Ss,?so,ooo 

II. During 1944 and 1945, an amount equivalent to 
Continued Warti11UI Operations • • . . 40% o~ to~ depreciation and amortization cha;ges for 

1 • Large scale wartime operations will contmue until the penod will be expended for new plant and equ1pment. 
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Specific data, average airframe manufacturer: 
· Total depreciation and amortization 

charges, 1944 and 1945 S4,ooo,ooo 
Expenditures for new plant and 

equipment $1,6oo,ooo 

IT111T14diau Postwar T a:< Benefits 

I. Before December 31, 1946, the airframe manu­
facturers will convert their postwar tax refunds into cash 
at a 5% discount. These refund certificates become 
negotiable after the declared cessation of hostilities; be­
cause they pay no interest and will mature at varying 
periods several years hence, they would have to be sold at 
a discount. Approximately the same effect on cash 
would result if the company borrowed 95% on the face 
value of its refund certificates. 

Specific data, average airframe manufacturer: 
Postwar tax refund carried on balance 

sheet, December 31, 1945 S7,568,ooo 
Amount converted into cash S7,19o,ooo 

2. The amortization of emergency facilities construc­
ted under certificates of necessity will be recomputed 
after the cessation of hostilities in such a manner as to 
amortize fully the cost of these facilities. As a result, 
the federal taxes on 1945 profits paid in 1946 will be re­
duced and refunds claimed for prior years' taxes. It is 
further assumed that government payments under emer­
gency plant facilities contracts will be accelerated. 

Specific data, average airframe manufacturer: 
Increase in net working capital result­

ing from accelerated amortization 
and accelerated payments under 
emergency plant facilities contracts $1 ,o4g,ooo 

Increase in tax refund claims ( consid-
ered a noncurrent asset) $I,II6,ooo 

Liquidation of Current Assets and Liabilities 

1. By December 31, 1946, all federal tax liabilities and 
renegotiation refunds will be paid. All other current 
assets and liabilities will be reduced to levels considered 
normal for a volume of sales equal to 5% of the 1944 
level. 

2. By December 31, 1946, final termination settle­
ments will be made on all cancelled contracts. Prior 
to final settlements, government advances or bank loans 
up to go% of total termination claiiDS will be available 
to the companies. 

II. Assumptions Applicable Only to "Reasonably Optimistie" 
Balaru;e Sheet. 

T mnination Losses 

The net loss on termination settlements will be limited 
to I% of total inventories on December 31, 1945, in­
cluding government-owned inventories connected with 
cost-plus-fixed-fee contracts. Inventories on December 
31, 1945, are estimated to be go% lower than actual in­
ventories on December 31, 1943· The loss on termina­
tions excludes any loss arising from disallowance of post­
termination expenses. 
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, average airframe manufacturer: 
total company-owned and 

ld ~e i ment-owned in'\entories, De-
'ncies; er 31, 1945 · ;) $110,340 
U.e n ermination losses ( •% of total 

t • ) . I 
\Ce en ones . , s 1,103 

UnrtC rsed Expenditures 

tfto einlbursed expenditures during the year 1946 will 
tot · 2% of the war peak level of annual expenses. Un­
re ursed expenditures include all expenditures for 
whi h the companies are not reinlbursed during the year 
eithe • by the government or by commercial customers. 
For example, they include unreinlbursed "momentum" 
or "slow-down" expenses incurred after major termina­
tions, unreinlbursed expenses incurred in the promotion 
of future business, and unreinlbursed expenditures for 
developmental work and for plant equipment. 

Part of these expenditures will be charged to current 
operations, reducing net worth, and part will be capi­
talized, increasing fixed assets and capitalized develop­
mental expenditures. It is arbitrarily assumed that 
70% of total unreinlbursed expenditures will be charged 
to current operations, 25% will increase capitalized 
developmental expenditures, and 5% will increase fixed 
assets. 

Specific data, average airframe manufacturer: 
War peak annual expenses (estimated 

total expenses in year 1944) S56o,ooo,ooo 
Total unreinlbursed expenditures(2% . 

of war peak annual expenses) S 11,2oo,ooo 

T a:< Refund Claims 
In 194G claims will be accrued for federal tax refunds 

under the loss carry-back and excess profits credit carry­
back provisions of the law. On December 31, 1946, these 
tax refund clainls will be carried on the books as a non­
current asset. 

Specific data, average airframe manufacturer: 
Federal tax refund claiiDS due to loss 

and excess profits credit carry-
backs in 1946 S8,257,ooo 

III. Assumptions Applicable Only to "Out-of-Cash" Balance 
Sheet · 

In deriving the "out-of-cash". balance sheet, adjust­
ments are made identical in nature to those made in 
determining the "reasonably optimistic" balance sheet. 
The magnitude of unreinlbursed expenditures, however, 
is increased to a level sufficient to reduce the companies' 
cash balance to zero. The magnitude of termination 
losses remairui unchanged at the "reasonably optimistic" 
level. In this manner is indicated the maximum level 
of unreinlbursed expenditures which the companies' cash 
balance could sustain. 

Specific data, average airframe manufacturer: 
Total unreinlbursed expenditures $2g,oo4,000 
Net termination losses (same as 

reasonably optimistic estimate) S I,103,ooo 
Federal tax refund claims due to 

loss and excess profits credit 
carry-backs in 1946 S 18,gi3,000 



it ~ assumed that te !nation losses~ecAemberdm-
b d di ~d. th \evera~ t urse expen tur.es unng at yea11 ,e a 
levels which appear optimistically low \ light 
of current knowledge.: The "out-of-casr\ ance 
sheet (column 3 in Table 10) represents Nther 
extreme. The purpos. e of this statement is to icate 
the maximum cash outlays for terminatio psses 
and unreimbursed expenditures which the a rage 
company could absorb in the year after •lajor 
terminations, under the assumption that other factors 
remain unchanged. Using both the "out-of-cash" 
and the "optimistic" projected statements, on~ can 
establish a range between the probable maximum 
cash outlays that could be absorbed by av:illable 
company funds and the probable minimum ,6utlays. 

Under the conditions assumed, the optimistic 
balance sheet would result if the average airframe 
manufacturer's termination losses were limited to 
approximately $I, IOo,ooo (I% of total inventories) 
and if unreimbursed expenditures during the first 
postwar year amounted to $rr,2oo,ooo (2% of war 
peak annual expenses). These estimates of losses 
and expenditures are based on a study of estimates 
made by individual companies, on investigation of 
plans of individual companies, and on discussion of 
the many variables involved with industry and gov­
ernment executives. 

Termination losses, as defined herein, include all 
losses on final termination settlements except those 
connected with disallowances of claims for post­
termination expenses. Because of the substantial 
progress made in government and industry planning 
for terminations in the past year, the prospects ap­
pear good for keeping such losses at a level as low as 
I% of total inventories. I 

Unreimbursed expenditures include all expendi­
tures made in the year following major terminations 
which are not reimbursed during that period by the 
government or commercial customers. They include 
so-called "momentum" or "slow-down" expenses not 
reimbursed by the government and unreimbursed 
expenditures made for the development of peacetime 
business, including expenditures for new aircraft 
development and for plant and equipment.• 

Even after absorbing $I, I oo,ooo of termination 
losses and $11 ,2oo,ooo of unreimbursed expenditures, 
the ~verage company's net working capital a year 
after the end of war production would still be above 
its 1943 level. As shown in Table ro, net working 
capital would increase from $r8,13I,ooo at the end 
of 1943 to $23,622,000 in the reasonably optimistic 
statement of December, 1946. The reasons for this 

l'Tile dements included in "termination losses" and "unreim· 
b ned expe:nclitures" and the underlying reasona for the estimates 
~ are dUcuued in detail in Secti011J IV and V. 

'Ibid. 

increase, described in detail in Appendix B, pages 
38-44, may be summarized as follows:-

The actual balance of net working capital on 
December 31, 1943, is: 

Cash profits retained from continued war­
time production in 1944-1945 will increase 
net working capital. If the unexpended por­
tion of 1944-194;5 depreciation and amortiza­
tion charges is mcluded, the inaease is esti· 
mated to be: Add 

Net working capital will also increase be-
cause the postwar tax refund may be con­
verted into cash, the cost of emergency fa­
cilities reimbursed, and 1945 tax liabilities 
decreased by allowable accelerated amortiza-
tion of fixed assets. The estimated increase 
would be: Add 

The peak net working capital, before al­
lowing for decreases due to termination 
losses and unreimbursed 1946 expenditures, 
would then be: . 

Sr8,t31,000 

Termination losses and unreimbursed ex­
penditures, estimated on the reasonably opti­
mistic basis, would. decrease net working 
capital by: Deduct 12,303,000 

The estimated balance of net working 
capital on December 31, 1946, a year after 
war production ceases, would be: 

The same increases in working capital would occur 
on the "out-of-cash" basis. However, termination 
losses and unreimbursed expenditures totaling ap­
proximately $3o,ooo,ooo instead of $r2,3oo,ooo 
would eliminate all of the company's cash and reduce 
net working capital to less than $6,ooo,ooo (see 
Table ro).3 This maximum cash outlay could result 
from any combination of termination losses or expen­
ditures totaling S3o,ooo,ooo. As indicated hereto­
fore, termination losses are not likely to decrease 
below $r,roo,ooo. If they remain at this low level, 
unreimbursed expenditures in the first postwar year 
cou~d be as high as $29,ooo,ooo before all cash is 
dramed from the company. Or, if unreimbursed 
expenditures remain at the optimistic level of $II,-
2oo,ooo, total termination losses could be $I 9,ooo,-
ooo before all cash would vanish. · 

While these estimated maximum or "out-of-cash" 
outl~ys bulk large in total dollar magnitude, they are 
relatively small compared with the volume of war­
time operations. As shown in Table r I the indicated . , 
maxtmum annual unreimbursed expenditures in the 
year 1946 would be less than one month's expenses 
at the w~r peak rate. Estimated average monthly 
expenses m 1944 are used as the measure of war peak 

r6 

ca:{~~ in the b: of net working capital, the average comP&.!lY'1 

d th mer~ cause of profits retained from wartime operauons 
~ced e conv~100. of the postwar refund into cash and Will be re-o 
will a1J by IJ!:":ii::

1
on losses and unreimbursed expenditures. CBJh 

currento wC:. and 1{ b!irged, however, by the liquidation of most 
od . a ttes which will inevitably occur when war 

~r ucJixonBccases. The effect of this liquidation is shown in detail in 
ppen , p. g8. 
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Table ll. Relationship of Estimated Unreim­
bursed Expenditures in 1946 to War Peak Average 
Monthly Expenses of the Average Airframe 

Manufacturer 

(Amounts in thowands) 

ltema 

Unreimbursed Expenditures in Year 1946 (year after 
end of war production): 
Reasonably Optimistic Estimate ..... ........... . 
Estimated Maximum Expenditures Company 

Could Absorb before Being"Out-of·Cash,l ... .. 

War Peak Average Monthly Total Expenses (esti-
mated average expenses in year 1944) ............ . 

Unreirnbursed Expenditures in 1946 as a Percentage 
of War Peak Average Monthly Total Expenses: 
Reasonably Optimistic Estimate ...•.......•..... 
Estimated Maximum Expenditures Company 

Could A~orb before Being ~'Out-of-Cash, . .... . 

Amount or 
Percentage 

SII,200 

1Tbia estimate Ia baaed on the aaaumptlon that tennination losset in 1946 
will remain at the optimistic estimate of SI,IOJ,ooo. If tennination losset~ are 
higher, the average company will be out-of-cash before unreimbuned expendi­
ture! reach this maximum leveL 

expenses. The maximum unreimbursed expendi­
tures are equivalent to 62% of war peak monthly 
expenses, or 2' 7 weeks' expenses at the war peak 
rate.1 

If termination losses are measured as a percentage 
of total inventories, including government-owned 
'inventories, the maximum losses before an out-of­
cash position was reached would amount to 17% 
of total inventories (see Table 12).2 This relation­
ship of losses to total_ inventories should be con­
sidered only as a crude measure of the magnitude of 
losses. As discussed in Section IV, potential termina­
tion losses on cost-plus-fixed-fee contracts depend· on 
a number of variables and are not directly related to 
government-owned inventories. 

The Significance of the Optimistic Postwar 
Position 

When the financial results are considered, the con­
clusion is inescapable that the management of the 
average aircraft company will and indeed must make 
every effort to keep expenditures and termination 
losses near the "optimistic" level during the first 
postwar year and must in any event avoid approach­
ing the out-of-cash position. The reasons can be 
made clear by a brief inspection of the two balance 
sheet positions resulting from the optimistic and pessi­
mistic extremes. 

lThe estimate of maximum unreimbursed expenditures is based on 
the assumption that 1946 losses on termination claims will remain at 
the optimistic level of S1,1oo,ooo. 

IJ'he estimate of maximum termination losses is based on the as­
sUmption that 1946 unreimbursed expenditures will remain at the 
optimistic level of St 1 ,2oo,ooo. 

If the company emerg~ he first postWar 
year with the reasonably \en s · stic" results, it 
should be in a position to many . ost probable con­
tingencies; and if no further J>OS on working capi­
tal are necessary, it will hav .jsufficient capital to 
finance comfortably a sales · V~jlume of about 1 ~ 
of the war peak level. Just ho~ good this finan~al 
position would be depends prirnatily upon how soon · 
postwar operations of the conlpany reach a self­
sustaining basis. If the company can operate on a 
break-even basis or bettet: throughout the second 
year, and makes no large expenditures, its net working 
capital will continue to be over $2j,6oo,ooo and, if 
all tax claims are later paid in full, will increase to 
$33.300,000. . 

The first column of Table 13 shows the estimated 
current assets and liabilities of an airframe manu­
facturer with $6o,ooo,ooo of annual sales, which 
is 10% of the average company's war peak· 
sales. With net working capital of $24,ooo,ooo, or 
40% of sales, the company would, it is estimated, . 
still need to obtain some advances or loans, but its 
over-all financial position appears satisfactory. On 
a similar basis, if the reasonably optimistic estimates 
are correct, the average company, with $23,622,000 
of net working capital, could adequately finance 
postwar sales amounting to g.B% of the war peak 
level. According to most appraisals of the market 
for aircraft in the first few postwar years, this is a 
relatively high level of sales. Such estimates typically 
vary between s% and 10% of war peak dollar 
volume. 

Table 12. Relationship of Estimated Contract 
Termination Losses in 1946 to Estimated Total 

Inventories for the· Average· Airframe 
Manufacturer: December 31, 1945 

(Amounts in thousands) 

Items 

Termination Losses in Year 1946 (year after end of 
war production): 

. Reasonably Optimistic Estimate .•.•..•....•..... 
Estimated Maximum Losses Company Could Ab-

sorb before Being''Out-of-Cash''l, ............ . 

Estimated Total Inventories, December 31, 1945:1 

Company-Owned Inventories .... .............. . 
Government-Owned Inventories . .............. . 

Total Inventories . ........................... . 

Termination Losses as a Percentage of Total Inven­
. tories: 

Reasonably Optimistic Estimate ................ . 
Estimated Maximum Losses Company Could 

Absorb before Being "Out-of-Cash" ••.•••••.•• 

Amount or 
Percentage 

s 3'·750 
?B.sgo 

SI 10,340 

lThla estimate i1 based on the assumption that Uitrelmbul"'ed expenditures ln. 
1946 will remain at the optimistic estimate of $u,aoo.ooo. If unreimbuned 
expenditurea are higher, the average company will be out-of-cash before termin­
ation louet reach this maximum level. 

•It Ia estimated that inventories on December 31, 1945, will be JO% lower 
than actual Inventories on December JI, I94.1o 



Table 13. Esti\tnated Forking Capital Needs of the Average Airframe Manufacturer in the First 
Three Postwar Years 

"' 

'7 
Estimated Satisfactory Estimated Minimum 

Postwar Working Neceasary Po!ltwar Workinc 
- Capital PO!Iition Capital Poeitlon 

Items 
Amount p....,..tage Amount Percenta&e 

' (in thousands) of Salet (ill thouaands) of Sa.lea 

I 
S6o,ooo roo.o% Sgo,ooo 100.0% Estimated Net Sales .... ·y .................... -... -.. -.-- ·.- ... -.. · ·- · · · · · · · · · · 
(•o% of (s% of 

estimated estimated 
1944 sales) 1944 sales) 

Current Assets: 
St8,6oo 31-0% s 5>700 Jg.o% Cash and Marketable Securities ..•............ - - - •...•••••••••••••• • - • · ... • - • • • 

8.3 8.3 Accounts Receivable' ••••..•••.................•••..•••••••••••••••......... -. s,ooo :z,soo 
ln.VeJltories1 • ••••••••••••••••••••••••••••••••••••••••• • • • • • • •• • •• • • • • • • • • • • • • 20,000 33·4 to,ooo 33·4 -- -- -- --
Total Current Assets •••••••••.••••••.•..••••..•••••••••••• --- .••••••.••.••• •• S43,6oo 7•-7% Sr8,2oo 6o.7% 

Current Liabilities: s 6,000 'IO.O% s 3,000 10.0% Accounts Payable and Miscellaneous Current Liabilities .•...•••.••.••.•..•......•• 
3,6oo 6.o Provision for Federal Taxes .•••.....•••.•••..••••••...•• - •• - ...•••••..• - ••••••• 1,200 a·o Advances, Progress Payments, an.d Bank I.oans •••••••••••••••••••••••.••••••••••• ro,ooo 16.7 s,ooo I •7 -- -- -- --

Total Current Liabilities •..••.••••..•••••...••••••••••. ----- •••••• -- .•••...... S1g,6oo 32-7% s g,200 30-7% 

Net Working Capital (Current Assets less Current Liabilities) ...•..•.••••..•••.•....• 124,000 40·0% S g,ooo 3o.o% 

Net Cash (Cash and Marketable Securities less Current Liabilities) ................... $ r,ooo• $ J,:;oo• 

*Negative amount. 
tTbe estimates of accountS receivable and inventoriel are based on the assumption that the uee of coet-plwt-find-fee contrac:t8 will have been dlecontlnued. No 

past ezperience in the uae of such contracts during peacetime ia available for ltudy. It wiU be noted that the projected balance sbei!tlln Table 10 show relatively 
higher receivables and lower inventoriee becauae It il aa~umed that the Ule of COit·PIUJ·fisecf.fee contract~ will be continued in the fi.nt pottwar year. 

NOTE: These estimates of individual accounte are baaed. on a ltudy of the relatiouahlp of sales to current aaets and Uablltties of a number of airframe manufac­
turers in the prewar years 1936-1939. 

On the other hand, if operating losses continue 
into the second and third years after the war, if new 
plants or. equipment are purchased, or if large ex­
penditures are made to develop ei~er aircraft or 
nonaviation business, the $23,622,000 of working 
capital might prove inadequate. The very fact that a 
company kept its cash outlays within the optimistic 
level during the first postwar year, however, would be 
eVidence that the company's management was suf­
ficiently able to keep later losses within reasonable 
bounds. If the company wished to make substantial 
expenditures for aircraft developmental work, for 
plant purchases, or for development of nonaviation 
business it might, if profit prospects were good, 
obtain ~ew capital or possibly obtain additional 
loans or advances until its loss carry-back and other 
tax claims were paid. So long as the company main­
tains a current position close to the optimistic level, it 
is in a position to make moderate expenditures itself 
and it has a reasonable possibility of obtaining new 
capital. 

The Significance of the Out-of-Cash Position 

In sharp contrast, if a company cort_ll?letes the fi~t 
postwar year near the out-of-cash position, shown m 
Table 10 it cannot adequately finance sales of even • 

J8 

5% of the wartime level, it can make no additional 
outlays, and, in spite of its large tax refund claims, 
its prospects for raising new capital are poor. In 
effect, its chances of survival depend primarily on 
obtaining government advances to finance its busi­
ness. Any company even approaching this position 
must be considered in grave danger of insolvency. 

As shown in Table 13, the minimum net working 
capital adequate to finance sales of S3o,ooo,ooo (5% 
of the war peak level) is estimated at S9,ooo,ooo. 
This net working capital is 30% of sales, the approxi­
mate relationship of working capital to sales during 
the prewar years, when liberal use of customer ad­
vances was necessary. With less than S6,ooo,ooo of 
net working capital, the company which is in the 
"out-of-cash" position can rely only on large-scale 
advances from the government to tide it over. Even 
with such advances, expenditures would have to be 
pared immediately to a self-sustaining level. Long 
before cash was finally drained, any prudent man­
agement would almost certainly attempt to curtail 
all possible expenditures. 

The company's net worth would decrease only 
moderately because most of the losses incurred would 
be offset by the claims for tax refunds. Under the 
carry-back provisions of the tax law · the company 
could file claims for refunds of 19J and 1945 tax 



payments if losses were incurred in 1946.1 The 
claims would not be likely to aid the company's 
need for funds in 1946, however, because actual 
payment of the refunds will probably not be made for 
several years. Under present Jaw, the· company 
would not even file its claim for a refund until March, 
I947• 

In such a position, the chances of obtaining new 
capital or even short-term bank loans appear re­
mote. Neither the current position, the past record, 
nor-barring new products with remarkable profit 
potentialities-the immediate prospects of the com­
pany would be likely to justify investor or banker con­
fidence. The suggestion has been made that the 
company might borrow funds using the tax loss carry­
back claims as collateral. Informed opinion indicates · 
that this would probably not be practical unless the 
cum;nt position and the profit prospects of the com­
pany were improved. The risks facing the lender are: 
(I) that the loss and unused excess profits credit 
carry-back Jaws may be repealed, even retroactively; 
( 2) that the amount to be refunded is uncertain until 
the company's books are audited by the Bureau of 
Internal Revenue; and (3) that the time of payment 
of the refund is unknown. In general, the banks are 
likely to regard tax refunds as an extra safeguard for 
loans they would make in the normal course of busi­
ness, but not as the principal security for a new loan. 

Variations of Individual Companies from Average 

To reflect the typical financial position of the 
airframe manufacturing industry, data of the average 
manufacturer have been presented. In this manner, 
the balance sheet position of the members of the 
industry can be indicated in a simplified form, with­
out giving detailed consideration to special indi­
vidual company problems and without revealing 
confidential company information. It is desirable, 
however, to determine the extent to which the posi­
tion of each individual company differs from the 
average. While certain basic financial problems are 
common to all the companies, their ability to meet 
these problems naturally will vary. In order to indi­
cate these variations of specific companies from the 
average, projected statements based on the same 
assumptions as those used for the average company 
have been constructed for each of the ten major 
airframe manufacturers.2 The results of these pro-

1Jo addition to the loss carry-back provision, the Federal tax law 
also provides for an unused excess profits credit carry-back. To the 
extent that 1946 net profits are below the company's excess rrofits 
credit, as defined by the regulations, a claim for a refund o prior 
years' taxes may be filed, Because of the small excess profits credits 
of most airframe manufacturers, such a refund would not be of sig­
nificant size. 

IThese are the ten companies whose financial statements were 
averaged to form the statements of the average airframe manufac-

I9 

jected statements have lu~en summarized without 
mention ofindividual con!~any names. 

The estimated financi;~) position of the average 
company on December 31, 1946, a year after the 
assumed eti.d of war production, may be considered 
reasonably typical of each of the individual manu­
facturers, with the possible exception of two smaller 
companies. Table 14 shows the estimated volume 
of postwar sales that each company can adequately 
finance if the reasClllably optimistic assumptions hold 
true. & previously indicated, it is optimistically 
estimated that the average company's net working 
capital on December 31, 1946, will be S23,622,ooo, 
whiclt is sufficient to finance a postwar sales volume 
amounting to 9.8% of war peak sales. 

Under similar conditions, six of the individual 
companies could finance a larger volume of sales. 
The improvement is only moderate, however, since 

Table 14. Estimated Volume of Postwar Sales 
Which Ten Airframe Manufacturers Can Finance 
Adequately with Net Working Capital Available 

on December 31, 19461 · 

Company 

Average Airframe Manu1ilcturer 

Individual Airframe Manufacturers: 
Company A 

B 
c 
D 
E 
F 
G 
H 
I 
J 

Percentage• 
of War Peak Sale. 

g.8%* 

'3·4 
12.6 
12-2 
u.S 
"·4 
11.0 

7·3 
6.g 
5·5 
4·7 

*Computation: Estimated net working capital of $23,622,ooowill be adequate 
to finance ealct of $59oOSS,OOO (40% of $59,0SS.OOO equala $23.622,000). Thil 
salea volume lt 9.8% of the estimated S6oo,ooo,ooo war peak level. 

I Based on reasonably optimistic eatimat.e of 1946 lo111e1 and unrdmburaed 
upendlturea. 

'The measure of war peak sales used Ia actual1943 net aalee or estimated 1944 
ealee, whichever lt bigber, 

Non: Projected reasonably optimistic balance ehecU have been constructed 
for each of the ten airframe manufacturers atudied1 baaed on the aaumptione 
summarized on page IS. In this manner, the level 01 each company'• net work­
ing capital on December 31, 1946, baa been estimated. The companies lhould 
be able to finance: poetwar sales adequately if net workina: capital Ia 40% of 
tboae tales (see Table 13), Above lt stated the estimated postwar ealea volume 
each of the ten companies can finance adequately, baeed on tbe8e aaaumptlone. 

turer. In the construction of projected balance sheets for the ten 
companies, the basic assumptions stated on page 15 were used. All 
these assumptions are stated in the form of percentages (such as 
termination losses as a Percentage of total inventories, and 1944 and 
1945 profits as a percentage of 194~ profits). These assumed per­
centages will undoubtedly vary for mdividual companies. For ex .. 
ample, some companies will have better access immediately than 
othc:n to postwar commercial markets, the timing of major termina­
tions will be more favorable to some companies than to others, and 
the managements of some companies will be better qualified to meet 
conversion problems. 

Hence, the projected statements summarized herein cannot be 
considered as exact forecasts of the financial position of individual 
companies; rather, they are estimates of the rtlatiN financial ability 
of each company to meet similar conditions in the immediate postwar 
period. 



Table 15. Estimated 1\fuimwn Unreimbursed 
Expenditures Which Ten Airframe Manufacturers 
Can Absorb in 1946 without Being "Out-of-Cash," 
Shown as a Percentage oflfheir W !lr Peak Average 

Monthly Expenses 

Average Airframe Manufacturer 

Individual Airframe Manufacturers': 
CompanyC 

A 
B 
E 
D 
F 
G 
H 
I 
J 

Percentage a 
of War Peak 

Average Monthly Expenses 

6•% 

a. 
So 
73 
6g 
66 
56 
55 
49 
43 
41 

1Tbe measure of war peak expenses uaed. ia 1943 actual. espenses or e~~timated 
1944 espenses, whichever is higher. 

SE:acb company ia designated by the letter used in Table 14. 

NOTE: Projected "out..af-casb" balance sheets have been constructed for 
each of the ten airframe manufacturers studied, based on the assumptions sum· 
marized on page 15. In thlt manner, an estimate bas been obtained of the maxi· 
mum unreimbuned 1946 expenditures each company can abeorb before all ita 
cash is eliminated. This estimate is based on the assumption that tennination 
Iosaea will remain at the reasonably optimiltic level ( 1% of total inventories), 

the company in the best position, Company A, could 
finance only 13.4% of war peak sales, Hence the 
extreme upward variation is an increase from 9.8% 
to only I3-4%· Of the four companies whose position 
is poorer than average, two show a moderate varia­
tion below average of about the same magnitude. 

Two of the smaller companies, however, Com­
panies I and J, will have sufficient working capital to 
finance only 5·5% and 4·7% respectively, of war 
peak sales. Various estimates indicate that the in­
dustry has a good chance of obtaining a postwar 
dollar sales volume of about 5% of the war peak 
level. Hence, the working capital position of these 
two companies must be considered as barely ade­
quate, ·even if termination and conversion financial 
needs are considered in a reasonably optimistic light. 
· The out-of-cash projected balance sheets of the 
ten manufacturers indicate siinilar variations in the 
ability of the companies to absorb postwar losses. 
Table I I shows that the maximum unreimbursed 
expenditures the average company can absorb in 
1946 before eliminating all cash will be approxi- . 
mately S29,ooo,ooo, or 62% or one month's ex­
penses at the war peak level. Similar statements 
for individual companies show that five of the com­
panies can absorb moderately higher expenditures 
(see Table I5)• The company in the best position, 
Company C, can absorb expenditures equivalent to 
3201 of war peak monthly expenses, or about 372 

10 h . weeks' expenses at t e warttme rate. 
This basis of comparison also indicates that the 

two smaller companies, Companies I and J, will be 
in an appreciably poorer position than average. 
The maximum unreimbursed expenditures these 
companies can absorb will be equivalent to only 
43% and 4I% of war peak monthly expenses, or 
less than 2 weeks' expenses at the wartime level. I 

Thus, both the projected reasonably optimistic 
statements and the out-of-cash statements of the 
individual airframe companies indicate that the 
postwar working capital position of eight of the ten 
companies will vary only to a moderate degree from 
the average. Among these eight manufacturers, 
there is little .correlation between their size and the 
adequacy of their estimated financial resources. 
In a ranking of the companies in the order of their 
indicated postwar financial strength, some of the 
largest companies appear well down in the list, while 
others appear close to the top. Two of the smaller 
companies, however, will be in an appreciably poorer 
position to absorb losses in the immediate postwar 
period, and even under favorable conditions their 
working capital position will be barely adequate to 
finance a moderate level of sales. 

Major Variables Affecting Ability to Meet Future 
Cash Outlays 

Each of the optimistic and the out-of-cash balance 
sheets projected above is based on a fixed set of as­
sumptions regarding all factors other than the magni­
tude of termination losses and unreimbursed ex­
penditures of the first postwar year. These assump­
tions are believed to be reasonable in the light of pres­
ently known facts. Anyone familiar with the many 
uncertainties regarding future aircraft production 
and related financial problems must recognize, how­
ever, that actual future events will undoubtedly 
differ in greater or lesser degree from any fixed set of 
assumptions made now. 

Appendix C presents an analysis of each major 
type of possible variation from the assumptions upon 
which the projected statements were based. In 
~s section, th~ results of that appendix will be 
bnefly summanzed. Persons interested in a more 
detailed analysis of the major variables involved and 
estimates of the possible effect of each variable on 
the. ":verage airframe manufacturer's working capital 
pos1t1on may tum to Appendix C {pages 45-49). 

The financial position of the airframe manufac­
~urers will be better than that indicated in the pro­
Jecte? b~lance sheets, and their ability to absorb 
terrrunat10n losses and unreimbursed postwar ex-
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•The estin_tate of maximum unreimbuned exP.enditures is b8.!1ed on 
~ ~umption that .•946 termination losses will remain at the opti· 
Dllltic level, amountmg to r% of total inventories. 



penditures will be greater, if any of these variations 
from the basic assumptions occur:1 

(I) if cash profits retained from continued wartime 
operations are higher than estimated either be­
cause large-scale production ends later than De­
cember, I945, or because the rate of profits is 
higher than that estimated for I944 and I945 
(retained profits for these two years are assumed to 
be 1.00% and so% of the I943 rate, respectively);· 
(2) if wartime expenditures for plant and equip­
ment are less than 40% of total I944 and I945 
depreciation and amortization charges; 
(3) if contracts are terminated more gradually 
than estimated, thereby enabling the companies to 
offset resulting losses against profits from continu­
ing wartime contracts; 
(4) iflarge-scale contract cancellations occur in the 
middle of a fiscal year and any resulting losses are 
established in that year, thereby enabling losses to 
be offset against profits earned earlier in the year; 
(5) if cash balances are larger than estimated be­
cause a smaller amount of working capital is tied 
up in receivables and inventories at the end of I 946, 

Conversely, under a number of circumstances the 
financial position of the airframe manufacturers 
would be worse than that indicated in the projected 
balance sheets. The companies' ability to meet 
termination losses and unreimbursed postwar ex­
penditures will be decreased if any of the following 
variations· from the basic assumptions occur:2 

1See pp. 14-15 for a summary of the basic assumptions made. 
•Ibid. 

IV 
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(I) if cash profits retaip.ed from continued war­
time operations are lower than estimated either 
because large-scale pr~uction ends before De-. 
cember, I945, or becaitse the rate of profits is 
lower than estimated in 1944 and I945; 
(2) if wartime expenditures for plant and equip~ 
ment are more than 40% of total I944 and I945 
depreciation and amortization charges; 
(3) if contract cancellations are more sudden than 
estimated, with less than the assumed 30% cut, 
backs and partial cancellations occurring during 
the war; 
( 4) if losses resulting from partial cancellations are 
not established before the end of war production, 
thereby preventing the companies from offsetting 
such losses against profits on continuing contracts; 
(5) if the postwar tax refund cannot be converted 
into cash in the first postwar year or if allowable 
accelerated amortization of fixed assets cannot be 
partially offset against current tax liabilities; 
(6) if cash is reduced more than estimated because 
a larger amount of working capital is tied up in 
receivables and inventories in I 946; 
( 7) if termination settlements are not made within 
the first year after large-scale terminations or if 
advances or loans up to go% of termination claims 
cannot be obtained. 

These major variables will determine the re­
sources with which the companies will meet the fi­
nancial needs of the conversion period. In the follow­
ing sections will be considered the factors influencing 
the nature and magnitude of the termination and 
conversion problems to be faced. 

CONTRACT TERMINATION SETTLEMENT PROBLEMS 

The difference between the forecast "optimistic" 
postwar financial position for the airframe manu­
facturers and a position approaching out-of-cash 
depends, as the foregoing statements indicate, primar­
ily on the magnitude of contract termination losses 
and unreimbursed expenditures in the immediate 
postwar period. The purpose of this section is to 
outline the factors which will influence one of these 
variables, the losses involved in contract termination 
settlements. 

Termination losses, as considered herein, are 
limited to the net losses incurred in ·liquidating in­
ventories and receivables or any failures to receive 
compensation for expenditures made before actual 
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contract terminations,! Practically, termination set­
tlements will also involve reimbursement of post­
termination expenses; but because the problems con­
nected with reimbursement of expenses incurred 
after actual termination differ somewhat from the 
problems of repayment for prior expenditures, they 
will be considered separately in Section V. 

Primary emphasis will be placed on the termina­
tion problems to be encountered at the time oflarge-

lAs defined herein, termination losses represent the reduction in 
net working capital which will occur in making termination settle­
ments. Hence, they arc net losses rather than total disallowances of 
the companies' termination claims; that is, they represent gross disal .. 
lowances of claims less profits allowed on the terminated contracts lea 
reserves for such losses already on the companies' books. 
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scale cancellations after th~ cessation of all hostilities 
occurs (or is anticipated). Similar problems will of 
course be faced as contracts are canceled prior to 
that time; and the followi'ng discussion is also rele­
vant to these during-th¢-war cancellations. The 
emphasis, however, is placed on the later cancella­
tions for two reasons. First, final large-scale can­
cellations are likely to involve the more pressing 
financial difficulties both because of their magnitude 
and because losses cannot then be offset against prof­
its on continuing large military contracts. Second, 
although the contrary is optimistically assumed, 
settlements on during-the-war cancellations may 
well be postponed and finally made only at the time 
of other later settlements, further accentuating the 
uncertainties of the immediate posty~ar period. 

Grounds for Optimism. 

The prospects for limiting the liquidation losses of 
termination to small amounts are substantially 
brighter than they were a year ago. Both within the 
airframe companies and within government agencies, 
the problems of contract termination have been 
recognized and immediate actions and future plans 
have been initiated to meet these problems. Several 
examples will indicate the progress made. 

First, the airframe manufacturers have spent sub­
stantial time and effort improving their control of 
inventories, endeavoring particularly to eliminate 
surplus and obsolete material.l. Likewise, they have 
spent considerable effort in bringing their records up 
to date and improving their accuracy. They have 
been aided in these. efforts by the fact that material 
shortages have becoine less acute and therefore more 
normal purchasing procedures can be adopted. 
During 1945 eV-en greater improvement should be 
made, enabling the companies to approach termina­
tions with substantially smaller and better-balanced 
inventories than could possibly have been achieved 
during the first few years of wartime production. 

Second, the passage of the Contract Settlement 
Act of 1944 was an important milestone marking 
progress in the preparation for contract terminations. 
A year ago there were no clear-cut statements of 
government termination policy. The publication of 
the Baruch-Hancock report and the passage of the 
Contract Settlement Act provided a broad frame­
work of policy within which the military services and 
the companies could. '?perate. For examp.le, tJ_te Act 
made specific proVlSIOn for adequate mtenm fi. 
nancing and set forth principles to encourage rea-

•Arrangeme:nts have been made by at least one company to sell 
stocks of unusable materials to an agency of the government, 

:'Mcta~s Reserve Company, for the nominal sum of o~e dollar. 
Under a ruling from the Treuury Department, the resulting losses 
will be allowed u inventory losses for tax purposes. 

sonably prompt and equitable negotiated settle­
ments of termination claims. 

Third, within the last year both the government 
and manufacturers have had an opportunity to set 
up special organizations to deal with the problems of 
termination. In general, the men responsible for 
determining termination policies within both the 
government and industry have exhibited an attitude 
of reasonableness. The government is in the process 
of building a structure of detailed regulations in ac­
cordance with the Contract Settlement Act. An 
outline of procedures for preplanning terminations 
has been established, and if implemented, it prom­
ises to resolve many of the more controversial issues 
and to determine necessary methods in advance of 
actual large-scale terminations. 

Last, from a strict accounting point of view, a 
number of the airframe companies have set up sub­
stantial reserves to meet the losses involved in liqui­
dating inventories and receivables. The adequacy 
of these reserves varies among companies, but the 
net figures shown in the statements used herein are 
after deduction of these reserves. Hence, the com· 
panies could liquidate receivables and inventories at 
somewhat less than gross value without decreasing 
the net book value of their assets.2 

For all these reasons it has been estimated on the 
"optimistic" basis that the average airframe manu· 
facturer will suffer contract termination losses of 
only SI,Ioo,ooo, or I% of total company- and gov­
ernment-owned inventories. As the projected state­
ments of the preceding section clearly show, the com· 
panies could absorb such a loss without undue harm 
to their financial position. The companies should be 
able to limit their termination losses in this manner, 
if the promising progress outlined above is continued 
and if the day of major terminations is sufficiently 
far away to permit adequate plans to be made. 

The Risks Rem.aining 

The conclusion cannot be drawn, however, that 
no contract termination risks remain. A promising 
beginning has been made on all fronts, but both 
government and industry leaders admit that they 
are far from ready for large-scale terminations. 

1An analysis of the adequacy of these reserves has not been at­
temp~ed because ~e varying inventory and receivables accounting 
prac~ces of '!te d1.fferent companies would have to be studied in 
d~U before mtelhgent conclusions could be reached. Some com .. 
pam~ have currently written off certain costa, while other companies 
have mclud.ed th~e c~ts in inventories, simultaneowly setting up 
re;serv«;~ a~t ":'htch mventory losses can be written off in the future. 
Likewise, m recetvablcs accounting, some companies have continued 
to c:mY doubtful receivables on their books but have set up reserves 
agamst futur~ losses, while other companies have excluded similar 
doub~ recetvables from their books entirely. Hence, an anal)'!is 
of the s1ze of reserves would not necessarily indicate their adequacy; 
one would abo have to make a detailed analysis of all inventory and 
receivables accounting practices. 
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For example, while the inventory control methods 
of the airframe manufacturers are improving, they 
still cannot be appraised by normal peacetime stand­
ards and indeed are not likely to achieve those 
standards completely even several years hence.! 
So long as large-scale war production exists, rapid 
changes in plane designs, schedules, and hence 
material requirements will continue. These changes, 
made necessary by battle conditions, make impossi­
ble the low-volume, smooth-flowing inventories 
associated with standardized mass production. Like­
wise, the limitations on quality of manpower avail­
able for record keeping and material handling will 
continue to limit the quality of the job done, unless 
wartime production continues long after the man­
power situation is substantially eased. Even with 
several more years of wartime production, the air­
frame manufacturers would not be likely to duplicate 
the performance of experienced, long-established 
manufacturers in other industries. 

Within the government, administrative regula­
tions cannot be said to be fully developed to handle 
all the many problems likely to be incurred at the 
time of large-scale terminations. One has only to 
explore a few of these specific problems in order to 
realize the wide pifferences of opinion which exist 
regarding termination procedures. Much will de­
pend on the times when the European and Asiatic 
wars come to an end. If the companies and the 
government have time to work out their difficulties 
on small-scale terminations, they may be able to 
meet the period of large-scale terminations with a 
well-defined pattern of action. Probably one of the 
biggest single risks, however, is that they will not 
have the opportunity to plan their procedures ade­
quately in advance. Even with a completely reason­
able attitude on the part of the companies and the 
government, the sheer lack of preplanned procedures 
is likely to create great confusion at the time oflarge­
scale terminations. 

Another major difficulty will be the maintenance 
of a close liaison between centralized government 
offices in Washington and Dayton and the local 
government field offices, and between top manage­
ment personnel of the companies and the employees 
responsible for the actual administration of termina­
tion settlements. Even if complete agreement on the 
part of the top management personnel of the com­
panies and the top government officials should exist, 
termination settlements could still be long delayed 
and confused. The actual administration of termina­
tions will have to be done by local officers of the con-

•For a more detailed discussion of the problems of inventory and 
material control in the airframe industry, see Howard T. Lewis and 
Charles A. Livesey, Mallrials Managnnml: A Problnn qf 1114 Ait.franu 
Industry (Harvard Business School, Division of Research, Business 
Research Studies, No. 31, 1944). 

tracting agencies and by many individuals well below 
the top management level within the companies. 
It is inevitable that these men down the line will be 
reluctant to make many of the important decisions 
necessary to achieve quick . final settlements. This 
reluctance emphasizes the necessity for having clear­
cut, well-defined policies and procedures planned in 
advance and organizations set up so that problems 
can be passed up the lines of authority and prompt 
decisions returned. 

A most promising solution to some of these prob­
lems is preplanning of methods, standards, and bases 
for making future settlements well in advance of 
large-scale terminations.2 Individual companies 
and the local officers assigned to those companies 
could define the major areas of controversy and, 
when necessary, allow these problems to flow to the 
top personnel in government and industry for solu­
tion prior to the time when large-scale terminations 
are made. An outline of procedures for obtaining 
such pre-termination decisions has been established. 
At present, however, the procedures have not been 
implemented in detail. The companies have the 
opportunity to take the initiative in suggesting solu­
tions to specific termination problems, but there are 
indications that they are not yet taking full advantage 
of this opportunity. If preliminary decisions on 
termination problems cannot be obtained now, the 
likelihood of obtaining decisions quickly after 
terminations is open to very serious question. 

Specific Types of Termination Risks 

A few specific types of termination risks can be 
cited to illustrate the manner in which government 
and company plans will affect the actual settlements 
made. The problems of termination differ somewhat 
for fixed-price contracts and cost-plus-fixed-fee con­
tracts. In termination settlements of fixed-price 
contracts the companies may fail to realize the book 
value of their inventories. Costs of raw material · 
inventories may be disallowed if the companies can­
not prove that certain materials are applicable to 
canceled contracts. Certain items could be consid­
ered as not applicable, either because they were not 
listed in the bill of materials or because they were 
deemed to have been purchased in excessive quanti­
ties. In addition, less than book value of inventories 
would be realized if the book records overstated the 

lin the textile and certain other industries it may be possible to 
make predetermined agreements regarding the actual amount of 
lump-sum payments to be made on specific contracts if they are 
terminated at various stages of completion. In the aircraft industry, 
such ''lump-sum'' agreements are not believed to be practical be-­
cause of the many uncertainties regarding future schedules, doign 
changes material requirements, and costs. Nevertheless, the oppor .. 
tunity d~ exist to obtain advance decisions regarding the methods, 
standards and bases for making future seulemeno. 



value or quantity o_f mat~rial actually in the store- · 
rooms. . 

In so far as work-in-process inventories are con­
cerned, the government will pr~umably .. reimburse . ' 
the companies for most of the material, labor, and 
other expenses incurred in creating those inventories. 
The major risk involved is that substantial items of 
overhead expense charged to work-in-process in­
ventories will be disallowed, just as they are disal­
lowed currently under cost-plus-fixed-fee contracts; 
in that event, the amounts paid to the companies will 
be less than the book value of their claims as reflected 
in inventories. Difficulties may likewise be encoun­
tered in determining the amount of reimbursement for 
materials owned py the airframe manufacturer but 
·physically located at the plants of subcontractors. 

In addition, the disposal of inventories after 
terminations raises numerous problems. The major 
uncertainty is the amount of time which will be spent 
in counting and listing inventories, in obtaining 
decisions regarding whether material should be re­
tained by the companies, scrapped, sold, or stored, 
and in physically carrying out these decisions. Un­
less procedures are established and preliminary de­
cisions made before major terminations, final settle­
ments are likely to be long delayed. 

The types of difficulties involved in termination 
settlements may be illustrated by one specific prob­
lem which industry representatives have frequently 
discussed. The airframe companies purchase many 
materials which are not directly allocated to particu­
lar contracts at the time of purchase. Such materials 
include indirect factory supplies not used in produc­
tion (e.g., paint, lumber), tool steel and other tooling 
materials, perishable small tools, standard production 
parts (e.g., bolts, rivets), and office supplies. While 
accounting practices vary, most companies carry 
inventories of some of these materials on their books. 
These companies will undoubtedly be allowed reim­
bursement for a reasonable quantity of these ma­
terials at the time of major terminations. The local 
termination officers will have difficulty, however, in 
trying to find a just basis for determining what is a 
reasonable quantity. This is only one of many de­
cisions for which no ready guides exist. 

The problem is accentuated by the fact that separ­
ate settlements are made for each individual contract. 
In the event of Ioo% termination of all the con­
tracts at any one plant at any one time, these indirect 
materials could be allocated arbitrarily. among all the 
contracts. When only one or two contracts out of a 
larger number are termin~ted, however, the problem 
of allocation to the terminated and the active con­
tracts is more difficult. On the small terminations 
made to date the companies have tended to waive 
any claim for such it~ms. This procedure cannot be 

carried "very far without the risk of a large oversupply 
of such indirect materials at the time of cancellation 
of the last few wartime contracts. Such an over-
6uppi.y. would clearly .not be a reasonable quantity 
allocable to these last contracts. No attempt will be 
made i:o assess the relative merits of the several 
methods by which this difficulty can be solved. The 
point is that the companies and the local officers 
must face the problem and select some one of the 
proper administrative devices. If the methods for 
handling this type of claim are set up in advance and 
understood by both company and government 
officials, the final settlement probably can be made 
without great delay and prior action can be taken to 
minimize the risks involved. If procedures are _not 
preplanned, losses and unnecessary delays are likely 
to result at the time of major contract terminations. 

The problems involved in the settlement of cost­
plus-fixed-fee contracts, which are at present very 
widely used, differ somewhat from those for fixed­
price contracts. Under cost-plus-fixed-fee contracts, 
the companies at the time .of termination will have 
already received reimbursement for part of their 
inventories and will have receivables on their books 
covering the remaining portion. The reimbursables 
under the cost-plus-fixed-fee contracts of most com­
panies include a number of expense items which 
have been disallowed by the Army or Navy or by the 
General Accounting Office but which are still claimed 
by the companies. While practices differ for indi­
vidual companies, these claims frequently include 
such items as federal capital-stock taxes, executive 
salaries, advertising, and legal fees. Most companies 
have set up reserves against possible losses on these 
claims, but the amounts of eventual reimbursement 
are uncertain and the adequacy of the reserves varies 
among companies. 

;Another problem on cost-plus-fixed-fee contracts 
anses because of uncertainties existing in some 
quarters regarding the jurisdiction of the armed 
force;; an~ the General Accounting Office. In making 
termmation settlements ori fixed-price contracts, the 
Army and Navy now have authority under the Con­
tract. Settlement Act to make final agreements re­
gard}ng the costs to be reimbursed to the company, 
bamng fraudulent action. In the case of cost-plus­
fixed-fee contracts, however, the services apparently 
have no such clear-cut authority. 

In addition, under these contracts the companies 
have some risk in connection with their custodian­
ship of government property and their activities in 
purchasing materials for the government. Presum­
ably the companies might be held accountable for 
shortages of materials even though reimbursement 
fo~ the cost of these materials had already been re­
ceiVed. Also, the companies might be held liable for 
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DIGEST 

FUTURE FINANCIAL PROBLEMS OF 
CONVERSION IN THE AIRCRAFT INDUSTRY 

No group of manufacturers is more in the spotlight 
during discussions of contract terminations and postwar 
conversion than is. the aircroft manufacturing industry. 
The economic and military importance 'of an orderly 
conversion of the industry is being increasingly recog­
nized. Moreover, the financial problems of the air­
craft manufacturers are, in effect, the problems of· all 
war contractors magnified to an extreme. 

This study is, in part, a sequel to a study published 
by the Harvard Business School a year ago on the "Fi­
nancial Position of the Aircraft Industry," bringing 
up to date the financial data presented therein. The 
primary emphasis, however, has been placed by the 
authors, Professor Tom Lilley and Mr. L. LaVerne 
Horton, on specific estimates of the financial adjustmentS 
necesfary during the transition from wartime to peace­
time production. 

A brief digest of the study follows. 

The industry's financial position is reflected by the pres­
entation of the financial, statements of an average airframe 

. manufacturer, based on the' individual statements of ten 
· leading airframe manufacturers. 

The device of projected, or pro forma, statements is used 
to show the effect of contract terminations and conversion 
on the postwar financial position of the airframe manu­
facturers. These statements are designed to serve the follow­
ing purposes: 



( 1) to indicate the financial position of the ~rfr~me 
manufacturers one year after maJor contract tenrunat:Ions 
if reasonably opt:i.mistic assumptions are made regarding 
the companies' cash outlays during that year; 

(2) to indicate· the maximum cash outlays which the 
companies can absorb before eliminating all their cash in 
the year after major terminations; · 

(3) to isolate and more accurately define the major 
variables which will affect the companies' future financial · 
position; 

(4) to ·provide a method or a framework for studying 
conversion problems which may still be useful even after 
hindsight has indicated changes in many or all of the indi­
vidual assumptions; 

(5) to stimulate interest, disagreement, and further study 
of the industry's conversion problems, both by the com­
panies and by public agencies. 

Two projected balance sheets ·as of December 3 I, I 946, 
are shown by the authors, based on the assumptions that 
major coritract cancellations will occur in December, 1945· 
Without attempting to forecast the many unkno.,_vns in-. 
volved, statements are constructed to show the relative 
importance of all major variables. The first statement, · 
based on optimistic assumptions, indicates that the average 
airframe manufacturer can emerge from the war period 
in a good financial position, capable of financing postwar 
sales of 10% of war peak level. At the other extreme, the 
second statement indicates that the average company 
could be in grave danger of insolvency if unreimbursed 
expenditures of the first postwar year approach a level 
equivalent to three weeks' expenses at the war peak level. 

Bec~use of the financial difficulties involved, company 
executives must exert every effort to keep losses and unre-



imbursed expenditures near the optimistically low levels 
during the first postwar years. The progress made during 
the last year in planning for contract terminations and 
conversion affords some grounds for optimism. The risk 
is great, however, that uncertainties and delays during the 
conversion period will unnecessarily impede the con­
structive developmental work required to promote maxi­
mum peacetime production. In order to eliminate con­
fusion and unnecessary curtailment during conversion, the 
following steps are suggested: 

(a). Uncertainties regarding contract termination pro­
cedures can be reduced by a concerted effort on the part 
of industry and government organizations to preplan the 
methods, standards, and bases for making quick termina­
tion settlements well in advance oflarge-scale terminations. 

(b) Uncertainties regarding the loss carry-back provision 
of the tax law· can be reduced by adoption of a Treasury 
proposal to accelerate payments of los's carry-back refunds. 

(c) Uncertainties regarding future aircraft production 
and development can be reduced by making every effort 
to determine future national air-power policies in advance 
of the end of the war, particularly Army-Navy ·procure­
ment policies and policies for lease or sale of government~ 
owned plant and equipment; 

Every effort to narrow the zone of these uncertainties in' 
advance of the end of the war will eliminate confusion and 
unnecessary curtailment in the conversion ·period. 

Soldiers Field 
Boston 63, Massachusetts 
November, 1944 

(Harvard Business School, Business ReSearch Studies, No. 34> 49 pages, 
$1.50) 



large oversupplies of materials which they had pc Jlicy could shift radically. Hence, as of today, the 
chased for the aCCOunt of the government under CO> aaflsk exists that substantial losses may be incurred 
plus-fixed-fee contracts. The standards by whit 'E because of nonreimbursem"nt for fixed-price inven­
these custodianship and purchasing functions will 1. ) tories, disallowance of cost-plus-fixed-fee claims, and 
judged are not fully determined at present. - settlements with subcontractors. 

Somewhat similar risks are involved in the com-
panies' custodianship of plants and equipment main­
tained by the companies but owned by the Defense 
Plant Corporation or other government agencies. 
The companies may also face some risks with regard 
to suits for patent infringements during the war. 

Under both cost-plus-fixed-fee and fixed-price 
contracts the companies presumably have some obli­
gation in making termination settlements with sub­
contractors and suppliers. So long as the volume of 
unfilled orders continues at close to wartime levels, 
the task of making these settlements will be large and 
difficult. The reasonably optimistic estimate of 
termination losses assumes that the companies will 
suffer no losses in these settlements-i.e., they will be 
fully reimbursed by the government for all amounts 
paid to subcontractors after terminations. The 
magnitude of commitments with subcontractors is 
such that the companies cannot afford to make final 
settlements unless assured that they have no appreci­
able liability to the government for settlements made. 
In the actual administration of these settlements, all 
parties-the government, the airframe manufac­
turers, and their subcontractors-may be faced with 
uncertainties and long delays unless they make de­
cisions on many issues before major terminations. 

In view of these remaining risks, termination 
settlement losses may have a serious effect on the 
postwar financial position of the aircraft manu­
facturers. As previously indicated, it is estimated 
that all of the average company's cash would be 
eliminated if termination losses were as high as 
$I8,goo,ooo. Losses might conceivably approach 
this out-of-cash level. If the reasonable attitude dis­
played to date by government and industry leaders 
continues, however, and if the actions taken to date 
are followed by the necessary detailed planning, 
losses of large magnitude are improbable. But the 
detailed planning required may fail to materialize, 
and after hostilities cease, public opinion and public 
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Importance of Quick Settlements 

Continued reference has been made to the possi­
bility of delay in making final termination settle­
ments. From one point of view, the timing of final 
settlements has been made much less important by 
the provision of the Contract Settlement Act for 
interim financing up to go% of total termination 
claims. Thus, the companies will have to carry only 
10% of the claims, and the pressure for immediate 
settlement will be substantially lessened. Even on 
these grounds, however, there may be administrative 
difficulties involved regarding the ease and rapidity 
with which the companies can obtain advances, 
bank loans, or partial payments. And in the case of 
the airframe manufacturers, even the necessity for 
carrying 10% of the claims can be an appreciable 
financial load if large claims remain unsettled. 

The effects of prolonged uncertainty, however, 
would be the most important disadvantage of long 
delay in making final termination settlements. So 
long as the possible losses involved in termination 
remain unknown, the companies are likely to hold 
back their development programs until they know 
what funds they will possess. Thus, a long delay in 
arriving at a settlement is likely to have a serious 
effect both on employment and on the extent of 
developmental work done in the aviation field. From 
a narrow point of view, such a slackening in de­
velopment probably would have an unfortunate 
effect on the future profitability of the companies. 
From a broader point of view, unnecessary curtail­
ment in aircraft development with the resultant un­
employment during the critical first few postwar 
years would clearly not be to the national interest. 
From every point of view, it is desirable that the air­
craft industry and the armed forces expend their 
major effort in preparing for the future and not in 
long arguments over events of the past. 



UNREIMJJURSED EXPENDITURES IN FIRST POSTWAR YEAR 

Probably the most important single difficulty of the 
conversion period will be the curtailment of expendi­
tures from wartime levels to drastically reduced 
peacetime levels. Two very different types of risks 
will be involved. First, the expenditures not reim­
bursed by the government or recovered by sales in 
civilian markets may be so high as to constitute a 
serious threat. to the average airframe company's 
working capital position. Second, the unreimbursed 
expenditures made to develop new peacetime prod­
ucts may be so low as to do harm not only to the 
future profit prospects of the average company but 
to the pace of our national progress in aviation and 
our level of postwar employment in aircraft produc­
tion centers. 

These two types of risks may be more clearly recog­
nized if total unreimbursed expenditures to be made 
·in the year following major terminations are sub­
divided into two categories: 

(I) so-called "momentum" or "slow-down" ex­
penditures for which the company is not reimbursed 
by the government and which are incurred only be­
cause of the impossibility of curtailing all wartime 
expenses as of any one moment; I 

(2) "constructive" expenditures, incurred in order 
to develop new business for the peacetime future.2 

Both classes of expenditure will constitute an im­
mediate drain on the companies' cash resources. Be­
cause their effect on the balance sheet is similar, both 
types of expenditure are grouped under "total un­
reimbursed expenditures" in the projected state­
ments of the first postwar year. 

From no. other point of view, however, are these 
two classes of expenditures identical. To both the 
government and industry, slow-down expenses are a 
necessary evil, a cost of liquidating wartime opera­
tions after the need for those operations is past. It 
will be to the interest of both government and in­
dustry to keep these expenditures to a minimum. 

lA sizable portion· of total .. momentum" or "slow-down" expendi· 
tures are likely to be reimbursed. by the govemlll"!'t as allowable 
post·termination expenses. Certain of these expenditures however, 
will probably not be reimbursed by the government and will therefore 
corutitute unreimbuned ''momentum'' expenditures. 

'Aside from momentum expenditures, the companies will be mak­
ing expenditures to fullill active contracts during the lint postwar 

ear. Theoe expenditures will be reimbursed by the military or eom­
~cial eu~tomen in the normal ~ of bwineas. 1-!1 addition, 
however in order to devdop new bus1ness for the peacetlme fu~e, 
the ' · es will undoubtedly make so-called "comtructive" 
ex~= for which they will not be reimbuned during the lint 
postwar year. 
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In sharp contrast, constructive expenditures are 
the seed money from which the industry must grow 
in peacetime. From the manufacturers' point of 
view, it is essential to their future profitability that 
new products be developed in order to build future 
operations. Likewise, the national interest will be 
served by maximizing developmental work. Tech­
nological development in aircraft is essential to our 
future air power, not merely in military aircraft but 
in transport craft which will compete in world mar­
kets. And the need for minimizing unemployment 
in east and west coast aircraft production centers is 
too obvious to require elaboration. Immediately, 
new aircraft development inay not provide large­
scale factory employment; in the long run the re­
sults of such development can pyramid future em­
ployment opportunities. 

Hence, while the incentives to reduce momentum 
expenses rapidly will be great, neither government 
nor industry has similar incentives to reduce the 
scale of constructive expenditures in the inlmediate 
postwar period. Because of these differences, the 
factors which will influence the level of momentUm 
and constructive expenditure!! will be considered 
separately. 

As in the discussion of terntination problems, 
primary emphasis will be placed on expenditures 
made after the actual or anticipated end of all hos­
tilities has resulted in large-scale contract cancella­
tions. Part of the task of reducing wartime expenses 
and initiating constructive developmental work . is 
likely to take place before then. Certainly such 
grad_ual conversion should be encouraged to the 
ma.x1mum degree that war needs permit for it will 
cushion the shock for everyone concern~d. Never­
theless, a sharp drop in aircraft production immedi­
ately fo~o~g the cessation of~ hostilities appears 
almost mevttable, and an analys1s of the industry's 
future financial problems indicates that this period 
must be considered the crucial one. 

Momentum Expenses 

The ex~t to which the average airframe manu­
facturer will have to absorb unreimbursed momen­
tum expenses will depend on three major variables: 

(I) the ability and willingness of the company's 
management to curtail expenses realistically and if 
necessary, drastically; ' 



(2) the extent of advance notice of contract ter-l a,{ditional shipments on ou~tanding purchase orders. 
minations given by the government; and (.}Even if this notice is telegraphed immediately and the 

{3) the administrative decisions made in determin- :; ~uppliers are allowed no period of grace to make 
ing what post-termination expenses will be reim- . further shipments, the companies will have to accept 
bursed by the government and what will be disal- and pay for the delivery of all material in transit at 
lo'jVed. the time termination notice was received. To allow 

In addition, of course, the degree of cutbacks prior for the acceptance of material ·after termination' 
to the cessation of hostilities in both war theaters will notice, one month's material expense is included in 
have an important effect. Obviously, if the scale of estimated momentum expenses. 
operations is gradually decreased prior to final can- Likewise, one month's miscellaneous other ex-
cellations and cutbacks, the magnitude of slow- penses are included. These other expenses consist 
down expenses will be smaller. The assumption of such items as taxes {other than federal income 
made, however, that operations will decrease from and excess profits taxes), insurance, advertising, 
70% to 5% of the war peak level at the time of utilities, and a wide variety of miscellaneous items 
major cancellations appears reasonable in the light not included under material expense or payroll 
of present knowledge. expense. Many of these expenses cannot be cut off 

Estimated Minimum Momentum Expenses 

None of the airframe manufacturers will be able 
I to cut off all expenses at the exact moment of large­

scale contract terminations. Table I 6, showing a 
breakdown of estimated momentum expenses on the 
reasonably optimistic basis, will serve as a guide to 
the type of expenses likely to continue after termina­
tions. Thus, it is assumed that unavoidable mo­
mentum expenses will include a full month's expenses 
for purchased materials at the rate prevailing just 
prior to large-scale terminations. Similarly, it is 
assumed that momentum expenses will include about 
two weeks' payrolls and one month's miscellaneous 
other expenses at the rate prevailing just before 
terminations. 

One of the first steps usually taken when written 
notice of contract termination is received is to notifY 
in turn all subcontractors and suppliers to make no 

as of any one moment, and certain expense items 
will continue at a high level for as long as a year. 
For example, certain companies will probably have 
to pay state and local franchise and property taxes 
at the full wartime rate for the year following the 
cessation of wartime production. Similarly, certain 
types of insurance and rental expense will continue 
for a period substantially greater than one month. 

The most uncertain item included in momentum 
expense is payroll. The reasonably optimistic esti­
mate shown in Table 16 includes only about two 
weeks of payroll expense, at the rate prevailing just 
prior to terminations. This is probably a minimum 
figure. The sheer mechanics of discharging a large 
number of employees after notice of termination will 
be difficult. Until the companies' plans are better 
known, until final legislative action on unemploy­
ment insurance is taken, and until policies are de­
termined with regard to severance pay, it will be 

Table 16. Reasonably Optimistic Estimate of Momentum Expenses for the Average Airframe 
Manufacturer Following Major Terminations 

Materials Expense Payroll Expensea Other Expenses Total Expenses 

Itema Pe-rcentage Percentage Percentaa:e Percentage 
Amount or 1945 Amount of 1945 Amount of I94S Amount of 1945 

(in thoUJancb) Average (in thousands) Average (in thousands) Average (in thousands) Average 
Monthly Monthly Monthly Monthly 
Expon ... Expenses Expe ..... Expenses 

Estimated Average Monthly Experu:es, 
SI6,ooo too.o% SI4,000. too.o% S2,7oo roo.o% S32,7oo Ioo.o% Year 1945'· ......................... 

Estimated Momentum Expenses: 
Unreimbursable Expenses Absorbed by 

S r,soo 10-7% s 700 25-9% s 2,200 6.7% the Company ...................... ...... • ••• 0 • 

Expenses Reimbursed by U. S. Govern- ' emment .......................... S16,ooo 100.0% 6,ooo 42·9 2,000 74· 1 24,000 73·4% -- -- -- -- -- -- -- --
Total Momentum Expenses ..•.•••.•.•. ~I6,ooo roo.o% s 7·500 53·6% S2,7oo roo.o% $26,200 So. I% 

lit 1a estimated that toti.I expen~~e~ln 1045 will be 30% IHII than total 1044 expense~, because of cutbacks and partial canceUatlonJ. It II further estimated that 
payroll Cll:peDeel wlll be a taru:er percentage or total expensea than In 1944 and expenses for matt;riall will be smaller, becauae the airframe maoufacturera will do lea 
aubcontJacUn11. Aa more parts are fabricated by the airframe manufactureJ"B, payroll expenset will increase and materials expenae decrcaae. 
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' ' 
virtually impossible to fc?rm any precise opinion ·.., 
to the rate at which payrolls will be reduced in tht. 
first few weeks after notice of large-scale termina~ 
tions. _ 

The $26,2oo,ooo estimate of the average manu­
facturer's total momentum expenses (including ma­
terial, payroll, and other expenses) may be consid­
ered as a probable minimum figure in the light of 
current knowledge. It seems unlikely that the aver­
age company will be able to curtail slow-down ex­
penses sharply below this level, which represents 
So% of the average monthly expenses in the quarter 
preceding large-scale terminations. 

Advance Notice Q/ Terminations 
In the projected statements, reimbursement of 

momentum expenses is treated entirely as govern­
ment reimbursement of post-termination expenses. 
In effect, this assumes that little or 'no advance notice 
of terminations will be received. If the government 
should give the companies one or two months' 
advance notice of any contract terminations, the 
method of reimbursement for slow-down expenses 
would differ, but the final effect on the companies 
would be similar. Materials in transit at the time 
advance notice was given would then be received 
and added to inventories prior to actual termina­
tions. Reimbursement for the cost of such materials 
could be made in the normal course of business 
under cost-plus-fixed-fee contracts or as part of the 
inventory termination settlement under fixed-price 
contracts. Wages, salaries, and other expenses 
could be at least partially decreased before termina­
tions. The mechanics would differ, but the net re­
sult would be roughly the same. The company 
would be reimbursed for a portion of the slow-down 
expenses incurred in the first few months after the 
government had decided to terminate most war 
contracts. 

The extent of advance notice which will be given 
at the time of large-scale terminations is at present 
unknown. A long period of advance notice would be 
desirable if the government considered solely the 
problem of giving war plant workers, prime con­
tractors, and subcontractors time to adjust from a 
wartime to a peacetime economy. The government 
would have difficulty, however, in justifying large­
scale expenditures for war planes long after the need 
for that equipment had ceased. For example, it 
would be difficult to justify the large-scale purchase 
of fighter planes for any extended period in cases 
where aircraft of the same model were being declared 
surplus in volume elsewhere. In the final analysis, it 
will probably be necessary to compromise and use 
three separate devices for meeting the immediate 
adjustment problems; these devices include some 

' advance notice of ~erminations, unemployment in­
. surance, and reimbursement of some post-termina­

tion expenses. 

·1 Reimbursement Q[ Post-Termination Expenses 

One of the most important and difficult problems 
of the entire termination procedure will be that of 
determining the proper reimbursement of post­
termination expenses. Certain expense items clearly 
should be reimbursed, others clearly should not; un­
fortunately there are many classes of expense items­
notably overhead expenses-for which the decision 
will be extremely difficult. Even if appreciable ad­
vance notice of terminations is given, the problem 
will remain in two forms. First, during the period 
between notification and actual termination, the 
problem of determining just what expenses should or 
should not be reimbursed will be difficult. Second, 
even with advance notice, some expenses will con­
tinue after the actual termination date. 

The government clearly should reimburse the ( 
companies for post-termination expenses directly 
connected with the termination settlement and with 
the protection and disposition of property. For 
example, the companies could submit documentary 
evidence to show that certain accounting, legal, and 
clerical personnel had been directly engaged in the 
preparation of termination claims, and that factory, 
warehouse, and clerical personnel had been directly 
engaged in the protection and disposition of property. 
The direct labor payroll should likewise not involve 
too great a problem. The personnel not working 
directly on active contracts or on property protec­
tion or disposition will presumably have to be dis­
charged, although it will be difficult to determine just I 
how fast factory personnel could and should be dis­
charged, particularly if no advance notice is given. 

The principal problems will arise from difficulties 
connected with allocation of overhead. In the case 
of plant supervisory personnel-the production 
control department, material inspectors, and main­
tenance men-the company will have trouble 
in determining the number of men to be retained and 
the timing of payroll decreases. Government repre­
sentatives are likely to have equal trouble in deter­
mining whether such expenses are allowable post­
~ermination charges. The problem is even greater· 
m the case of general and administrative employees 

· and such service groups as the welfare and personnel 
departments. For example, there is a question 
whether companies will be reimbursed for expendi­
tures ~ade in carrying out adequate employee dis­
chargmg procedures. It may be possible to account 
accurately for the time of indirect factory employees 
such as the maintenance men but it will be next to 
impossible to do so for general ~ervice departments. 
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Extent qf Company Control qf Momentum Expenses 

A reasonably optimistic appraisal of presently 
known factors indicates that $24,ooo,ooo out of the 
total of $26,2oo,ooo of momentum expenses will be 
reimbut;5ed by the government (see Table I6). The 
$2,2oo,ooo which the average company will have to 

bear is probably a minimum figure. With govern­
ment policy on advance notice and on reimburse­
ment of post-termination overhead expenses uncer­
tain, a real risk exists that unreimbursed expenses 
will substantially exceed the estimated $2,2oo,ooo. 
As shown in Table I6, this amount is only 6.7% of 
the estimated level of total monthly expenses of the 
average company prior to major terminations. 

As in the case of termination settlement for in­
ventories, the companies as well as the government 
have an opportunity-and indeed an obligation-to 
exert the maximum effort to narrow the range of 
their differences regarding post-termination expenses 
as much as possible by preplanning termination 
procedures. For example, procedures can be ar­
ranged for keeping detailed records of the time spent 
each day by members of certain departments, there­
by allocating their time to active government con­
tracts, to active commercial business, and to allow­
able work connected with termination and property 
disposal. For service departments which cannot 
keep such records, it may be possible to prorate 
~xpenses on a rational basis agreed upon in advance 
by the individual company and the local service 
representatives. Even if a purely arbitrary basis of 
allocating certain overhead expenses must be used, 
some agreement in advance would be extremely 

1 
helpful in avoiding unnecessary delay. Little evi­
dence of such detailed planning exists at present. 

Neither the companies nor the government will be 
ready to meet this problem unless detailed procedures 
are planned in advance, adapted to the individual 
peculiarities and accounting methods of each com­
pany, and understood by the organizations of both 
the companies and the local government offices. 
Even the keeping of a record of time spent by mem­
bers of the accounting and other departments cannot 
be done properly unless detailed procedures are 
worked out in advance. The incentives for such ad­
vance planning are great for both the companies and 
the government. Unless such steps are taken, neither 
organization can intelligently prepare for peacetime 
.activities, and both will face a period of confusion 
and delay. 

Constructive Expenditures 

In contrast to momentum expenses, which will 
occur in some degree under any circumstances, 
constructive expenditures appear controllable. Man-

agements could "play safe" by ruthlessly cutting 
these ~xpendi.tures, thereby probably insuring their 
financial suiVIval during the critical period immedi­
ately following the war. The unknowns which may 
confront managements at this time may virtually 
force them to play safe in just this manner. It does 
not appear probable, however, that the ruthless 
cutting of these constructive expenditures would be 
to either the industry's or the nation's best interests. 

Unreimbursed constructive expenditures of the 
first postwar year are those expenditures voluntarily 
made by the managements of the airframe com­
panies and not reimbursed by the government or 
by sales in civilian markets during that year. Since 
these companies naturally will not make expenditures 
which are not directed toward some useful purpose, 
such unreimbursed expenditures would be con­
structive; i.e., they would be made with the objective 
of developing new products and promoting future 
business. 

Specifically, unreimbursed constructive expendi­
tures may include expenditures for such purposes as: 

(I) conversion of plants and of administrative 
organization from wartime to peacetime production; 

(2) maintenance of a greater executive and super­
visory staff than will be immediately essential in 
order to preserve a nucleus of trained men for future 
expansion (e.g., general and administrative, engin­
eering, and sales and service personnel); 

(3) development and sales promotion of new civil 
. aircraft and modifications of existing models of air­
craft; 

(4) development of military aircraft not performed 
under active experimental contracts with the armed 
forces; 

(5) purchase of plant equipment and tooling from 
the government or elsewhere; 

(6) any development, promotion, or purchase of 
equipment for use in nonaviation business. 

Optimistic Estimate qf Constructive Expenditures 

As shown in Table I 7, tl).e optimistic estimate of 
the average manufacturer's expenditures of this type, 
not reimbursed by the government or others in I 946, 
is $g,ooo,ooo, or I .6% of annual war peak ex­
penses. Obviously, the many unknowns involved 
make such an estimate only an indication of the 
general magnitude of expenditures rather than a 
precise forecast. This particular estimate is based on 
a study of estimates made by some individual com­
panies, and on discussion of the many factors in­
volved with industry and government executives. 

The studies made indicate, however, that expendi­
tures in the magnitude of $g,ooo,ooo are probably 
near the minimum necessary if the average manu­
facturer is to do a constructive job of developing 



' 
Table 17. Reasonahl~. Optimistic Estimate of 
Expenditures for the Average Airframe Manufac­
turer in theY ear Following Major Terminations 

Percentage of 
lt=s Amount War Peak 

(in thousands) -War Peak Annual Expenses (Estimated 
Ss6o,ooo 100.0% Total Expenses in Year 1944). • · • • • · · 

Estimated Annual Expenses, Year r 945 392,000 70.0 

Assumed Reasonably Optimistic Level of 
Expeoditures in Year following Major 
Tenninatioos (Year Endiog December 
3'• rg¥;): 

Unreimbursed Expeoditures Absorbed 
by tbe Company: 

' Momeotum Expenses •.••••••••••• s 2,200 0-4% 
Constructive Expeoditures •.•.••.•• 9,000 r.6 

Total• Unrcimbuned Expenditures 
s 11,200 o.o% Absorbed by tbe Company .•••.• 

' 
Reimbursed Expeoditures: 

Expenditures Allocable to Active 
Contracts ......••••.....••.... 

Expeoditures Connected witb Ter-
.S 28,ooo 5-0% 

minatioos Wbicb Are Reimbursed 
by tbe U.S. Government: 

4·3 Momentum Expenses ••••••••• 24>000 
Otber Contiowng Expeoditures 4>000 0.7 

Total Reimbursed Expenditures s s6,ooo ro.o% 

Total Expeoditures in Year Following 
Major Terminations ..... ......... s 67,200 12.0% 

future aircraft business. In addition, some companies 
may wish to develop nonaviarlon business. The costs 
of converting plant facilities to peacetime aircraft 
production are likely to be substantial. Moreover, 
costs will be incurred in converting the unwieldy 
wartime organizations of the airframe industry 
engaged almost exclusively in large-scale production 
work to a smoothly functioning organization to 
produce, sell, and service civil aircraft commercially 
on a smaller scale. Under present termination regu­
lations the expenses of conversion of facilities to any 
use other than war production must be borne solely 
by the individual company.' 

Most of the airframe manufacturers have definite 
plans to develop civil as well as military aircraft. 
Several ~f the companies are, during the war, 
developing aircraft which can in peacetime be con­
verted to transport-type aircraft. Some of these 
companies will make su.bstanti~ expenditurc:s to pur­
chase work-in-process mventones and to_oling fr?m 
the government. Moreover, substantial design. 
changes and modifications will be necessary before 
the planes are ready for air-line use, including 
ing general structural changes because of the different 

JTbe ape11101 which the company will J>ea: will of""'!"" be sub­
ject to reduction to the extent tbat any taxaavmga are realized. 
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• 
use involved, modifications of interior arrange.ments, 
and changes to eliminate the many "~ugs" whic? are 
inherent in any relatively new design. Certain of 
the overhead expenses necessary to carry on these 
developments and to exploit them commercially in 
the future can be charged to operations, but others 
will probably have to be capitalized for .tax P.urposes; 

It is improbable that many comparues will make 
outright purchases of entire government-owned 
plants during the first year after the end of war pro­
duction. They are more likely to make arrangements 
for rental or long-term purchase of these facilities 
if they have need for any of them. Aside from :pu~­
chases of government-owned plants, however, 1t lS 

almost inevitable that the companies, even for their 
radically reduced scale of peacetime production, will 
need to purchase a substantial amount of govern­
ment-owned equipment and tooling located in com­
pany-owned plants. In addition, purchase of some 
new equipment will probably be necessary if new 
aircraft or nonaviation products are to be developed I 
or manufactured. 

One variable is of course the extent to which ex­
penditures will be recouped by sales of military or 
civil aircraft. As shown in Table I 7, it is assumed 
that total active contracts during the first postwar 
year, military and nonmilitary, will be adequate to 
reimburse the average company for $28,ooo,ooo of 
expenses, or 5% of the war peak level. If transport 
planes or private planes should be developed so 
quickly that civilian sales would substantially boost 
this total active business of the first year, the unre­
imbursed portion of development expenditures 
would naturally decrease. Or if a particular com­
pany retains larger government. contracts for mili- 1 

tary aircraft, a greater portion of overhead expenses 
might be allocated to these active contracts,2 In 
the light of present knowledge, however, the esti­
mates in Table I 7 appear to be a reasonable fore­
cast of active contracts of the first postwar year. 

Dangers of Large Constructive Expenditures 

It is difficult to overemphasize the importance of 
the management decisions 9f the crucial first few · 
months after major terminations when the level of 
expenditures for a postwar developmental program 
will be determined. The dangers inherent in either 
too high or too low a level of expenditures makes 
the proper balance vital. 

The dangers of overly large expenditures are 
clearly portrayed by the out-of-cash position which 

I An increase in the government reimbunement of continuing ex­
~· estimated in Ta~le 17 at S~ooo,ooo, might also absorb so~e 
addibonal overhead. Smce only expenses directly connected With 
termination setdernents and property disposal are likely to be 10 re­
imbuned, variations in thiJ item are not likely to affect importantly 
the constructive developments of the average company. 



the average company would face as unreimbursed 
expenditures approached $2g,ooo,ooo. Cash could 
be drained even sooner if the benefits of the postwar 
tax refund and accelerated amortization are not 
promptly realized or if termination losses exceed the 
estimated $I,Ioo,ooo level. 

In curtailing expenditures from the huge wartime 
levels, the managements of the individual companies 
will undoubtedly face a temptation to keep more 
engineering and administrative personnel than 
business prospects warrant because of the natural 
reluctance to discharge good men, because of the 
psychological difficulties of adjusting from a big to a 
much smaller business, and because of the optimistic 
hopes for competitive advantage and expansion in the 
future. Yet, as shown in Table I 7, total expenses 
must be reduced on the average to only I2% of the 
wartime level if the companies are to stay within 
the reasonably optimistic level. Lack of realism or 
lack of close control in curtailing overhead expenses 
could quickly deplete the companies' available re­
sources. 

Dangers of Small Constnu;tive Expenditures 

Equally undesirable would be the other extreme 
of overcurtailment of constructive expenditures. 
Obviously, the original $g,ooo,ooo estimate of the 
average airframe manufacturer's constructive ex­
penditures is not the absolute minimum possible. 
By ruthlessly cutting every expenditure to the bone, a 
company could virtually eliminate all post-termina­
tion charges except the inevitable momentum ex­
penses. By even approaching this position, however, 
the company would risk the permanent loss of the key 
men in its organization, the loss of future markets 
which can be created only by developmental work, 
and the loss of its competitive position. Even if all· 
domestic companies curtailed expenditures drastical­
ly, the United States industry as a whole would risk 
the loss of its pre-eminent position to foreign manu­
facturers. Clearly, it would not be to the national 
interest to approach complete curtailment of con­
structive expenditures, thereby allowing aircraft 
development to become stagnant during the critical 
immediate postwar period. 

Uncertainties at the Time of Management 
Decisions 

At present, the risk appears great that constructive 
developmental expenditures will be curtailed to a 
greater extent than is really necessary. The basic 
problem is that the uncertainties and confusion of 
the crucial first few months after major terminations 
may force the managements to cut their expenditures 
in just such a manner. It appears likely that the 

environment during these crucial months would give 
the maximum incentive lpr retrenchment ·rather 
than for optimism in takiDg constructive business 
risks. There are three principal variables which, if 
they remain as uncertain as at present, will influence 
management decisions in favor of greater curtailment: 

(I) uncertainties regarding the timing of the 
termination settlement and the magnitude of the 
loss to be incurred; 

(2) uncertainties regarding federal tax laws, 
particularly with reference to the loss carry-back 
provision, and to a smaller degree with reference to 
the postwar tax refund; 

(3) uncertainties regarding the whole area of our 
national air policy, with particular reference to 
future Army and Navy procurement policies and 
policies for disposal of government-owned .plants. 

A real opportunity exists to narrow the zone of un­
certainty connected with each of these variables. 
Such a narrowing of uncertainty would require sub­
stantial effort on the part of both the individual air­
frame manufacturers and the government. In the 
following paragraphs are cited a few key examples 
of the type of action which might be taken. 

Utu:ertainties in Contract Termination 

Despite the substantial progress xnade during the 
last year by both the companies and the government 
in preparing for contract termination, many uncer­
tainties continue to exist regarding both the magni­
tude and the timing of final termination settlements. 
If these uncertainties are still as great during the 
first few months following large-scale terminations 
when management must make its crucial decisions, 
constructive expenditures may be reduced danger­
ously. At that time, if the average company does not 
know, for example, whether disallowed momentum 
expense items will be $2,2oo,ooo or $Io,ooo,ooo, 
and if the procedures for establishing claims are not 
planned in advance, its only prudent course will be 
to curtail all expenditures and wait until at least 
some of the uncertainty is eliminated. Even with 
ample bank or government credit, the management 
cannot afford to spend money it may not really have. 

In this respect the reasonably optimistic balance 
sheet previously presented is misleading. This state­
ment shows that, if net termination losses should be 
limited to $I,IOo,ooo and unreimbursed momentum 
expenses to $2,2oo,ooo, and if the postwar tax refund 
should be convertible into cash, the average manu­
facturer could readily afford to absorb constructive 
expenditures of $g,ooo,ooo. The problem is that 
at the time decisions will have to be made regarding 
constructive expenditures, the limits of the other 
variables-the "ifs"-are likely to be unknown. The 
companies may, in the long run, have a plethora of 



' cash; yet, until some degtee of certainty exists, they 
will be in no position to invest that cash constructively. 

As discussed in Section IV, the opportunity is 
present for the aircraft ~ompanies and the govern­
ment to narrow the zon~ of termination uncertain­
ties appreciably prior f6 the time when the final de­
cisions must be made. This does not mean that the 
government should guarantee to the airframe 
manufacturers the capital to finance their postwar 
operations. The actual settlement should be based 
on the merits of the individual company's claims, 
with every practical safeguard of the government's 
interests. But agreement in principle on many of the 
major areas of uncertainty can be made just as well 
before the event as two years later. 

Uncertainties Arisingfrom Federal Tax Provisions 

In the completely different field of federal taxation, 
changes could be made which would have a great 
effect on the level of constructive expenditures. One 
of the most important single steps which would ease 
all the problems involved in conversion would be the 
adoption of a Treasury proposal to accelerate pay­
ment of loss carry-back tax refunds. Likewise, the 
problems would be eased by removal of uncertainties 
regarding the time when the postwar tax refunds can 
be converted into cash. The relevance of these 
proposals to contructive expenditures can be best 
understood by referring again to the projected state­
ments of the average airframe manufacturer. 

Under present tax law, companies suffering losses 
during the conversion period can offset those losses 
against profits of the preceding two years and obtain 
a refund of those prior years' excess profits taxes.l As 
summarized in Table I8, the extent of relief offered 
by this and other refund provisions can be huge, 
amounting to a $20,30I,ooo refund for the average 
company if conversion period losses are at the high, 
out-of-cash level. Practically, however, this potential 
relief is likely to have little or no effect on manage­
ment decisions regarding constructive expenditures 
during the first postwar year because (I) a legitimate 
fear exists that the law will be repealed and (2) even 
if the law stays in effect, actual payment is likely to 
be delayed for at least several years. 

The importance of all th~ conversion uncertainties, 

1 In addition to the loss carry.back provision, the effect of which is 
summarized above, provision is also made for an excess profits credit 
carry·back. To the extent that profiu are ICSI than the amount of a 
company's allowable excess profits credit, a claim for a refund of 
prior years' taxes may be made. The effect of the excess profit credit 
carry-back would be minor for most airframe manufacturen becawe 
of the small amount of their excess profits credit. For a more com­
plete discussion of carry-back provlSions and suggested changes in 
these proviJions, seej. Keith Butters, War Profits Taxation and SpecitJJ 
Wartime /Usnws (Harvard Bwiness School, Bwiness Research 
Studies No. 30, 1944);j. Keith Butters and John Lintner, Effect if 
Fuieral Taxes on {;,owing Enterprises: Study No. 11, Polaroid Corporation 
(Harvard Bw.iness School, Division of Research, 1944). 

however, would be greatly lessened, if, as proposed by 
the Treasury, tax payments incurred in the preceding 
year were postponed to the extent of currently ac­
cruing carry-back refunds. As stated in Table I 8, 
most of the refund could then be offset against cur­
rent tax liabilities. Under these circumstances, 
uncertainties regarding all conversion losses-in­
cluding termination losses or disallowed claims for 
post-termination expenses-could still be great with­
out forcing managements to curtail all expenditures. 
Under present law, cash would be reduced by the 
gross amount oflosses incurred and some years later 
a large portion of the loss refunded. Under the Trea­
sury proposal, unless losses were huge, cash would 
decrease only by the amount of the gross loss minus 
the estimated refund. Hence, in spite of termination 
and conversion uncertainties which can never be 
fully eliminated, managements could afford to make 
reasonable constructive expenditures without risking 
the threat of an insolvent, out-of-cash position. 

This is not a proposal to obtain greater refunds 
from the Treasury, for under present law the obliga­
tion to pay such a refund exists. It is rather a pro­
posal to make the refund available at a time when it 
will be most effective in raising the level of business 
activity and employment. Proper safeguards should 
be erected to assure that artificially high losses will 
not be established just because of the carry-back 
provision. In the airframe industry, some safe­
guard already exists in that for tax purposes certain 
de~elopmental expenditures must be capitalized and 
wntten off at the time of future sales rather than 
against current operations; hence, only expenses 

Table 18. Estimates' of Net Working Capital and 
Tax Refund Claims of the Average Airframe 
Manufacturer: End of Years, 1945 and 1946 

(In thousands) 

Projected Final Projecte:i Balance 
Sheet Year After Major Balance Sheet · Terminations, Dttem-

Itema End of War her 31, 1946 Production 
December 31, 

Reasonably Out-of-1945 Optlmiatlc Caah 

Net Working Capital •...•.. so7,6B6 So3,6oo s s,BtB 

Claims for Tax Refunds 
(due primarily to carry-
back of losses) .•..•••.••• ...... g,645 20,301 

Postwar Tax Refund .••.•.. 7,56a ······ ...... -- - --Total of Net Working Capital 
and All Tax Refunds ....• S3s.•s4 833,267 S26,1rg 

= = --
1The derivation of the ettimatea presented herein la esplalned in Appendl:J: B. 

Non: At the end of war production, eatlmated u likely to occur on December 
31, 1945, the current llabllltiet of the average company will include lts,Jso,ooo 
of current federal income and exceu profitl tax llabllltlee. 1( tax claime for lou 
~rry-backlcould be offset against these current tax llabllltie11, moat or all of the 
••5.35o,ooo would not have to be paid in 1046 and net workin1 capital would be 
correepondlnaly increased. 



chargeable to current operations, excluding these 
developmental expenses, could be claimed as losses 
for which tax refunds would be paid. The Treasury 
could reasonably insist on any necessary additional 
safeguards against artificially high expenditures. 

This proposed change in the tax law would not be 
a "cure-all" for all possible problems. If any large 
termination losses were not established in the first 
year after war production ceased, the current relief 
would not be forthcoming, for the tax liabilities 
incurred during the war would not be postponed. 
Or if war production tapered off gradually over 
several years, no large current taxes would exist 
against which losses could be offset. Under these 
circumstances, however, the need for relief would 
probably be lessened. In spite of these limitations, 
the possible benefits of the proposed change in the 
timing of refund payments are sufficiently great to 
warrant its serious consideration. 

In addition, aside from the loss carry-back pro­
vision, there are other technical uncertainties re­
garding the time when postwar tax refunds can be 
converted into cash.t The average company's 
accrued refund will amount to an estimated $7 ,s68,­
ooo by December 3I, I945, or 27% of total net work­
ing capital. In the projected statements, full con­

. version of these refunds into cash at a s% discount 
during the first postwar year has been assumed. If 
cash cannot be realized in this manner or by ob­
taining collateral bank loans, a further important 
incentive will exist to curtail all constructive ex­
penditures. This uncertainty could be removed by 
prompt issuance of actual refund certificates and by 
prompt official declaration of final cessation of hos­
tilities, after which the certificates will become ne­
gotiable. This is a further example of a change in 
timing which will aid in eliminating uncertainties 
during the conversion period without increasing 
the amount of government obligations. 

Uncertainties Regarding Future National Air Policy 

The termination and tax refund uncertainties pre­
viously referred to are all concerned with the interim 
conversion period when the aircraft companies will 
be adjusting from wartime to peacetime production. 
Entirely apart from these conversion problems, the 
basic question facing each company is: conversion 
into what? A detailed analysis of the nature and 
volume of postwar operations is outside the scope 
of this financial report. Nevertheless, a few examples 
of national air policy problems affecting postwar 
operations will be cited, because (I) these problems 
will directly influence company action during the 

•See page 45• These are the refunds of ro% of excess profits tax 
payments currently accruing on the companies' books. 
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conversion period and (2)\an opportunity exists to 
exert a positive influence on aircraft developmental 
programs and employment' by narrowing the zone 
of uncertainties regarding ' national air policy in 
advance of the end of the wat; · 

The most important uncertainties concern future 
Amty and Navy procurement policies. The end of 
the war will not mean the end of a dose government­
industry relationship. Every one of many estimates 
of postwar aircraft markets examined predicts that 
over half of the 'market will consist of military air­
craft. The average company will dearly have a 
much sounder basis for planning its constructive 
expenditures if it has some idea of the magnitude and 
nature of military aircraft procurement plans for the 
permanent military establishment. Again, it will be 
helpful to visualize the position of the management 
of the average airframe company during the first few 
months after the end of war production. Large-scale 
contract cancellations and cutbacks will have dras­
tically reduced production to a level estimated in the 
preceding projected statements at s% of the wartime 
peak level. Because of the difficulty of an .immediate 
jump to commercial production, this remaining 
business is likely to consist primarily of developmental 
contracts and some small-scale production of mili-
tary aircraft. · 

In making plans for the first postwar year, the 
managements will obviously wish to know whether 
they can count on the then-existing milit<ll')' procure­
ment schedule for one or two months or for several 
years. In the planning of a developmental program, 
a question immediately arises as to the type of de­
velopmental contract which the services will use in · 
the postwar period. Will the services place direct 
orders for new models or will the companies them­
selves design new prototypes on their own initiative 
and pay for part or all of their cost? In what pro­
portion will our air force consist of heavy, medium, 
and light bombers, fighters, and trainers during the 
permanent military establishment? Will strategic 
plans necessitate the use of midwestern rather than 
coastal plants, and what plants will be kept in stand­
by condition? 

A factory manager can make intelligent plans if he 
is told that a given plant area will tum out about 
5 planes a month, or so, or I. He is then in a position 
to determine the manpower, tools, and space needed 
and to take action accordingly. Without some ap­
proximate knowledge of these factors, he can only 
improvise and "muddle through." If too many un­
knowns exist, the incentive will be great to discharge 
all employees except those essential for the immediate 
business on hand and to curtail all activities until 
some of the unknowns are resolved. 
· . Another uncertainty affecting conversion plans is 



government policy regarding the disposition of gov­
ernment-owned plants ~nd equipment. There will 
be a natural reluctance ~o plan peacetime use of war 
plants and equipment Unless it is known that some 
satisfactory arrangement can be made for their 
lease or purchase. During the first few postwar 
years, a plan for lease or long-term purchase with 
comparatively low annual charges will be almost 
essential. Because of limited capital, large outright 
purchase of plants or equipment will almost certainly 
have to be limited, at least until loss carry-back 
refunds are made. Financing to OQtain new capital 
is not likely to be practical until some of the doubts 
of the conversion period are removed. Again, there 
will be every incentive to hold back on any expansion 
plans until leasing or long-term purchase arrange­
ments can be definitely known. 

Even in the field of commercial aircraft a close 
relationship exists between government policies and 
industry planning. Commercial markets will be 
vitally affected by government policies for disposal 
of surplus aircraft and by the Civil Aeronautics 
Board's actions on new transport routes. For ex­
ample, the timing of the Board's action on interna­
tional routes will obviously have an important effect 
on the market for four-engine transport planes. 
Even in the private flying field, surplus disposal 
policies, Civil Aeronautics Authority safety regula-

tions, and airport development programs will hav! 
an important influence on the market. 

Obviously, the many unknowns influencing the 
future cannot be completely eliminated now or later. 
The size of our future air force depends on many 
strategic considerations, on our whole foreign policy, 
and in the last analysis on the will of the people as 
expressed through Congress. Similar difficulties 
exist in developing transport policies and plant 
disposal policies. Nevertheless, the range of uncer­
tainties can be narrowed by advance planning. In 
most of the areas of uncertainty, encouraging progress 
is being made by the armed forces and by the other 
branches of the government concerned with these 
problems. 

Because all the industry's problems are closely 
interrelated, it probably will be desirable to establish 
over-all policies regarding these problems which 
affect the future of aviation and not to attack each 
problem on a piecemeal basis. Regardless of the 
method of approach ultimately used, every possible · 
effort to define national air policy in advance of the 
end of the war appears desirable. To the extent that 
the zone of unknowns can be limited, the necessity 
for improvising and muddling through the conver­
sion period will be correspondingly decreased and the 
prospects for more extensive aviation development 
and employment will be improved. 



APPENDIX A 
' 

I 
NOTES REGARDING INDUSTRY COMPOSITE DATA OF TEN MAJOR 

AIRFRAME MANUFACTURERS 

Summary Notes Regarding Balance Sheet, Income Statement, and Other Data 

The Balance Sheets and Income Statements of the 
average airframe manufacturer for I942 and I94S 
are shown in Tables I and 2. A cpmposite statement 
was compiled based on the individual statements 
of ten major airframe manufacturers. The average 
company statement simply represents the composite 
financial figures reduced to an average by dividing 
th~ totals by ten. Composite statements are not 
shown herein; persons wishing to obtain composite 
statements may multiply each item on Tables 1 and 

12 by ten. 

Changes in 1942 Statements 

The I942 statements are essentially similar to those 
presented in a study published last year on the "Fi­
nancial Position of the Aircraft lndustry,''l How­
ever, three adjustments have been made in the I942 
data as originally published in order to make them 
comparable with the available data for I94S· 

Ten ·companies instead of Eleven 

During 194s, two of the eleven companies included 
in the 1942 study were merged. Therefore, reference 
is made in th,is study to ten airframe manufacturers, 
but the data actually represent the same eleven 
manufacturers referred to in last year's study. In 
all cases where figures of the average airframe manu­
facturer are shown, they ·represent the composite 
figures divided by ten, because only ten companies 
are now in existence. The financial ratios and re­
lationships for this average company are not affected 
by this change. 

Substitution of One Company 
Since the necessary financial data for one of the 

companies included in the 1942 study were not 
available for 1 94S, it was necessary to exclude this 
company from the data for bo~ 1942 and 194S· A 
company of comparable size, for which both 1942 
and I 94S data were available, was substituted. This 
change did not significantly alter the amounts of the 
composite data; for example, the composite net sales 
were decreased by less than one-half of one per cent. 

•Filum&i4I Position qf IM Aimafllndustry (Harvard Business School, 
DiviJion of Research, Business Research Studies, No. o8, 1943). 

Additional Renegotiation 

As stated in the 1942 study, renegotiation settle­
ments were not final for two companies. Since that 
time, one of these two companies has completed re­
negotiation on 1942 operations and the other has 
reached a tentative agreement with the government. 
In both cases the 1942 financial statements have 
been revised to take into account the additional 
amount of renegotiation refund. The effect of these 
adjustments reduced the composite net profit after 
taxes less than one per cent. 

Sour"ces of Information 

The basic sources of information were identical to 
those used in the 1942 study, that is, the audited 
statements obtained from the accounting depart­
ments of the ten companies. Nine of these ten com­
panies manufactured airframes and spare parts 
therefor. For the tenth company the audited state­
ments of the Airplane Division were used. Again 
this year it was necessary to allocate to this Airplane 
Division an equitable portion of the entire corpora­
tion's cash, United States securities, postwar tax 
refund, provision for federal taxes, and net worth. 

The income statements shown in Table 1 are for 
· the fiscal years 1942 and I 94S, and the balance sheets 

shown in Table 2 are as of the end of the fiscal years 
1942 and I94S· Of the ten companies included in 
this study, the fiscal year of six ended on December 
SI, two on November so, and two on September so. 
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Adjustments 

Five types of adjustment were .made in th.e 1942 
and I94S audited statements of rune comparnes and 
of the Airplane Division of the tenth company: 

{I) Balance sheet and income statement ite~ 
were reclassified and further breakdowns made m 
order to obtain uniform classifications of accounts. 
None of these adjustments involved any change in 
earned surplus. 

(2) Where necessary, income and expense items 
were adjusted and net profit. d~creased to allow .fo~ 
the estimated effect of renegotiation of the comparnes 
contracts with the United States Government. The 



effect of these adjustm~nts was to reduce net profit 
after taxes of the ten cojnpanies combined by slightly 
less than 2I% in I943 11nd 4I% in I942. 

One company had already reached an agreement 
with the Price Adjustment Board regarding its 
renegotiation refund for the year I 943 at the time 
its annual report was published. In the case of six 
companies, either preliminary or final agreements 
had been reached at the time these data were ob­
tained. In the case of the three remaining com­
panies, the amounts of the renegotiation refunds were 
estimated, based on statistics furnished by the com­
panies and data regarding refunds made by other 
companies. Final agreements regarding I942 re­
negotiation refunds have been made by all of the 
companies except one, and that company has made 
a tentative agreement with the Price Adjustment 
Board. 

(3) In the case of several companies, adjustments 
were made to obtain uniformity in the accounting 
treatment of cost-plus-fixed-fee contracts. A majority 
of the companies took fees under cost-plus-fixed-fee 
contracts into income on the basis of expenditures 
made (i.e., amounts billable to the government). 
Some companies, however, accrued fees on some 
other basis, such as actual deliveries of aircraft. In 
these latter cases in I942, adjustments were made to 
accrue fees on the basis of expenditures. Mter this 
adjustment, net sales of all companies included ex­
penditures and accrued fees, and operating expenses 
included all expenditures to date under cost-plus­
fixed-fee contracts. 

Siinilar adjustments were made in the I943 state­
ments; however, only those expenditures made in the 
fiscal year I 943 and the accrued fees thereon were 
included in the I 943 income statement. 

(4) In I942 adjustments were made to consolidate 
into the balance sheet of one company a wholly 
owned subsidiary formed to construct a plant under 
an Emergency Plant Facilities contract. This sub­
sidiary had not been consolidated in the published 
balance sheet. However, the assets of this subsidiary 
were purchased by the government shortly after the 
close of the I 943 fiscal year. In order to present a 
more accurate, up-to-date breakdown between com­

. pany- anc;l government-owned plant facilities, ad-
justments have been made in the I943 balance sheet, 
giving effect to the dissolution of this subsidiary and 
the purchase of its assets by the government. 

(5) In I942 only, adjustments were made to 
eliminate intercompany accounts and items of two 
companies. One of these companies had a sub­
stantial investment in the other at the close of the 
I942 fiscal year. Because these two companies were 
merged in I 943, similar adjustments were not neces­
sary in I943· 

Other Data 

Certain additional. composite statistics are pre­
sented along with the statements. These data are: 

Wage and salary expenditures in the first quarters 
of I943 and I944· 

Expenditures for materials in the first quarters 
of I 943 and of I 944· 

Government-owned cost-plus-fixed-fee inventories 
at the end of the fiscal years, I 942 and I 943· 

Government-owned plant, property, and equip­
ment at the end of the fiscal years, I 942 and I 943· 

In certain companies, precise accounting measures 
of these data were not available, and company esti­
mates based on statistical data were used. 

Notes Regarding Specific Balance Sheet and Income Statement Accounts and Other Data 

The following notes briefly describe the nature of 
each account and of each statistical item included in 
the foregoing statements. I 

Asset Accounts 

Cash, Unrestricted. Cash the use of which is not re­
stricted by contract with the United States Govern­
ment or banks. 

Cash, Restricted. Cash the use of which is restricted 
by contract with the United States Government or 
banks. 

lA more detailed description of the types of reclassifications and 
adjustments made in both 1942 and 1943 data is given in Financial 
PosUWn of the Aircraft Industry {Harvard Bwiness School, Division of 
Research, Bwincss Research Studies, No. 28, 1943), pp. 35-41. With 
the exceptions noted above, the types of reclassifications and adjust­
mentsarethesameforboth 1942 and 1943• 
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United SUites Government and Other Marketable Securi­
ties. United States Treasury securities and market­
able short-term notes. 

Accounts Receivable: United States Government Fixed­
Price Contracts. Receivables from the United States 
Government under the terms of fixed-price contracts. 

Accounts Receivable: United States Government Cost­
Plus-Fixed-Fee Contracts. Unreimbursed expenditures 
and accrued fees under cost-plus-fixed-fee contracts, 
and advances made to subcontractors under such 
contracts. 

Miscellaneous United States Government and Other 
Accounts Receivable. All accounts receivable other 
than those due from the United States Government 
under fixed-price and cost-plus-fixed-fee contracts. 

Advances to Vendors. Advances to or deposits with 



vendors against unfilled orders for materials and 
parts. 

Invenl6ries. Total company-owned inventories, 
including shop supplies, perishable tools, and com­
pany-owned material in the hands of vendors. 

Plant, Property, and Equipment: &gular Facilities 
(other than emergencyfacilities). All company-Owned 
fixed assets except emergency facilities covered by 
certificates of necessity (to be amortized over 6o 
months) and emergency plant facilities (the cost of 
which is to be reimbursed by the United States 
Government over 6o months). 

Plant, Property, and Equipment: Emergency Facilities 
(constructed under certificates of necessity) . Emergency 
facilities covered by certificates of necessity and 
hence amortizable over a period of6o months. 

&serve for Depreciation and Amortization. All de­
preciation and amortization reserves against the 
above two Plant, Property, and Equipment accounts. 

) Expenditures under Emergency Plant Facilities Con­
tracts, .Net of Amortization. Expenditures under 
Emergency Plant Facilities contracts, net of amounts 
reimbursed by the United States Government. 

Postwar Tax Refund. Estimated postwar refund of 
federal excess profits tax. 

Deferred Charges and Miscellaneous Assets. ·Items car­
ried in the audited statements of the companies as 
deferred charges, and other assets which could not be 
classified as current assets or fixed assets. 

Government-Owned Assets 

1 Government-Owned Invenl6ries (under cost-plus-fixed­
fee contracts). Government-owned inventories related 
to cost-plus~fixed-fee contracts as of the end of the 
1942 and 1943 fiscal years of the companies. 

Government-Owned Plant, Property, and Equipment. 
The investment of the United States Government and 
its agencies in fixed assets used by the companies, as 
of the end of the 1942 and 1943 fiscal years of the 
companies. 

Liability Accounts 

Accounts Payable and Miscellaneous Current Liabilities. 
Items carried in the audited statements of the com-. 
panies as accounts payable and all miscellaneous 
current liabilities which could not properly be 
classified in the various other current liability ac­
counts shown. 

Wages and Salaries Payable. Wages and salaries 
payable as shown in the audited statements of the 
companies. 

Notes P'!)'able 16 Banks. Notes payable to banks 
shown as current liabilities in the audited statements. 
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Provision for Taxes other tL Federal Income Taxes. 
Provision for all taxes other than federal income and 
excess profits taxes. l. 

Advances other than United S!_ates Government. Ad­
vances other than those received from the United 
States Government. 

Provision for Federal Income and Excess Profits Taxes. 
Estimated provisions for federal income and excess 
profits taxes before deduction of postwar refunds. 

Refunds Due United States Government. Refunds due 
the United States Government for contract price 
adjustments and for renegotiation of government con-
tracts. · 

United States Government Advances and Progress Pay­
ments. Advances and progress payments received 
from the United States Government in' connection 
with fixed-price and cost-plus-fixed-fee contracts. 

Bank Loans under Emergency Plant Facilities Contracts. 
Loans payable to banks in connection with Emer­
gency Plant Facilities contractS, under which the 
government reimburses the cost of such facilities over 
a Go-month period. 

Other Noncurrent Liabilities. Includes only deferred 
income. 

Reserves for Specific Liabilities. Reserves for self­
insurance and service guarantees. 

&serves for Postwar and General Contingencies. Re­
serves which are not for specific liabilities but for 
postwar or general contingencies. 

Capital Stock and Capital Surplus. Capital stock (in­
cluding preferred and common stock) and capital 
surplus (including paid-in surplus) as shown in the 
audited statements of the companies. 

Earned Surplus. Earned surplus as shown in the 
audited statements of the companies, adjusted to 
allow for the adjustments made in net profits result­
ing from changes related to cost-plus-fixed-fee con­
tracts and renegotiation. 

Income Statement Accounts 

Net Sales: Fixed-Price Contracts. Net sales under 
fixed-price contracts, less provisions for refunds to 
the United States Government (including refunds 
for contract price adjustments and refunds to pro­
vide for renegotiation settlements). 

Net Sales: Cost-Plus-Fixed-Fee Contracts. Expendi­
tures and accrued fee5 under cost-plus-fixed-fee 
contracts. 

Operating Expenses: Fixed-Price Contracts. All costs 
and expenses applicable to products sold under 
fixed-price contracts. 

Operating Expenses: Cost-Plus-Fixed-Fee Contracts. 
Expenditures applicable to cost-plus-fixed-fee con­
tracts. 



Other IncoTT/4 (Net) .~fiscellaneous income, which 
it was not considered p oper to include in Net Sales, 
less miscellaneous de cations, which it was not 
considered proper \O · . lude in Operating Expenses. 

Provision for Federof IncoTT/4 and Excess Profits Taxes 
(Net of Postwar Tax Refund). Estimated provision for 
federal income and excess profits taxes after deduct­

. ing the postwar refund of excess profits taxes. 
Net Profit. Net profit after taxes but before de­

ducting Provision for Postwar and General Con­
tingencies. 

Disposition of Earnings: DWidends Paid. Preferred 
and common stock dividends paid by the companies. 

Disposition of Earnings: Provision for Postwar and 

General Contingencies. Provision for postwar contin­
gencies and other general contingencies. 

Disposition of Earnings: Balance to Surplus. Net 
Profit less Dividends and Provision for Postwar and 
General Contingencies. 

Average Monthly Expenses, First Quarters of 
1943 and 1944 · 

Wages and Salary Expense. Average monthly ex­
penses for all wages and salaries during the first 
quarters of I943 and I944· 

Material Expense. Average monthly expenses for all 
materials, purchased parts, and subcontract iteiUS 
during the first quarters of I943 and I944· 

APPENDIX B 

DERIVATION OF THE PROJECTED BALANCE SHEETS OF THE AVERAGE 
AIRFRAME MANUFACTURER 

Balance sheets showing the estimated effects of 
conversion from war to peacetime operations upon 
the average airframe manufacturer's financial status 
are projected in Tables A, B, and C. These tables 
show the three following projected, or pro forma, 
balance sheet statements as of December gi, I946, 
one year after the date on which it is assumed most 
war contracts will be canceled: 

(I) Reasonably Optimistic Balance Sheet, Table A. 
The purpose of this statement is to indicate the com­
pany's financial status if reasonably optimistic as­
sumptions are made regarding termination losses and 
unreimbursed expenditures incurred in I946. 

( 2) Out-of-Cash Balance Sheet, Table B. The purpose 
of this statement is to indicate the maximum unre­
imbursed expenditures the company can absorb in 
the year following major terminations without 
eliminating all cash. It is based on the assumption 
that termination losses will remain at the reasonably 
optimistic level indicated in Table A. 

(3) Out-of-Cash Balance Sheet, Table C. The purpose 
of this statement is to indicate the maximum termina­
tion losses the company can absorb without elimi­
nating all cash. It is based on the assumption that 
unreimbursed expenditures in I946 will remain at 
the reasonably optimistic level indicated in Table A. 

In the derivation of the reasonably optimistic 
balance sheet; the actual balance sheet of the average 
airframe manufacturer on December gi, I943, is 
used as a starting point and is indicated as Balance 
Sheet No. I on Table A. Adjustments are first made 
to this statement to reflect the effect of two years of 
continued large-scale wartime operations; Balance 
Sheet No.2, as of December gi, I945, gives effect to 
these adjustments. Then adjustments are made to 

this No. 2 statement to reflect the liquidation of 
assets and liabilities during I946; Balance Sheet 
No. 3 reflects these changes. The remaining adjust­
ments are then made to reflect the effect of termina­
tion losses and unreimbursed expenditures in I 946 
(as optimistically estimated). The reasonably opti­
mistic statement as of December gi, I946, is then 
shown as Balance Sheet No. 4 in the last column of 
Table A. 

In the derivation of the out-of-cash balance sheets 
(Tables B and C), the same assumptions are made 
regarding all factors except that the higher levels of 
termination losses or unreimbursed expenditures are 
assumed. Therefore, all of those adjustments re- i 
fleeted in Balance Sheet No. 3 on Table A are the 
same for both the optimistic and the out-of-cash 
statements. Hence, Balance Sheet No. 3 is used as 
the starting point in Tables B and C. On both of 
these tables, adjustments are made to indicate the 
effect of termination losses and unreimbursed ex­
penditures sufficiently high to eliminate all cash. 
In Table B, expenditures are increased while 
termination losses remain at the optimistically esti­
mated low level. In Table C, termination losses are 

·increased and expenditures are kept at the optimistic 
level. In this manner, the two out-of-cash balance 
sheets for December 3 I, I 946, are derived. 
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The specific adjustments made in deriving the 
various balance sheets, the basic assumptions upon 
which each adjustment is based, and comments 
thereon, when necessary, are stated below. For the 
person who wishes to follow in detail each adjustment 
in Tables A, B, and C, the debits and credits to 
individual accounts are shown for each specific 
adjustment. 



Table A. Derivation of Reasonably Optimistic Projected Balance Sheet of the Average Airframe Manufacturer I December 31,1946 
(In thousands) 

Balance Acljuatmenta for Contlaued l Balance 
Adjustments for Year Fodowins MajorTenniaatlons (Year 1946) Balance Sheet No.1 War Operatlone Sheet No. 2 Sheet No.4 

Adjustments for Liquidation Balance Adjustment& for Unrelm· 
Sheet No.3 buned Expenditures and Final Items Actual Partial Projected of Aeseta and LiabiUUca Termination Loasea Projected Balance Retained Liquidation Balance Balance Sheet Cash of Aaeeta and Sheet Pt. lim !nary Sheet, Dec:ember 31, Profits Liabilities December Jl, Tax Adjuat· Other Adiuet· Projected Looses and Tu December 31, 1943 1945 menta menta BaL Sheet, Unrdmbuned 

Claims 1946 
Dec. Jl, 1946 

Expenditurea 

ASSETS· 
Ctnuw<r Amrn: 

{ S7,1554 
{ 34~~ {Su,.oooj Cash and Marketable Securities ••••...•••. s 59.548 2>4006 $J8,o5Jld s 31,051 87,190' Srr,195 S.7,386 1,618k 817,8o4 Accounts Receivable, including Advances 

to Vendon .......................... 107,750 3•o3•5d 75.425 6J,J#h 8,o8t 8,o8t Inventories . ........................... 45o357 IJ,fioJd 31,?50 11J .. 14h 4,536 4·536 Conttact Termination Claims .•.•.... , ••. . . . . . ..... 27,214/1 2?,214 117 .. 1-tf< . .... 
Total Current Assets ••••••.•...••••...•. S•••,655 S138,•o6 867,217 S3oo421 

FEDERAL TAX RuuND CLADIS .......... '." { 2721 1,388 S8,257n g,645 I,IIC!f' 
NET PLANT,PROPER.TY,AND EQ.mPMENT •. ..•. 8,on R,p>b s.6n •·5351 3•142 { 58oi 

3·299 40J111 ExPENDITURES UNDBR EMERGENCY Pt.Am 
FACIUTIEB CoNTRACTS, NET OF AI.!ORTIZA· 
TION, ,, •• ,, ,, •• • • • •• • • • • • • • • • • • •• • • • • • 810 - 401 4011 ..... ..... 

POSTWAR TAX Rutn<D ................... 3.473 4>095<1 7·568 7o5fi& ..... ..... 
DEntuum CHARGES AND MisCELLANEOUS 

455 Amrn ................................ 1,821 1,821 1,821 r,J66m 
CAPITALIZED DEVELOPMENT EXPENDrruJlES . . . . . . . . . . ..... 2,8ooj 2,8oo 
TOTAL.Amrn ....................... ,, ,,, S••6,836 S•s3,693 S73,568 S46,62o 

UABIUTIES 
CuRRENT LIABILITil!S: 

Accounts Payable and Miscellaneous Cur· 
s 48.7•9 14,61gd $ 3•lJIIO 31,674/1 s · rent Liabilities •••••.•.• , ••••••••. , ••• 

•·436 s •·436 Provision for Federal Income and Excess 
Profits Taxes ••••••••••••• , .••••... , •• 36>490 21,14od 15,350 709/ 14,641h ..... . .... Refunds Due U. S. Government ••.•.•.••• 22,o<J9 22,048d • • • 0 • ..... . .... Advances, Progress Payments, and Bank . 
Loans 87,257 •6,177d 61,o8o 3•·••4/1 o8,856 24o493k 4,363 Total Current Liabilities •••••••••••••••. $194,5•4 $110,540 S3•·•9• s 6,799. 

BANK LoANS UNDER EamRGENCY PLANT FA· 

61g f CILITIEI CoHTRAt.'TI, , • , , , , , •••• , o , , , , , • 470 409< 61 ..... . .... 
OrHER NONCURRE>rr LIABILITil!S ........... 311 Sll 311 233m 78 
NET WoRTH ••••••••••••••••••••••••••••• 31,531 ll,lljOD 42,781 {Ia& 41,965 rB4oj 710/ 1,1o3k 8,llj7n 39.743 TOTAL Lwln.mEa ........................ S226,836 8153,693 173.568 l,saGm S46,62o 
NET WoRKING CAPITAL (current assets less 

current liabilities) . ................. , , .. s 18,131 s •7,686 S 35,925 . S23,622 

Non: The aaumptlona underlying each of the above adjustments are explained In the accompanying notes. For convenience, each eet of adJustment& is lettered and the notel eeareaated accordins to tbeee 
Jet ten. Amounll iD ltallc::a are credit entrlc:a. lndicatina: a decreaae in Uleta or an lncrcue iD liabilitiet. Amounta not iD ltaUCI are debit entriet. iDdlcalinl; an incn:aae in aueta or a decrc:ue 1n llabilltia. 



' Deyvation o£ Reasonably Optimistic Balance Sheet, Table A 

Adjustments to Bai.J.ce Sheet No. I Giving Adjustment d: adjustment for a reduction in current 
Effect to an Estimated jTwo. Years. o£ Continued assets and current liabilities to reflect 30% cutbacks 

War ,Operations and partial cancellations during I945· 
Atijustment a: adjustment for profits retained in the 

company during 1944 and 1945· 

SPECIFIC ADJUSTMENTS: 
Increase in CaSh and Marketable 
· Securities 

Increase in Postwar Tax Refund 
Increase in Net Worth 

BAste AssuMP'noN: 

Debit Credit 

Retained profits (net profits less dividends) in 1944 will be the same 
as in 1943, wbile cutbacks and partial cancellations will reduce 1945 
retained profits to so% of the ·~level. 

CoM>JENT: 
In the construction of estimated profit and loss statements for 1944 

and 1945, the assumption bas been made that the present federal 
income tax law will remain in effect throughout 1944 and •945· No 
attempt has been made to take into account any changes in the 
nature of the company's business, such as a further shift to cost-plus­
fixed-fee business or to commercial business. 

Atijustment b: adjustment to include the unexpend­
ed portion of depreciation and amortization charges 
for 1944 and 1945 as a source of funds. 

SPECIFIC ADJUSTMENTS: Debil 
Increase in Cash and Marketable Secur-

ities · S2,4CJ0,000 
Decrease in Net Plant, Property, and 

Equipment: · 
Increase in Reserve for 

Depreciation and 
Amortization S~OO?,ooo 

Less: Increase in Plant, 
Property, and Equipment 1 ,6oo,ooo 

BASic .As:sulw'r:oN: 

Credit 

An amount equivalent to 40% of the total depreciation and amor­
tization expense for 1944 and 1945 will be expended to increase 
plant, property, and equipment. Cash will increase to reflect the 
unexpended depreciation and amortization charges, the increase 
being 6o% of the charges during 1944 and 1945• 

CoM>IENT: 
The estimates of depreciation and amortization charges are based 

on individual company reports and on Form 10K reports on file with 
the Securities and Exchange Collllllission. . 

Adjustment c: adjustment for the reimbursements 
received during 1944 and 1945 from the United 
States Government for reimbursable costs incurred 
in the acquisition or construction of fixed assets under 
Emergency Plant Facilities contracts. 

SPECIFic AD]Um.IENTS: Debit Credit 
Decrease in Bank Loans under Emergency 

Plant Facilities Contracts S409,ooo 
Decrease in Net Unreimbursed Expendi-

tures under Emergency Plant Facilities 
Contracts 5409,000 

BAJJc As:wlwnoN: 
Expenditures under Emergency Plant Facilities contract~ will be 

reimbursed by the United States Government at a rate of oo% per 
year. Payments received will be used to reduce the bank loan made 
under these contracts. 

SPECMC ADJUSTMENTS: 
Decrease in Accounts Payable and Mis­

cellaneous Current Liabilities 
Decrease in Provision for Federal In­

come and Excess Profits Taxes 
Decrease in Refunds Due United States 

Government 
Decrease in Advances, Prngress Pay­

ments, and I1ank Loans 
Decrease in Cash and Marketable 

Securities 
Decrease in Accounts Receivable 
Decrease in Inventories 

BAlllc AswHPnoN: 

Debit 

21,140,000 

22,o4fl,ooo 

Credit 

S38,o52,~ 
32,325,000 
13,607,000 

Large-scale wartime production will continue until December 31, 
1945, but cutbacks will reduce 1945 sales 30% below the 19#level. 
The cutback will decrease accounts receivable, inventories, ~ 
counts -payable and miscellaneous current liabilities, and advances, 
progress payments, and bank loans to a level 30% below the Decem­
ber 31, 1943, level. The federal income and excess profits tax lia­
bility will decrease to re8ect the lower profits during 1945· Refunds 
due the United States Government at the end of 1943 will be paid 
and no further liability for refunds will be incurred. Final termina­
tion setdements on contracts canceled during 1944 and 1945 will be 
made before December 31, 1945· 

Adjustments to Balance Sheet Statement No. 2 
Giving Effect to Liquidation o£ Assets and 

Liabilities during 1946 

Adjust11Uint e: adjustment for the conversion of the 
postwar tax refund into cash. 

SPECIPIC ADJUSTMENTS: 
Increase in Cash and Marketable 

Securities 
Inerease in Federal Tax Refund Claim 
Decrease in Net Worth 
Decrease in Postwar Tax Refund 

BASIC AssUMPTION: 

Debit Crtdit 

S7,1go,ooo 
272,000 
1o6,ooo 

Before December 31, 1946, the postwar tax refund will be con­
verted into cash at a s% cfucount. 

CommNT: 
The postwar tax refund certificates become negotiable after the 

dc:clared cessation of hostilities. Because they pay no interest and 
will mature a! varying periods several years hence, they will have to 
be sold at a dtScount. Approximately the same effect on cash would 
resu}t if the company borrowed 95% on the face value of its refund 
certificates. 

It has been assumed that the loss resulting from the 5% discount 
be considered as a loss incurred in 1946 and that the company will 
file a. ~aim for a refund of prior years' taxes under the loss carry-back 
provwon of the federal tax law. Therefore, a federal tax claim bas 
been set up. This tax claim is classed as a noncurrent asset. Even 
if the loss carry-back provision of the present tax law remains in 
effect, it will probably take considerably longer than one year after 
December 31, 1946, to submit a claim, to have it processed by the 
Bureau of Internal Revenue, and to receive payment of the claim. 

Atijustment f: adjustment for accelerated amortiza­
tion of emergency plant facilities constructed under 
certificates of ~ecessity. 



SPECIPIC AD.JUn"'EIIITS: Debit Credit 
lncrea5einFederal Tax Refund Claim S1,n6,ooo 
Decrea5e in Provision for Federal Income 

and Excess Profits Taxes 709,000 
Decrease in Net Worth 71o,ooo 
Decrease in Net Plant, Property, and 

Equipment S2,535,ooo 

BASIC AssuiiPriON! 

The amortization of emergency plant facilities constructed under 
certificates of necessity will be recomputed during 1946 and claims 
for refun~ of prior yean' taxes will be filed (except for the year 
1945). It IS assumed that the company will revise its 1945 federal 
income tax return before making full tax payments in 1946 to allow 
for accelerated amortization. Hence, the current tax liabilities paid 
in 1946 will be lowered accordingly. 

CoMMENT: 

The accelerated amortization carried back against 1945 and prior 
years is estimated on the basis of individual company reports and 
F~r~ 10K reports on file with the Securities and Exchange Com· 
IDWlOD, 

Adjustment g: Adjustment for the payment of the 
net unreimbursed expenditures incurred in the ac­
quistion or construction of fixed assets undel' Emer-

1 gency Plant Facilities contracts. 

SPEcmc AD.JUn"'EEIITS: Debit Credit 
Incr .... in Cash and Marketable Securities 
Deerea>e in Bank Loans under Emergency 

S34Q,OOO 

Plant Facilities Contracts 6t,ooo 
Deer .... in Net Unreimbuned Expenditures 

under Emergency Plant Facilities Con­
tracts 

BAS1c AssmwrloN: 

S40t,ooo 

Expenditures under Emergency Plant Facilities contracts still 
unreimbursed by the United States Government on December 31, 
1945, will be reimbursed in 1946, and any remaining bank loans 
made under these contracts will be liquidated. Title to these facili­
ties will pass to the United States Government at that time. 

Adjustment h: adjustment to reduce current assets 
and liabilities to the level necessary for immediate 
postwar operations. 

SPECIFIC ADJUSTMENTS: Debit 
Increase in Contract Termination Claims S27,214,ooo 
Decrease in Accounts Payable and MiJ.; 

cellaneous Current Liabilities 31,674,000 
Decrease in Provision for Federal Income 

and Excess Profits Taxes 14,641,000 
Decr ... e in Advances, Progreu Payments, 

and Bank Loans 32,224,000 
Decrease in Cash and Marketable Securities 
Decrease in Accounts Receivable 
Decrease in Inventories 

BASIC AssuMPTION: 

Credit 

Sn,Igs,ooo 
67,344,000 
27,214,000 

By December 31, 1~, all federal tax liabilities will be paid. 
Cutbacks and cancellations of contracts will reduce other current 
assets and current liabilities to levels considered normal for a volume 
or sales equal to 5% of the 1944 level. Tbe following normal levels 
are expressed as percentages of the December 31, 1943, level:t ac· 
counts receivable, 772%; inventories, 10%; accounts payable and 
miscellaneous current liabilities, s%; and advances, progress pay ... 
ments, and bank loans, 5%· It is further assumed that contract 
termination claims equal to the reduction in inventories will be set 
up, and that additional advances or bank loans will be obtained 
amounting to go% of these contract termination claims. 

tThe December 31, 1943, level is assumed to be the same as the 
December 31, 1944, level. Since no end-of-the-year balance sheet is 
given for 1944, the percentages are expressed as of the I 943 level. 

CoMHENT: ; 
The levels assumed for accounts receivable, inventories, accounts 

payable and mi.cce!Janeous curren~ liabilities, and advances and 
progress payments are considered ri.ormal for a dollar volume of 
sales equal to 5% of the 1944 vol~. These estimates are based on 
a study of prewar levels of current asSl;m and liabilities of airframe 
manufacturers and on discussions of the variables involved 'with 
industry and government executives. 

It is assumed that the company will submit termination claims in an 
amount equal to . the reduction in company-owned inventories. 
A~y, claims may not be submitted for all such inventories. This 
pOSSible decrease may be offset or more than offset by othei claims 
submitted, including claims for profits allowed on work-in-process 
not yet delivered under fixed-price contracts. · 

Adjustments to Balance Sheet Statement No. 3 
Giving Effect to Reasonably Optimistic Estimates 

of Termination Losses and Unreimbursed 
Expenditures during 1946 

AdJustment J: adjustment for reasonably optimistic 
estimate ofunreimbursed expenditures during 1946. 

SPECIPIC ADJUSTMENTS: Debit Credit 
Decrea>e in Net Worth (excluding 

federal income tax adjustments) S7,8.4o,ooo 
Increase in CapitaliZed Development 

Expenditures 2,8oo,ooo 
Increase in Net Plant,. Property, and 

Equipment 56o,ooo 
D=e in Cash and Marketable 

Securities S 1 I ,2oo,ooo 

BASIC AssUMPTION! 
Unreimbursed expenditures during the year after major termi­

nations, 1946, will total2% of the war peak level of annual expenses. 
It is arb.itrarily assumed that 70% of the total unreimbursed expendi­
tures will be charged to current operations, 25% to capitalized de­
velopment expenditures, and 5% to fixed assets. 

CoMMENT: 
Unreimbuned expenditures include all expenditures for whieb the 

company is not reimbursed during the year following major termi­
nations either by the government or by commercial customers. 
These unreimbuned expenditures could in part be represented by 
increased inventories. This assumption has not been made, how­
ever, since current assets were adjusted earlier on another basis (sec 
A<fjustmenl h). 

Federal income tax adjustments arising because of the losses in­
curred arc not included here, but arc shown separatdy (see .4t!Just-
menl n). · · · · . · 

, The company will of course be reimbursed for some expenditures 
made in 1946. It will receive payments under the terms of any active 
contracts, and it will receive reimbunement from the government 
for some post-termination expenses. To simplify the presentation, 
adjustments are not made to reflect the flow of funds due to these 
reimbursed expenditures. The crucial factor affecting the company's 
working capital position is the level of unrcimbursed expenditures 
in 1946, and hence adjustments are made to reflect only these unre· 
imbuned eash outlays. 

Adjustment k: adjustment for reasonably optimistic 
estimate of termination settlement losses. 

SPEcmC AD.JUn"'ENTS: Debit Credit 
Increa>e in Cash and Marketable Se-

curities S r,6r8,ooo 
Decrease in AdvanCes, Progress Pay-

ments, and Bank Loans 24,493,000 
Decrea>e in Net Worth (excluding federal 

income tax adjustments) 1,103,000 
Decrease in Contract Termination Claims S27,214,000 



BASic AssmwnoN: b 
The net 1om on contract • lion settlements will be limited to 

t% of total inventories on 31, 1945, including company-
owned inventories and goverh.ment-owned inventories connected 
with cost-plus-fixed-fcc con~. This lass excludes any los. arising 
from disallowance or post-termination expenses, which are taken into 
account in determining the level of unrcimburscd expenditures 
(AdjuslmmtJ}• 

inventory losses connected with termination settlements as losses 
occurring in 1945, even though the amount of the loss is determined 
in 1946. If such losses are established before 1945 federal tax lia­
bilities are paid, the company may be able to file an amended 1945 
tax retorn and pay lower taxes. Because of the unocrtainties in­
wived, no allowance is made in the above adjustments for such a 
reduction in current tax liabilities. 

CoiDIENT: 
It is estimated that total inventories on December 31, 1945, will be 

so% lower than the actual inventories on Dcccmbcr 31, 1943, be­
cause of the cutbacks and partial cancellations occurring in 1945· 

.Acijustment m: adjustment for partial liquidation of 
miscellaneous assets and liabilities and for deprecia­
tion during 1946. 

SPECIPIC AI>.JllSI1oiENTB: Dtbil Crtdil 
Termination losses, as defined herein, represent the reduction in 

net working capital which will occur in making termination settle­
ments. Hence, they are net lames rather than total disallowances of 
the company's termination. claims; that is, they represent gros. dis­
allowances of claims less profits allowed on the terminated contracts 
less reserves for such losses already on the company's boob. 

For tax purposes, the company may be able to consider some 

Decrease in Net Worth (excluding federal 
income tax adjustment) 

Decrease in Other Noncurrent Liabilities 
Decrease in Deferred Charges and Mis­

ccllancous Assets 
Decrease in Net Plant,· Property and 

Equipment 403·000 

Table B. Derivation of Out-of-Cash Projected Balance Sheet of the Average Airframe Manufacturer, 
December 31, 1946, with Reasonably Optimistic Estimate of Termination Losses 

(In thousands) 

Items 

ASSETS 
CutlRE>rr Am:rs: 

Cash and Marketable Securities .•••.•.••.•...•••• , , • , ..................... , ••••••. 
Accounts Receivable, including Advances to Vendors ••••.••.•.•..•.••••••.• , ••••••. 
Inventories ....................................... ...•.................. , ...... . 
Contract Termination Claims ••••••••••••.•••• , ••••••••••••••••••••••••••••••• , •• 

Total Current Assets ••••• , •••••••••••••••••••••••••••••••••••• , ••••••••••••••• 

FEDERAL TAX REFUND CLAIMS ... -- ............. - .... - .............. - ............ . 
NET PLANT' PRoPERTY' AND EQ.UIPIIENT • •••••••••.••••••••••••••••••••••••••••••••• 

POSTWAR TAX REFUND .......................................................... . 
~ C>UO<GEI A>Q) ~CELLAJ<EOUI A.s<TI ••••••••••••••••••••••••••••••••••••• 
~rrAIJZED l>EV!OUOP>UO<T EOlPE><DrruRES •••••••••••••••••••••••••••••••••••••••••• 

TarAL Astrn .••.••.••..••...••••.•..••...•...••..•.........•.•..•........•...•. 

UAJJIUTIES 
CuJulp.NT l.JABIUTIES: 

Aa:ounts Payable and Miscellaneous Current Liabilities •....••••••••• , ••••• , •••• , , • , 
Provision for Federal Income and Excas Profits Taxes •••••.•.•••••••••••••• ,, ••••• , 
Refunds Due U.S. Government ••••••••••••••• , •• , •••••• ,, •.••••••• , •••••••••••. 
Advances, Progress Payments, and Bank Loans ••• , .. , ....... , .•••• , •••• , ••••••• , • , • 

Total Current Liabilitcs 

()-mEa NoNCURRENT Lw!WTIES ................................................. .. 

NET WoaTH ••••••••.•••••• - ••• · .•.••••••••••••••.•....•.•..••••••.•• ,,, •••.•••. 

TarAL Lu.BitJTIES-· • • • • • • • • • • • • • · • • • • • • • • • • • • · • • • • · • • ••••..••.•••••••.•••...•••. 

NET WoatUNo ~rrAL ......................................................... . 

Balance 
Sheet 
No.3" 

ProJected 
Balance 
Sheet, 

December 31, 
1946 

1•7·386 
8,o81 
4·536 

27,214 ---
567,217 

'•388 
g,l.f-2 

. ..... 
1,821 ...... ---

173·568 

5 •·436 ...... . ..... 
•8,856 ---

131,•9• 

311 

4'·965 ---
173.568 
= 

l35,9•5 

Adjustment. for Unrelm- Balauce 
bureed Expenditllftl and Sheet 

Tennlnation Loeeea No.5 

ProJected 
Tax BalaDcc 

Loaea Clalma Sheet, 
December 31. 

1946 

{ 5"!J,CJ04P 
...... 

t,6t8g s 8,o81 
4·536 

ll7,:1141J ...... ---
St2,617 

{ '>450P St8,9'3' 20,301 

4"31' 
4,189 

. ..... 
1,j66r 455 
7••5'P 7,251 ---

144,813 

s 2>436 
.. ..... . ..... 

·~4939 ~363 ---
5 6,799 

{ 
•33' ,a 

•o,so3P 
1,1039 IB,gljS 37.936 
1·536' ---

144,813 

s 5,818 

•BalaDce Sheet 3 In Table A. 
NOT&: Tbe aaumptioM und~dtv1 1na: eachh of the above adjustmenta are explained in the accompanyina: notes. For convenience each eet of adluttmentllllet-

tered and the notee .earegated accor ng tot eae let ten. • 
A.mouau lbown in ltallaldare credlnlt •

1
1antrb

1
t
1 
.. 1,;~1cating a decmue In uaet1 or an lnc:rea~e In llabiiJtlea. Adju1tmcnta not •hown In ltallc:e are debit entrlel lndlcat-

lDI an iDa'eue in aueta or a ec:reaee ~ • 



BABic AssmiPnoN: 
Noncash adjustments during 1946 will decrease deferred charges 

and miscellaneous current assets, by 75% and will decrease miscel­
laneous noncurrent liabilities by 75%· The reserve for depreciation 
of fixed assets will increase because of the normal depreciation 
charges during the year. Net worth will decrease to the extent of the 
difference between these adjustments. 

CoMMENT: 
As the scale of operations decreases, deferred charges will be 

written off against current operations, and some miscellaneous other 
assets will be liquidated. Also, the opecial reserves included in 
miscellaneous noncurrent liabilities will be decreased as losses are 
written off against them. In addition, the noncash expense of de­
preciation will be incurred by the company. Since the unreimbursed 
expenditures included in iltijwlmml j exclude losses arising from 
expenses not involving cash, these separate adjustments are necessary. 

Adjustment n: adjustment fqr. federal tax' refund 
claims accrued in 1946. 

SPECIPIC ADJUSTMENTS: 
Increase in Federal Tax Refund Clai~. 
Increase in Net Worth 

BASte Assm.rPnoN: 

Debit Crtd~ 
18,257,000 

The average company will make claims for federal tax refunds 
under the loss carry-back and the unused excess profits credit carry­
back provisions of the law, thus increasing total federal tax refund 
claims. Because net worth was previously decreased by the amount 
of gross losses before any provision for changes in federal tax claims, 
these federal tax adjustments will incrc:asc the balance of net worth. 

CoMMENT! 

Tbe total 194Slosses to be carried back are determined by ildjusl­
mmtsj,k,andm. In addition to the carry-back of these r946losses, 
the company can also claim a refund of prior years' taxes due to the 
unused excess profits credit carry-hack provision of the law.· The 
resulting federal tax claims are treated as noncurrent assets, as dis· 
cussed under A.djwtmml 1. Data regarding tax . computations of 
individual airframe companies were wed in estimating the amount 
of the tax claims. 

Derivation of Out-of-Cash Balance Sheet, Table B 

The adjustments made in deriving this out-of­
cash balance sheet are identical to those made in 
deriving the reasonably optimistic balance sheet in 
Table A, with two exceptions. First, the magnitude 
of unreimbursed expenditures in 1946 is increased to 
indicate the maximum unreimbursed expenditures 
the company can absorb without eliminating all 
cash. It is assumed that termination losses will re­
main at the reasonably optimistic level. Second, 
because of the larger expenditures, the magnitude 
of the federal tax refund claims is increased. 

Balance Sheet No. 3, shown in Table A, is used as 
the starting point. Adjustments are made to this 
statement similar in nature to those shown in Table 
A but differing in magnitude to reflect the above two 
changes. 

Adjustment p: adjustment for "out-of-cash" estimate 
ofunreimbursed expenditures in 1946. 

SPECIPIC ADJUSTMENTS: D•hil Crtdil 
Decrease in Net WOJ"th (excluding fed-

eral income tax adjustment) S00>303,ooo 
Increase in Capitalized Development 

Expenditures 7,251 ,ooo 

D16il Crtdil 
Increase in Net Plant, Property, and 

Equipment S1>450,ooo 
Decrease in Casb and Marketable Securities Sog,004.ooo 

BASic AssuuPnoN: 
The magnitude of unreimbursed expenditures will be sufficiently 

high lo reduce the company's cash to zero. The magnitude of termi­
nation losses will remain unchanged at the reasonablyoptimisticlevel. 

Adjustment q: same as Adjustment k. 
Adjustment r: same as Adjustment m; 
Adjustment s: adjustment for the federal tax refund 

claims accrued in 1946. 

SPECIPIC ADJUSTMENTS: 
IncreaseinFederalTuRefirndOaim 
Increase in Net Worth 

BASIC A..ssmiPnON! 

Dehil Credil 
Sr8,gr3,ooo 

The average company will make claims for federal tax refunds 
under the loss carry-back and the unused excess profits credit carry­
back provisions of the law, thus increasing total federal tax refund 
claims. Because net worth was previously decreased by the amount 
of gross l.,.,es before any provision for changes in federal tax claims, 
these federal tax adjustments will increase the balance of net worth. 

CoiiJIENT: 
The losses to be carried back are determined by iltijuslmmls p, q, 

andr. 

Derivation of Out-of-Cash Balance Sheet, Table C 

The adjustments made in Table C differ in only 
two respects from those made in deriving the reason­
ably optimistic statement (Table A). First, the mag­
nitude of termination losses in 1946 is increased to 
indicate the maximum termination losses the com­
pany can absorb without eliminating all cash. It 
is assumed that unreimbursed expenditures will re­
main at the reasonably optimistic level (as shown 
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in Table A). Second, the magnitude of the federal 
tax refund claims is increased, because of the larger 
losses. 

As in Table B, Balance Sheet No. 3 is used as the 
starting point. Adjustments are made to this state­
ment similar in nature to those shown in Table A but 
differing in magnitude to reflect the above two 
changes. 



I 

Atijustment t: same as Abjustment j. · 
B"!" Adjustment u: adjustn:lent for "out-of-cash" esti-
1anate of termination losses. 

Atijustment v: same as Atijustment m. 
Adjustment w: adjustment for the federal tax refund 

claim accrued in 1946. 
r 
.' SPEC!F1C ADJUSTMENr.l: Debit Credit SPECIFIC ADJUSTMEI'n'S: 

Increase in Federal Tax Refund Claim 
Inaease in Net Worth 

Debit Credit 
S22,678,ooo 

Decrease in Advances, Progress Payments, 
and Bank Loans S24,493,ooo 

Decrease in Net Worth (excluding federal BASic Assm.wnoN: 
income tax adjustments) I8,go7,000 

Decrease in Cash and Marketable 
Securities S•6,t86,ooo 

Decrease in Contract Termination Claims 27,21~000 

BASte AssuuPTI:oN: 
The magnitude of termination losses will be suflicieotly high to 

reduce the company's cash to :zero. The magnitude ofunreimbursed 
expenditures will remain unchanged at the reasonably optimistic 
level. 

The average company will make claims for federal tax refunds 
under the loss carry .. back and the unused excess profits credit carry­
back provisions of the law, thus increasing total federal tax refund 
claims. Because net worth was previously decreased by the amount 
of gross losses before any provision for changes in federal tax claims, 
these federal tax adjustments will increase the balance of net worth. 

CoMMENT: 

Tbe losses to be carried baek are determined by Adjustments 1, u, 
andv. 

Table C. Derivation of Out-of-Cash Projected Balance Sheet of the Average Airframe Manufacturer, 
December 31, 1946, with Reasonably Optimistic Estimate of Unreimbursed Expenditures 

(In thousands) 

Items 

ASSETS 
CuRRENT AssETs: 

Cash and Marketable Securities .•.•.•...•......•...••...........•.•......•....... 

Accounts Receivable, including Advances to Vendors .•.........•.•.................• 
Inventories .•.•.•.•.•••............•••••.••.••••.••••..•...•..••........•...... 
Contract Termination C1aitns .•••.•.•• , •.•••.••••..•.••••••.•.••• , • , •••.. , ••••.•. 

Total Current Assets ••••.•••••••••••••••••••••••.••••••••••..••••......•••.•. 

FEDERAL TAX R:EPuND CLAIMS •••••••••••••••••••••••••••••••••••••••••••••••••••• 
NET Pt.ANT' PRoPERTY, AND EQ.UIPMENT •••••••••••••••••••••••• 0 •••••• 0 0 0 •••••••••• 

POSTWAR TAX R:EPuND ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 
DEFERRED CHARGES AND MisCELLANEOus AssETs ••••••••••••••••••••••••••••••••••••• 
CAPITALIZED DEVELOPMENT EXPENSE ••••• , ••• , •• , •••• ,., •• , ••••••• ,,, ••••••• ,,,,,,. 

TarAL AssETs ••••••.••••••.••••••••••.•••.••••.••••••••••••••....•••••..•..••• 

LIABILITIES 
~ LJABJLITIES: 

Accounts Payable and Miscellaneous Current Liabilities ........•....••...•.....•...• 
Provision for Federal Income and Excess Profits Taxe3, .••..••••••.• , .. ,, .••..... , •• 
Refunds Due U.S. Government .•.•.•.•.•.•.•..•.•...••..•••••.......•........... 
Advances, Progress Payments, and Bank IAanS ...••..•...•...•.•....•.............. 

Total Current Liabilities ••.••........•...••.••..•....•.••••••.•....•....•..... 

OrHER NONCURRENT LIABILITIES ••••••••••••••••••••••••••••••••••••••••••••••••••• 

NET WoaTH .••••.•••••••••••••••••••.••••••••••..••••••••.•••••...•••.•...••••. 

TorAL LIABlllTIES ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 

NET WoRKING CAPITAL •••••••••••••••••••••.•.•••••••••..••••••••••.•••....••••. 

*Balance Sheet 3 In.Table A. 

Balance 
Sheet 
No. f' 

Proittted 
Balance 
Sheet, 

December JI, 
1946 

S27,386 { 
8,o8r 
4.536 

27,214 

S67,217 

r,g88 
{ 3,142 

1,82r 

S73,56B 

s 2,436 

28,856 

S3I,292 

311 

{ 4•,965 

Sn56B 

535.925 

Adjustm~nts for Unrelm~ Balance 
buraed Expenditurn and Sheet 

Termination Losses No.6 

Projected 

LoNes 
Tax Balance 

Claims Sheet, 
December 31, 

1946 

Srr,root 
r6,r86u 

S 8,o8r 
4·536 

f17,214Jl 

SI2,6I7 

56ot S22,67BW 24,066 

403• 3>299 

r,Jfi6v .·455 
2,8oot 2,8oo 

543,237 

52,436 

24,493U 4>363 

s 6,799 

233V 78 
?,8401 

r8,go7u RR,6]8W 36.360 
l 1536U 

543,237 

5 5,8r8 

NOTE: The auumptlona underl~lng each o! the above adjuatmenta are explained 1n the accompanylng notes. For convenience each eet of adjuetmenta Ia let-
tered and the notee &eiUegat..ed accordmg to these lettere. • 

Amounts ehown in itallca are credit entri~. indicating a decreue in aeeeta or an inc:rea.ee in llabllltlee. Adjuatmenta not ehown In ltallca are debit entrl 1 Indicat-
ing an tncreaae in aaeeu or a decrease in Uabihtlet. . e • 
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APPENDIX C 

POSSIBLE VARIATIONS IN ASSUMPTIONS UNDERLYING PROJECTED 
BALANCE SHEETS 

All of the projected financial statements derived 
in Appendix B are based on a fixed set of assumptions 
regarding all factors other than the magnitude of 
termination losses and unreimbursed expenditures 
in the first postwar year. Obviously, actual future 
events will differ in greater or lesser degree from 
any set of assumptions made now. The purpose of 
this appendix is to analyze each type of possible 
variation from the fixed assumptions used and to 
assess the relative importance of these variations. 

Four different types of variables will be con­
sidered, in the following order: 

(I) variations in the amount of cash profits re­
tained from continued wartime· production; 

( 2) variations in the timing of contract cancella­
tions and settlements which would allow any result­
ing losses to be offset against current tax liabilities 
to a greater or lesser degree; 

(3) variations in the rapidity· with which postwar 
tax refunds can be converted into cash and the extent 
to which current tax liabilities can be reduced by 
allowable accelerated amortization of fixed assets; 

(4) variations in the extent of liquidation of cur­
rent assets and liabilities from war peak levels. 

Continued Wartime Operations 

The length of the war and the future profits re­
tained from wartime operations will clearly have a 
major influence on the ability of the aircraft industry 
to meet the financial stresses of conversion. So long 
as the average manufacturer's profits kept in the 
business continue near the 1943 level, working capi­
tal and cash will rise rapidly. After deduction of 
dividends, most profits will be added to working 
capital because expenditures for new plant facilities 
are almost certain to be small from now on. 

In the projected balance sheets it is assumed that 
large-scale wartime production will continue on a 
moderately reduced scale until the end of 194S, with 
I 944 retained profits equal to those of 1943 and with 
I 94S retained profits amounting to so% of the 1944 
level. Obviously, these events cannot be precisely 
forecast. The company and government . officials 
responsible for meeting the problems of transition 
from war to peace must recognize the possibility of a 

4S 

sudden end of all hostilities and prepare for it. Sim­
ilarly, gradual cutbacks and cancellations could 
extend over a longer period of time, with final cessa­
tion of hostilities in I946 or later. 

To indicate the importance of these alternatives, 
two varying sets of assumptions, one more favorable 
and one less favorable to the company, are stated 
below, and their effect on net working capital is 
presented: 

I. Alternative IQ Basic Assumptions More Favorable to 
Compa'!)l 

Assume that wartime production will continue 
until December 194 7. Retained profits in I 944 will 
equal the 1943 level and in I94S-1947 will be 70% 
of the I943 level. An amount equivalent to only 
Io% of depreciation and amortization charges will 
be expended for additional fixed assets. 

Effect on net working capital, average airframe 
manufacturer, in thousands: 

Actual Net Working Capital, December 
31, 1943 

.A.dd: Net Profits Retained from Con­
tinued Wartime Production 

.A.dd: Unexpended Depreciation and 
Amortization Charges during Con· 
tinued Wartime Operation 2>400 

Estimated Net Working Capital, End of 
Wartime Production S27,686 

Increase in Net Working Capital un-
der More Favorable Assumptions 

$18,131 

s,77o 

S••,oos 
NoTE: In addition, the average company's accrued postwar tu:: 

refunds would be Sr 1,933,000 under the more ilvorable assumptions 
instead of the S7,568,ooo estimated in Appendix B. 

2. Alternative IQ Basic Assumptions Less Favorable ro 
Company 

Assume that wartime production will cease by 
March 194S· Retained profits in 1944 will be Bo% 
of the 1943 level and so% of the 1943 rate in the 
first quarter of 194S· An amount equivalent to 7S% 
of depreciation and amortization charges will be 
expended for new fixed assets during 1944 and the 
first quarter of 194S· 



Age-scale cancellations would occur just at the end 
~ A the 1945 fiscal year. It would be an unlikely acci­

Under Basic Under Aboue 0 ~~:'ent if these cancellations did occur just at a fiscal 

Effect on net working capital, average . 
BA!llanufacturer, in thousands: 

hsumpt.ions, Less F(J1J()~ob/e }ear end. If they occurred in, say, June 1946 and if 
Actual Net Working Capital, December 

gx, 1943 

Append"' B hsumptwns most resulting losses could be· established before 
St8,13t St8,t3t December of that year, the losses of the latter half 

could be offset against the profits of the first half of 
the year.a 

Add: Net Profits Retained from Con­
tinued Wartime Production 

Add: Unexpended Depreciation and 
Amortization Charges during Con· 
tinued Wartime Production 

Estimated Net Working Capital, End 
of Wartime Production 

Decrease in Net Working Capital under 
Less Favorable Assumptions 

NOTE: In addition, the average company's accrued postwar tax re .. 
funds would be Ss,gg8,ooo under the less favorable assumptions 
il!!tead of the S7,568,ooo estimated in Appendix B. 

Variations in Timing of Cancellations and 
Settlements 

In view of its large excess profits tax obligations, 
the average airframe manufacturer will clearly bene­
fit if contract termination and conversion losses can 
be offset against current tax liabilities.• This can 
occur if cancellations and resulting losses are in­
curred while profits are still being retained on other 
active large-scale contracts. Then up to So% of the 
losses would simply reduce tax liabilities and not 
constitute a net drain on cash. 

In the projected balance sheets, the assumption 
was made that settlements on 30% partial cutbacks 
and cancellations would be completed in 1945 and 
that, after deduction of any resultant losses, retained 
profits would be so% of the 1944 level. The com­
pletion of final settlements within the year 1945 and 
the small resultant losses from terminations and 
volume reduction are probably overoptimistic as­
sumptions. 

In another respect, however, the basic assumptions 
were overly pessimistic, because they stated that 

•The accrued federal taxes on profits during the first quarter of 
1945 would probably be offset by losses ineurred later in 1945 and 
hence would never have to be paid. This tax saving is not taken into 
account in the above computations, which are designed to isolate 
the effect of variations in profits retained from wartime operations. 
The effect of such tax savings is considered in the following section. 

•Under the loss carry-back federal tax provision, the company can 
claim a refund of the prior two years' taxes to the extent that losses 
are incurred. This refund is not likdy to be paid for several yean 
and hence will not aid the company's cash position in the immediate 
~ period under consideration. One of the recommendations 
of Section V is that estimated loa carry-baek claims should be con­
sidered as allowable ofUeta against current tax liabilities. If thi5 were 
made lawful, cash from such claims would be available for we at the 
time of most urgent need, and accidental variatiom in the timing of 
looses would be mueb less important. 

The estimated effect of varying the basic as­
sumptions to allow for these variations in timing 
are indicated below: 

1. Alternative to Basic Assumptions More Favorable to 
Company 

Consider that all termination losses and unreim­
bursed expenditures (except those not chargeable to 
current operations) can be offset against current 
tax liabilities. This could occur, because of gradual 
during-the-war cancellations andjor because losses 
resulting from large-scale cancellations were so timed 
that they could be offset against profits made earlier 
in the fiscal year. Assume, further, that losses are 
limited to the reasonably optimistic level. 

Effect on net working capital, average airframe 
manufacturer, in thousands: 

Estimated Peak Net Working 
Capital before Dectea5es 
Due to Termination and 
Conversionfo 

Deduet: Gross Decrease Due to 
Termination I..os.ses and Un­
reimbursed Expenditures 

Subtotal 

Add: Estimated Reduction in 
Current Tax Liability Be­
cause of Losse-s 

Estimated Net Working Capi­
ital, Year after End of War 
Production 

Increase in Net Working Capi­
ital under More Favorable 
Assumptions 

Under Basic 
Assumptions, 
Appendix B 

Urultr Abooe 
More Faoorable 
hsumptions 

1>545 

. '<?!1~ further way in ~hich losses may be offset against current tax 
babthttes was not coJWdered in the basic assumptions made. The 
com~an~ may be able to claim that inventory Ioues resulting from 
termmation settlements were actually incurred in the prior year 
although the amount was not determined until later. If the averag~ 
company made final settlements before December, 1946, it might file 
an amended 1915 tax return claiming the losses were incurred in 
194,5, ~~ rcd!-lang ~e December tax payments. On the reasonably 
opturusttc basu, tcrmmation losses are only Sr 100 ooo and hence 
the r.esultant tax savings would be of minor 1mpo~tan~. There is also 
consaderable doubt as to the ability of the company to reach final 
settlements in less than a year. 

4Sce Table A, Appendix B, for the derivation of this estimate. 



2. Alternative to Basic Assumptions Less Favorable to 
Cnmpa1!J1 

Assume that all contracts will be canceled at the 
end of the I945 fiscal year, with no cutbacks or 
partial cancellations prior to that time. Because can­
cellations involve a 100% reduction froin I 944 vol­
ume, instead of the 70% reduction previously as­
sumed, raise the optimistic estimate of termination 
losses and unreimbursed expenditures proportion­
ately. 

Effect on net working capital, average airframe 
manufacturer, in thousands: 

Estimated Peak Net Working 
Capital before Decreases 
Due to Termination and 
Conversion' 

Ded~~&t: Gross Decrease Due to 
Termination Losses and Un­
reimbuncd Expenditures 

Estimated Net Working Capi­
tal, Year after End of War 
Production 

Decrease in Net Working Capi­
tal under Leos Favorable 
Aaumptions 

UrukrBasie 
Assumptions; 
Appendix B 

Urukr Above 
Lus Favorable 
Assumptions 

s 5·•73 

Variations in Immediate Tax Benefits 

After the final cessation of hostilities, the ·average 
airframe manufacturer may not be able to realize 
fully the immediate tax benefits which the projected 
statements assume will be received. These benefits 
include conversion of postwar tax refunds into cash 
and a current tax saving due to allowable accelerated 
amortization of fixed assets. 

It is estimated that the average company's post­
war tax refund will amount to S7,56B,ooo by the 
end of I945 or 27% of total net working capital.2 

The company's liquid resources will obviously be 
greatly improved if, as was assumed in the projected 
statements, all of these refunds are converted into 
cash at a 5% discount.a Two circuxnstances may, 
however, make it impossible for the company to 

1See Table A, Appendix B, for the derivation of this estimate. 
1Since 1941, corporations have been allowed a postwar tax refund 

amounting to ro% of total federal excess profits tax payments, except 
in instances where the corporation made certain debt reductions m 
lieu of receiving refund certificates. See Appendix B for detai.b re­
garding the estimates of the average airframe manufacturer's refund 
and oct working capital at the end of 1945· 

'Under the present tax law, postwar tax refund certificates hC'Comc 
negotiable upon the official government declaration of cessation or 
hostilities but do not mature until several years later. Because they 
are non .. interest .. bearing, they would have to be sold at a discount. 
Practically, the company may elect to hold its refund =tificates until 
they mature, several years hence. If it should so elect, the company 
ahould be able to obtain bank loans, using its refund =tilicates as 
collateral, and thus in effect in~ its available cash. 

I . ' 

convert its refund certificates into cash in the first 
year after large-scale war 'production ends. First, 
the official declaration of cessation of hostilities may 
be delayed until well after large-scale production 
ends, and since the certificates do not become 
negotiable until this declaration is made, they 
could not be sold and they might not be regarded as 
satisfactory collateral for a bank loan. Second, it is 
rather certain that not all of the actual refund 
certificates will be issued to the company in the first 
year after war production ends, for under the present 
tax law their issuance is not required until later .4 

Hence, the company may not be able to use part or 
all of its postwar refunds in the year after major 
terminations. 

In the projected. balance sheets, it was further 
assumed that the company could reduce its current 
tax· liabilities because of accelerated amortization 
of fixed assets constructed under certificates of neces­
sity. Omitting the details of this transaction, the 
net effect of accelerated amortization will be to 
allow the comp<!Jly to claim a refund offederal taxes 
paid in previous years and, presumably, to reduce 
the actual tax payments' accrued on the preceding 
year's income. Thus, the tax on I945 income paid 
in I946 is assumed to be reduced. Such a saving 
in current tax payments: however, may not be real­
ized, either because of postponement of the date 
when acceleration is permitted or because of ina­
bility to file an amended tax return in I946. 

The effect of such variations on the immediate 
tax benefits received by the average company would 
be as follows: 

I. Altmzative to Basic Assumptions More Favorable to 
Company . 

Under the basic assumptions used in Appendix 
B, immediate tax benefits would be realized to the 
maximum probable degree. Hence, no "more 
favorable" assumptions will be shown. 

2. Altmzative to Basic Assumptions Less Favorable to 
Compa'!JI 

Assume that postwar tax refunds cannot be con­
verted into cash in I 946 and that a current tax saving 

•For any given year the actual =tilicates for postwar tax ~efunds 
arc not required to be issued to the taxpaying compaoy until three 
months after aU taxes for the year arc paid. Since the final payment 
of taxes on 1945 income will not occur until December 15, 1946, the 
=tificates may not be issued to the compaoy until ~ch 15, '947· 
Hence, =tilicates for that portion of the refund applicable to I ~45 
income may not be available until March, 1947•- In the constz:ucnon 

· of the projected balance sheets, it was assumed that the cert;aticates 
would be issued before December 31, 1946, and sold at a discount 
prior to that time. 
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cannot be realized becaJse of accelerated amortiza­
tion. t 

Effect on net working capital, average airframe 
manufacturer, in thmpsands: 

Estimated Net Working Capi· 
tai,December31, 19451 

.Add: Increase Due to Amortiza. 
ti.on of Expenditures under 
Emergeocy Plant Facilities 
Contracts 

.Add: Increase Due to Con­
version of Postwar Tax Re .. 

Under Basi< 
Assumptions, 
.Appendix B 

127,686 

340 

fund into Cash 7,190 

.Add: Increase Due to Curreot 
Tax Saving from Acceleraled 
Amortization of Fixed Assets 709 

Estimated Peak Net Working 
Capital before Decreases 
Due to Termination and 
Conversion Losses 

Decrease in Net Working Capi· 
tal· under Lea Favorable 
Assumptions 

Under .Above 
Less Favorable 
.A.ssumptimu 

1•7,686 

340 

So8,oo6 

Variations in Liquidation of Current Assets and 
Liabilities 

In adjusting from inflated war production to the 
much . lower levels of peacetime production, the 
average airframe company will undoubtedly liqui­
date most of its current assets and pay off most of its 
current liabilities. Thus, in the projected balance 
sheets shown in Appendix B, the following drastic 
reductions in the average company's current assets 
and liabilities were estimated: 

.A.I7WIDits (in thoustmds) from Balan&t Slutts for 
Ttors Ended D=mbtr 31: 

Current Assets: 
Cash 
Receivables 
Inventories 

Total Current Auets 

Less: Total Current 
Liabilities 

Net Working Capital 

1943 
(.A.ttua/) 

s 59.548 
107,750 
45·357 

S212,655 

194>524 

S r8,131 

1945 
(Projutd)' 

s 31,051 
75.425 
31,750 

S138,oo6 

I 10,540 

s 27,686 

1946 
(Proju:ted-
1/u.sorwb/y 

Optimisti<)' 

$ 17,8o4 
8,o81 
4·536 

130,421 

6,799 

S.3,622 

These estimates, based on a I 946 level of sales 
equal to 5% of 1944 volume and based on a study of 
prewar working capi~ ?'eeds of the manufacturers, 
are believed to be realistiC. They are, however, sub-

•See Table A, Appendix B, for the derivation of this estimate. 
•End of war production. 
sy car after end of war production. 

ject to a wide degree of error. For example, if post­
war sales increased to I o% of the I 944 level or de­
creased to 2 U%, the level of current assets and lia­
bilities in December, I946, would almost certainly 
be very different from the above estimates. 

In addition, all of the projected statements are 
based on the assumptions, probably optimistic, that 
termination settlements will have been made by 
December, I946 .. If final settlements were delayed, 
the compap.y's December 3I, I946, balance sheet 
would show some funds invested in unsettled termin­
ation claims. Even if advances and loans up to go% 
of total claims were used, the remaining IO% would 
have to be financed by the company. 

Aside from losses involved in asset liquidation, 
which are considered separately, the amount of net 
working capital would not be affected by changes in 
the magnitude of individual current asset and lia­
bility items. The level of cash could, however, be 
substantially changed, as indicated by the following 
sets of assumptions: 

I. Alternative to Basic Assumptions More Favorable to 
Company 

Assume that postwar sales will decrease to 2U% 
. of war peak sales and that the magnitude of current 
assets and liabilities will decrease proportionately. 
While such a low volume of operations will un­
doubtedly affect the company's profits adversely, 
more cash will be freed because of the greater 
liquidation of current assets. 

Effect on cash balance, average airframe manu-
facturer, in thousands: ' 

Estimated Cash Balance, 
December sr, 1945. 

Add: Increase Due to Receivables 
and Inventories Liquidated in 
19+6 

Untkr Basi< 
Assumptions, 
.A.ppmdixB 

Subtotal S125,6o9 

DtdU&t: Decrease Due to Current 
Liabilities Paid Off in 1946 103,032 

Dtduet: Net Decrease in Cash Due 
to Termination Losses, Unre­
imbuned Expenditures, and 
Other Adjuatments• 4,773 

Total Deductiona S107,8o5 

Estimaled Caah Balance, 
December 31, 1946 S 17,804 

Increase in Cash Balance under 
More Favorable Assumptions 

Under.A.boVI 
Mort FaVDT11bU 
Assumptions 

S gr,osr 

StJI,205 

S 2,909 

. •Including restricted and unrestricted cash and marketable 1ecuri• 
ties. See .Ta~le A, Appendix B, for the derivaUon ofthil estimate. 

ITernunauon losses and unreimburaed expenditura are based on 
the reasonably optimistic estimates of these losses. 



2. Alternative w Basu Assumptions Less F avorabl}-.:}1 
Company · / 

Assume that postwar sales will decrease only /to 
10% of war peak sales and that the magnitudr.\ of 
current assets and liabilities will decrease propor­
tionately. Under the basic assumption it was con­
sidered that all payments connected with terminated 
contracts would be made by December 31, 1946, and 
it was further consiqered that advances and loans up 
to go% of total claims would be made available to 
the company. As a less favorable alternate assume 
that government payments for company-owned in­
ventories connected with terminated contracts will 
not have been made by December 31, 1946, and 
that termination claims for these inventories will re­
main on the books as a current asset. In addition, 
assume that advances and loans can be obtained for 
So% of these claims. 

Effect on cash balance, average airframe manu­
facturer, in thousands: 
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lundnBasie Undn About 
' .AssumptiDns, Less F<UJOrabl• 

Estimated C..h Balance, 
Apfmulix 8 Assumptions 

December gr, 19451 

Add: Inaease Due to Receivables 
S. gr,osr S gr,osr 

and Inventories Liquidated in 
1946 94,558 59·•63 

Subtotal Sr:zs,6og s go,314 

DlliuJ:t: Decrease Due to Current 
Liabilities Paid Off in 1946 103,032 78,ogo 

Net Changes in C..h Due to 
Termination Losses, Unreim-
bursed Expenditures, and 
Other Adjustments• 4o773 4o773 

Total Deductions S•o7,8o5 s 82,863 

Estimated Cash Balance, 
December 3 t, 1946 

Decrease in Cash Balance under 
s 17,804 s 71451 

Less Favorable As!lumptions s 10,353 

'Including restricted and unrestricted casb and marketable securi­
ties. Sec Table A, Appendix B, for the derivation of this estimate. 

Z'J'ermination losses and unreimbursed expenditures are based on 
the reasonably optimistic estimates of these losses. 
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JEWELRY -RETAIL 

Operating Results of Retail Jewelry Stores: 1927, No. 76; 1926, No. 65; 1925, No. 58; 1923, No. 47; 1922, No. 38; 1921, 
No. 32; 1919, No. 23 50 cents each 

PAINT AND VARNISH-WHOLESALE 

Operating Expenses in the Wholesale Paint and Varnish Business in 1926 (No. 66) ••••.• ,..................... 50 cents 

PLUMBING AND HEATING SUPPLY-WHOLESALE 

Departmentizing Merchandise and Expense Figures for Plumbing and Heating Supply Wholesalers (1928) No. 72 SO cents 
Operating Expenses of Plumbing and Heating Supply Wholesalers in the Central States in 1927, No. 71. . . . . . . . . . SO cents 

STATIONERY AND OFFICE OUTFITTING-RETAIL 

Operating Results of Retail Stationers and Office Outfitters in 1928, No. 80 .............................. · · · · · · 

MISCELLANEOUS 

Distribution of Hard Fibre Cordage (1927) by Howard T. Lewis, No. 82.. . .......................... · · 
Operating Expenses of Wall Paper Wholesalers in 1927, No. 73.. . . . . . . . . . . . . . . .................. · 
Interstate Transmission of ['ower by Electric Light and Power Companies in 1926, No. 68.. . . ....... · · · · 

50 cents 

SO cents 
SO cents 
SO cents 

• To firms furoisbioA: figures for tbc department a tore atudics and to tnctnben of tbe Notional Retail Dry Good• A..ooiutloo, the U.t prloe of Bul­
letin Nos. 115. 117 • and 119 i• $1.00. 


