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ABSTRACT

The enactmen* of Public Law 97-177 is considered a most
effective directive for improving the Government's bill
paying practices. This study, undert2aken <o investigate the
need for such legislation and to analyze procedures estab-
lished tc isplement the law, indicate the law has the
potential for improving +he Governmen* bill paying reputa-
+ion., Additionally, business concerns will be assisted in
improving cash-flow problems generated by *he slow bill
paying practices of the Government. Problems inherent in
the implementation of this law are: reconciling prcmpt bill
payment with Federal cash management practices; ensuring
contract funds are not channeled 2n%*> nonproductive interest
payments; reducirg the administrative burden created to
monitor bill payment and interest penalty payment; assigning
responsibility fcr late payments and funding of interest
payments.




—ve-va S LAUISR S L g T NP YOP R . e e e e — ,_,-————-—-——q

TABLE OF CONTENTS

1. INTRODUCTION ¢ « o« ¢« ¢ ¢ @« « ¢ « « o » o o o« s o =« 9
A. OBJECTIVES OF THE RESEARCH . &« « ¢« ¢ « ¢« o« » « 10
B. RESEAICH QUESTIONS . 4 ¢ ¢ 2 ¢ o ¢« o o o « o« « 10 :
C. SCOPE, LIMITATIONS AND ASSUMPTIONS . . . . « 10
Do METHOLOLOGY ¢ ¢ o ¢ o o « o » o o ¢ s o o « «» 1
E. ORGANIZATION OF THE STUDY . . o ¢ ¢« o o o « » 12

. = ———.
a

1I. FRAMBHORK .« o« o ¢« ¢ o o @ o « o s © o« o« o o o o o 13
A. COMMEFCIAL BILL PAYING PRACTICES AND THE
UNIFORM CCMMERCIAL CODE . ¢ o « « © o o o o o « o« 13
; 1. The Uniform Commercial Code . . « « « « o 13 j
' B, NAVY EAYING PROCEDURES AND THE DEFENSE
ACQUISITICN REGULATION o o ¢ ¢ o o o s« « o o « o« o« 20
1 1. General Pay Procedures . . o« « o« « o « « o 21
2. Past PAY « « o ¢ o o s o o o s+ o o o o« o« o 23
3. Irtegrated Disbursing and Accounting
System (IDA) 2 « « « ¢ o » o o o o s « o o 23
i ' 4. Defense Acquisition Regulation . . « . . . 24
i Co SUMMAEY 4 o o o o s o s e s o o s s o o o o « 24

III. AN EXAMINAMION OF THE INTENT OP THE LAW . . . . « 25

A. BACKGFOUND - [ ] L ] L] - L ] - [ ] - - . - L ] L L ] * L ] - 26
r 1. The Effec: of lLate Payments on Government

CNELLACLOLS =« o o o o « ¢ « « o o o o « o 27
2. Administrative Initiatives “o Iaprove

Gcvernment Bill Paying Practices . . . . . 28
3. Ccngressional Initiatives %o Iaprove Bill

o Paying Practices . « « « ¢« « o « « o o o« - 30
;: . B. BENEPITS ASSOCIATED WITH PUBLIC LAW 97-177 . . 31
1. Isproved Government/Business Relations . . 31

. 2. 1Imsproved Cash Flow for Business Entities . 32

e e v ———— e e e .




C. CASH EANAGEMENT AND THE PROMPT PAYMENT ACT . . 33
1. Budget Deficits and the Wational Debt . . 34

2. The Federal Cash Marnagement Improvement
ProJ@Ct .« « o« ¢ « o ¢ « o o« o s o o o o o 35
3. Ccngressional Budget 0ffice Reviev . . . . 35
De SUMMARY &« o o« o o o « o 2 o o o o o o o o = o 36

Iv. PROVISIONS OF PUBLIC LAH 97=177 ¢ o o ¢ ¢ « o« o« « 37
A. INTEREST PENALTIES ON LATE PAYMENTS . . . . . 37

Te PClICY « ¢« o o ¢ o 2 o o @ o o o 2 o o« o « 37

2. Agpplicable Interest Rites . « « « o o « o 38

3. The Grace Period Concept « « « « o « « « o 39

4., Example of Interest Penal+y Coamputation . 40

S. Irterest Panalty Requirements Summary . . U1
; . BP. LIMITATION ON DISCOUNT PAYMENTS . o« o « o « o« 44
1. Yavy Discount Procedures o« « « ¢« ¢« o « o o U5
1 2. Ccrrective Action for Iaproper Discoun+s . 48
C. COMPLIANCE MONITORING . ¢« + o ¢ o s o« o o o o« 49
De SUMMARY o o« 2 o o o o o s o o o e o o o o « « 51

) | . v. AN ANALYSIS OF IMPLEMENTATION PROCEDURES « « . o « 52
’ A. OFFICE OF MANAGEMENT AND BUDGET IMPLEMENTATION

5 GUIDANCE 4 ¢ o« o o o o o o o o o o o s o o o s o o 92
B. IMPLEMENTATION PROCEDURES « « « « o« o « o o « 54
C. CASH PANAGEMENT POLICY « . o« ¢ o o o« o o« o o o 57

r D. suuﬂlﬁ! [ ] L ] L ] L ] L ] L ] L ] - L ] L ] * - [ ] L ] [ ] L ] L L ] - 58
: vI. CONCLOSIOXS AND RECOMMENDATIONS .« « ¢« « « « « = « 60
fi Ao COHCLUSIONS e ®© ® ®© @ e e e e e o © ® e ® o o 60
_ B. RECOMMENDATIONS =« « o o ¢« o o « o o o o o « « 62
e 1. Agency Standardizatiol « « o « « o« « o o« o 62
’  1 2. Gcvernment/Contractor Interface . . . . « 63
; i 3, Pcst-Implesentation Study . . . . . . . . 63
i 1
. [
o 'Tg ~ APPENDIX A: SUPFORTING ORS ANIZATIONS OF PUBLIC LAW
' 3
! £ 9-”177 P‘SSAGB e @ © e e ° e o e @




APPENDIX B: THE PROMPT PAYMENT ACT--PUBLIC LAW 97-177 . 67
APPENDIX C: STANDARD REASONS FOR LATE PAYMENTS . . . . . M

APPENDIX D: CERTIFPICATION INFORMATION FOR A NAVY FPINANCE
CBN T!R L ] - L J L L L * - - * L J - L J - L - L) L * 77

APPENDIX E: CERTIFPICATION REQUIREMENTS INFORMATION FOR A
NAVY SUPPLY CENTER . . ¢« ¢ o « ¢ ¢« ¢« o« « & « 78

LIST or REPERBNC!S e o e e ¢ - [ L] L] . L] [ L] L] L) L] - L] 79

INITIAL DISTRIBUTION LIST ¢« . o ¢ « ¢ o o o« o « =« « o « « 82




o ————

¢

I.
II.
III.
Iv.
v.
VI.

LIST OF TABLES

Air Force Interest Computation Method
optional AF Interest Computatior . . .
Navy Interest Computation Method . . .
Optional Navy Interest Coamputation . .
Navy Computation Example « « « « « o o
GAO Report Discount Questions Responses

41
41
42
43
44
46




I. IRIRODUCTION

The Prompt Payment Act, Public law 97-177, represents
+he culmination ¢f efforts by individual business concerns,
professional and trade associations, and special interest
coaliticns who have experienced difficulties in obtaining
timely payment fcr qoods and services provided to Federal
Departments and agencies. These delays occured despite
extensive adainistrative ef forts and regulations requiring
expeditious processing and payment ¢f invoices for
Government contractors. This legislation requires agencies
to make interest payments whenever they fail to make payment
promptly and is vieved as the most effective means of
ensuring compliance. As stated by Mr. Hilton Davis, Vice.
President for Legislative Affairs fcr +t+he Chamber of
Commerce of the United States ir his letter of support of
Senate Bill 1131, "...businesses prefer to receive payment
on time Tather tlan to accept interest on deliquent
accounts™ (Ref. 1) The interes+* payment provisions of the
Act are therefore viewed as a penalty for failure to accom-
plish the requiremen* for making payment on time. For that
reason, “he Congress anticipated that interest payments
wvould be minimal, and no additional funds have been or will
be provided for the purpose of financing Federal department
and agency penalty interest., In the Department of the Navy,
all interest payments paid by Navy paying offices are *o be
charged to *he arprogrziation Operaticns and Maintenance,
Navy. In*erest rayments paid by Marine Corps paying offices
are to ke charged to the appropiation Operation and
Maintenance, Marine Corps. Additionally, the reasons for
del iguent payasent mus* be identified and repor+ed.
Imsplementation of the .ct is pected *o result not only in
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timely payments, but also in better business relationships
with suppliers, improved competition for Government busi-
ness, ard reduced cost for material and services. (Ref. 2]

A. OBJECTIVES OF THE RESEARCH

The objectives cf this research are: (1) to briefly
coapare commercial and military bill-paying practices, (2)
to examine *he history and intent of the law, (3) to analyze
the key provisiors of the law, and (4) to identify and
discuss major imrlementa*ion procedures.

B. RESEARCH QUESTIONS

In order to accomplish +the objectives ¢£f “his study, *he
following research question is prasentsd: What were ike
major issues culwminating in “he requirement for legislation
to improve Goverrment bill-paying practices?

Supplementary questioans are addrzssed as follows: (1)
Wha* is the basic in%tent of +the law? (2) What incentives
does the law provide? (3) How will implementation ba accom-
plished? (4) How will coampliance be svaluated?

C. SCOPE, LIMITATIONS AND ASSUMPTIONS

Public Law 97=177 is applicable to all FPederal agencies.
This study will focus on “he general applicability of %he
law utilizing prccedures and policies of Department of
Defense Jdepartmerts and agencies as illustratioas and exam-
ples. The provisions of this Act entail additional
obligations for toth Government and business concerns as
vell as providing great potential for iamproving efficiancy
in Government operations and assistance to businesses who,
in many cases, were forced to borrow additional opera*ing
capital while awaiting payment for goods prcvided or
sérvices rendered.




The law has teen in effect since October 1982, thus
policies and procedﬁres are still evolving. Many of “hose
stated in this study are "point-in-time"™ and could become
outdated as policy continuas tc evolve. It is assumed that
the reader of this study is familiar with contracts and the
acgquisition prccess within the United States Government and
especially “he Department of De fense.

D. METHODOLOGY

The initial literaturs search revealed that there had
been litile or nc comprehensive research conducted cn *he
subject. The primary source of information concerning the
background of the Act was fourd ia Congressional records and
studies performed by the Ganeral Accounting Office. ‘

The initial literaturs search was followed by a series |
of telephone interviews with major policy participants in
the Washington, I[.C. area. Additionally, contact was made
with several DOD procurement and paying activities.

Activities contacted either on fact-finding trips or +hrough
telephcre interviews, included the 0ffice of Management and
Budget; Congressional Budget Office; Office Of Federal
Procurement Policy; Officea of the Assistant Secretary of the
Navy (Shipbuildirg and Logistics); Office of the Comptroller
of the Navy; the Naval Material Command; the Navy Supply
Systems Ccmmand; Headquarters U.S. Air Force; Fleet
Accounting and D isbursing Center, Pacific; Navy Regional
Finance Center, #Washington, D.C.; Regional Pinancial
Services Department, Naval Supply Center, Oakland, CA;
Defense Con*ract Adainistrative Services Region, Los
Angeles, CA; Defense Contract Administrative Services
Region, Chicago, IL; Navy Regional Contracting Center, Long
Beach, CA. Additionally, interviews were conducted with “he
Supply Officer, Naval Postgraduate Schocl, Supply Officer, 1
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Naval Station Lorg Beach, CA and the Officer~in-Charge, Navy
Exchange, Naval Fostgraduate School, Monterey, CA to gain
the perspective cf smaller activities concerned with prompt
submittal of invcices for payment. Views were also gathered
from interviews with civilian contractors and the Sterling
Institute, Washirgton, D.Z.

Sirce the enactment of the legislation in 1982, policy
has been issued Lty the 0ffice of Management and Budget with
implementation procedures promulgatel by each Pederal aqgency
and department. There have been several articles on <he
subject which Lave appearad in various professional maga-
zines, such as Ccntract Management Published by the National
Contract Management Association and the Goverpment Coniracts
Service published by Procurement Associates, Inc.
Additiorally, the Federal Contracts Report published by the
Bureau c¢f National Affairs, Inc. provided comprehensive
reports of hearirg and viaws throughout *he development of
the legislation. Copies of numerous memcranda and position
papers from sources in Washington policy offices and paying
activities were cbtained and examined.

E. ORGANIZATION OF THE STUDY

Chapter II, the "Framework", provides *he reader with a
background cf commercial bill-paying practices and the
Uniform Commercial Ccde and bill-paying practices of the
Department of the Navy. Chapter III provides perspective of
the intent of the law. Chapter IV introduces *he reader to
+he major provisions of the law and Chapter V is an analysis
of implementation procedures. Chapter VI presents the
study's conclusicas.




II. FRANEWORK

A review of the provisions from which the Deferse
Acquisition Regulaticns received their basis wiil assist in
fully understanding the Prompt Payment Act and, in addition,
will precvide a historical perspective to the events which
led to Its enactment. The Uriform Commercial Code (UCC) is
the culmina+ion ¢f many ysars of detailed reviews of busi-
ness practices ard their effects within the law. These
conmercial tusiness practices are the basis upen which the
enactment of the Defense Acquisition Regulations were
founded.

. A. COMMERCIAL BILL PAYING PRACTICES AND THE UNIFORM
COMMNERCIAL CCDE

~ Since *he beginning of recorded time, business dealings

j have been represeénted by an unwritten law known as "gener-
) ally accepted" business practices. As %he administra<ion of

* business became more complex, difficulties between parties
arose which required arbitration or litigation in order to
obtain a set*lement. With the expansion of commercial +rade
beyond respective local borders a need was realized for
: regulations that would assis* in governing the commercial
% disputes. Therein +the foundation was prepared for the
present day Unifcrm Commercial Code.

1. Zhe Unifcrm Commercial Code

The first established regulations governing commer-
cial transactions vere promulgated in 1896 under the title,
"Uniform Negotialkle Instruments Law". Subsequently,
specific areas of commerclal practice were subjected to
regulation; these wera:

*
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Oniform warehouse Receipts ACtececcenccececcnceal
Un;forn ii [ 4 .........‘0000000000.00000001
Unlforn B 10 di Act...'..................}
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Uniforam Trust Receipts AClcceenecnccanceeseanneit
These acts were the firs:c attempt to modernize business
met hods when of dealing at a distance rather than face to
face. ([Ref. 3] Though promulgated by the National
Confererce of Cosmissioners on Uniform State lLaws, these
separate and distinct requlations were not accepted by all
states, bu* wvere amended “o confora 4o the various state
requirements. Therefore, it was eventually recognized that
these separate acts needed substantial revision to maintain
a cohesive, modern commercial endeavor.

Tn <he fall of 1951, a Uniform Commercial Code was
released with an endorsenent by the Amercian Bar
Association. By 1961, almost every state had made amend-
ments, destroying the uniformity goal established by *he
original code. ({Ref. 3]

In October 1962, an amended version of the 1951
Oniform Commercial Ccde was released. In 1967 a commit*ee
was again established to study the UCC and the amendments
attached by varicus states. After extensive research and
considera+ion, tle currert (1972) revision was published.
There have been ro updates or revisions published since that
time.

It is through the guidelines provided within the
Uniform Commercial Code tha*t business conducts itself. The
UCC was purposefully written in a flaxible, generaliized
manner to provide an innate ability for any forthcoaming
expansion of comsercial practices. In so doing, the coamis-
sion bellieved the courts could develop laws, as required,
for unforeseen and newv circumstances, within the commercial
field. Section 1*102 of the UCC specifically states:

——
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"This Act ska’l be iibﬂrally construed znd applied to
pronote i+s ander] ng purpqses and c es...(vhich
are): (aj) to Sllbi fy, clarify, and nodernizc the law i
gJoverrirg CommEr¢ fransact ons; (b)...perllt the

contirued exparsion of commercial pract-ces through
cus*om, usage &énd agreement of the paft es; (C)...nake
un gorn the lav among *he various jurisdictions."

a. Admiristrative Requlations

It is this libaral, generalized constructior of
the Uniform Commerical Code which impedes the pinpoirting of
specific requiresents for administering payment of invoices.
The UCC generally states:

"Unless ovhervise agresd: payment is dus 2% tie *ime
and place a% 4r1ch #he buyeZ is %o receive tae
gfo€~...{~:‘ wtery) authorized to shlg the goods on
¢redi+, +“he credit period runs fr he t*me of ship-
1 ment...or date of invoice." [Ref.

There are several administrative areas which influence the

i payment procedures. These areas will be discussed in de+ail

' in the fcllowing sections,

i ’ (1. Inspection. Inspection is +he means by
vhich the buyer can gain assurance that the goods ordered

and received in fact meet the buyer's requirements and
ful £211 *he seller's promise of performance. The Uniform
Commercial Code states the buyer has a right to inspect

e o

goods at any reasonable place and time and in any reasonable
manner..."unless otherwiss agreed". [Ref. 3] In those more
common cases where invoices are received prior o receipt of
goods, the UCC requires payment before inspection. Again
the general statement, "unless othervise agreed”, allows for
paymsent to be made after inspection of +he goods, if both

' parties agree. .Cver time, the "generally accepted"™ proce-

i 4. dure in *he commercial trade has been for inspection to be
completed prior to payment with 2xceptions being agreed upon

15




by =«he ccn*ractirng parties. Therefore, the inspection
procedure is the first step in the payment process in +he
commercial enviornment.

(2) . Acgeptance. Upon completion of the
inspection procedures and the goods are found to fulfill the
requirements of the contract, acceptance of the goods is to
be ipitiated in any reasonable manner. The rules requiring
telegraphic accertance, etc. are no longer considered
binding. Any medium, "reasonable under the circumstances"
may be utilized. [Ref. 3]

When either party takes action to continue
performarce, acceptance is to be considered granted and
physical notification is no+ deemed necessary. However,
acceptance notification which states terms or conditions
additional to or different frcm those offered or agreed upon
originally, is still considered valii unless acceptance is
made condi*ional upon the assent to newly initiated teras.

Notification of acceptance must be given
in "reasonable and 'seasonable' manner"”. This statement
allows fcr ample interpretation as will be discussed in a
later section.

(3) . Tender. 1In relatisn to *the acceptance by
the buyer, "“tender" is "a ccendi+tion to the buyer's duty %o
accept the goods and, unless otherwise agreed, to his duty
to pay for “hem." (Ref. 3] In other words, the seller is
guacanteed by law that the buyer must accept *he goods in
conformance with the contract, and the buyer must provide
payment according to the contract. Additionally, tke
buyer's ability %o retain o>r dispose of the delivered gcods
is conditional upon the payment(s) made to the seller. 1If
payment (s) is (are) not made, then legally, the buyer cannot
fully utilize the goods for their intended purpose.
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If the "tender" is not in accordance with
the provisions of the contract, the seller may arrange a
confcrming delivery if the contract has not expired. The
buyer must notify the seller of nonacceptance and the seller
must deliver the replacement goods in a "reasonable and
seasonable" nmanner.

The seller is entitled to "+ender from the
buyer", which is the expected payment for the accepted
delivery of goods. Payament may be made by any means and in
any marrer unless specifically detailed in the contract. 1If
payment 1s required prior to delivery, the nonconforamity of
the goods will nct excuse the buyer for nonpaymernt. However
paymsent will not constitute acceptance of goods.

(4. Time. The Uniform Commercial Code s:a‘es
"that a reasonable time for taking action depends on *he
nature, purpose and circumstances of such action".
"Seasonable" action is any action taken fat or within the
time agreed or, if no time is agreed (upon), a:t or within a
reasonable *ime". (Ref. 3]

These liberal definitions become effective
cnly when a contract does not provide specific times for
delivery and paysent. In any case, the defiritionr of
"reasonable" and "seasonable” will dapend entirely upon what
constitutes accertatle commercial practice in relation %o
the nature, purpcse and circumstances of *he contract.

The time for payment and delivery are
interrelated, with payment being made "in a reasonable
manner"™ following the receip*, inspection and acceptance of
the goods or services. (Ref. 3] If both contractual pacties
allov the originel reasonable time to lapse, the contract is
vieved as "enlarging the reasonable time for “ender or
demand of perforsance®". [Ref. 3] Therefore the buyer and
seller have, in effect, silently agreed to an extension of
tine.
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(5. Repedy. During the course of any
contract, the buyer and seller may become involved in a
dispute which will affect thea payment and scheduled expira-
tion of the contract. As with any contract, withholding
payment from the seller or the seller withholding goods froa
+he buyer are bu* twc examples of the methods for remedying
disputes during the contract performanca.

In those circumstances where the buyer
refuses or is unable to provide payment for the goods
received, there are several courses >f action available to
the seller to recover, If a buyer does not provide accep-
tance either befcre or after the receipt and inspec+ion
process, the seller may:

(a) wi*hhold delivery of such goods,
(b) step delivery while in ¢ransit.

(c) make *+he gcods available for resale as finished
gccds or §crap,

(d) recover darmages for non-acceptance,
(e) carcel. [Eef. 3]

Whenevar the seller stops delivery of any
or all goods, the carrier must be notified in ample time to
pravent delivery. In these cases, *he shipment must be in a
carload, planeload, truckload, or any larger shipment of
express or freight--this will prevent any undue burden being
placed upon the carrier for withholding small and insignifi-
cant deliveries.

If made available for resale either as

finished goods or as scrap, the material amust be reasonably
identified as material resulting froa a broken contract.
The seller is in no way accountable to the buyer for any
profit made from the resale. Additionally, the seller is
entitled to damaces for non-acceptance by the buyer. The




3_
v
f

C hme a8 e ST T 1R SRR detm e e b Aar s semerm

damages vill be the difference between the market price
together with any incidental damages, less expenses saved,
due to the buyer's breach of contract. 1If these damages are
inadequate *o place *the seller in as good a position as

per formance would have dona, *“hen tha measure of damages
will include the profit (including reasonable ovarhead)
which wculd have been realized if full performance by the
buyer had been made. This profit is in addition to any
incidental expenses previously mentioned. When resale of
the goods is impracticable, *the seller may still hold for
the full price, lowever the goods must be held aside for the
buyer. In cther words, if the buyer is forced to make

payment the goods actually belong to the buyer.

Whenever the selier/buyer relationship
becomes entangled in a dispute and the seller is found to be
entitled to incidental damages, then charges include
"commercially rezsonable charges, expenses, comnis-
sions...transportation, care and custody of the goods after
the buyer's braach, in connection with the return or resale
of the goods...". ([Ref. 3]

Whenever a buyer has refused acceptance
for non-confornarce ¢r has not received the gocds, *here are
specific alteriatives available to recover. These alterna-
tives are:

(a) 'cover'...
{b) recover darages, oOr

(9) ioviledtt ffover 21 130082 20: BAT 0] burtRalsl?

If the seller refuses delivery or is unable to deliver, %he
buyer is authorized to "cover". In other words , a reason-
able purchase of or contract to purchase may be made ¢o

substitute goods for those due from “he seller. The buyer
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may recover any c¢ifference in costs of the cover and
con*ract and any incidental damages. ([Ref. 3]

Damages which the buyer may recover are
the differences letween the market price and the contract
price plus incidental damages, less any expenses saved as a
result of the seller's braach of contract. The market price
is determined a2t the place of delivery for cases of rejec-
tion after urrival and the place for tender in all other
cases.

In those situations where payment has been
provided for the goods in a buyer's possession but are not
acceptable, the rur2r may hold the go0ds and make arrange-
ments for resale as *though h2 were an aggrieved seller.

This is in accordance with the above paragraph which
explained the seller reselling goods refused by a buyer. A
dif ference, however, is that the buyer, acting as an
aggrieved seller, may not keep any profits resul+ing frcm

the sale but only the amcunt paid and any costs involved in
the handling of the goods,

Whenever a buyer accepts the goods from
+he selier and, at a later date, revokes the acceptance for
non-ccnformity, the buyer may recover damages resulting from
the reason for ncn-conformi+y. Thes2 damages are measured
as the difference at the time and place of acceptance
tetween +the value of the goods accepted and the value of the
goods had they been in accordance with contract provisions.

B. NAVY PAYIRG FROCEDURES ARD THE DEPENSE ACQUISITION
REGULATION

The Department of Navy (DON) is but one of three defense
departments which make the Department ¢f Defernse the largest
single procurement agency in the Goveramer*. The amount of
procurement dollars is th? second largest budgeted dollar
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total in the defe¢nse budget. These dollars affsct the
ability of many contractors to resain in business, to expand
or decrease productien.

To ersure the contractors and the Defense Department are
provided with standard policies, documentation requirements,
and procedures which are used in contracting for government
purchases, the Defense Acquisition Regulation (DAR) wvas
established. The purpose of this regulation is stated i
the cpening paracraphs of the DAR:

", ..establishes...uniform policies and procedurss
reiating to prccurement of suppligs and services,..and
is designed *o achieve maximur uniformity throughout the
Departmeért of refense." [Ref.

Within the DAR are listed standard clauses stating the
Government's obligation to make paymen*. The Navy imple-
ments depar“mental policy and procedures which pertain to
bill paying through the Navy Comptroller Manual Volume U4
(NAVCOMT Manual VOL 4) and Naval Suppl§ Systems Comamand
Publication 467 (NAVSUP P-467). [Ref. 4]

1. General Iay Rrocedures

In accoréance with NAVCOMPT Manual VOL 4, authority
is granted to disbursing officers to pay "approvad bills for
supplies or services purchased by and for the Navy or the
Marine Ccrps." [Ref. 5] NAVSUP P-467 further specifies
tha+:

"Small purchases normally vi%i be retained for %dninis-
tration by the gurchas ng office. Hovever, if field
admini tratio% 5 regui:ad fgr one or -ofi °§ the ;unc-
tions in DAR 1-406, the spma urchase will ba assigned
to the congnizent_ contract administration _services
component for fuil performance”. [Ref. 6




These reculations establish basically two ways for
paving contractors' bills funded with LOD funds.

() peggass fortoyctMulnisratign Services, (BCASl ..o
to be made by the cognizant Defense Contract
Administrative Services Regional Office (DCASR), and

T o

Bills are actually paid in both cases upon receipt
of an invoice frcm the contractor. Several preceding steps
nust be taken, hcwever, prior to actual disbursemen*t of
Government funds. A brief overview of the payment process
is provicéed.

The basic contract document, DD 1155, establishes
the basis for fipal payment by the paying activi¢y. Upon
submission of a Material Inspection 2nd Receiving Report (DD
form 250) to DCAS by the contractor, *he DCAS office “hen
submits a Shipmert Performance No*ice (S.2.N.) to the
Purchasing Office and a Shipment Alert Notice (S.A.N.) to
the corsignee. This is +o inform.the respective activities
that the material has been shipped. Upon receipt of <¢he
material, the ac+tivities notify the DCASR. When the signed
purchase document, acceptance documents and *+he original and
ccpies of the cortractor's invoice have been received, then
payment is initiated. ([Ref. 7]

A less detailed administrative chain is involved
with the paymen+ of small purchase contract bills. Again,
the DD 1155 estallishes a basis for payment. The receiving
activity (consigree) certifies each sriginal invoice thet
all material or services wvere inspected and accepted and
then forvards the invoice for payment to a paying activity
designated in the contract. If the acceptance is not
required by the consignee, ths vendor may forward the

invoice directly to the specified paying activity.
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2 2ll cases, *the invoices submitted for payment
nust be an origiral and three copies. The invoice must be
accurate and agree with the con*ract. 1If any disagreasent

(4]

is found, resubaissicn may be required or lengthy correspon-
dence attempting to rectify +he misunderstanding which will
delay the payment.

2. [Fast Pay

In an effort to reduce leadtime to consignee and
erhance supplier relations by expediting payment for small
purchases, the "fast payment" procedure was implemented
approximately 1967. Payment is based upon the contractor's
subaission of an original invoice which will indicate that i
the goods have been shipped. If discrepancies do occur with
the shipmen*, the contractor is required tc repair, replace,
er correct those. goods not conforming to the contract.
Paying centers dc not require a receiving report or evidernce
cf acceptance to make payement. ([Ref. 6]

3. Integqrated Disbursing and Accounting Systep (IDA)

The scope of IDA axtends Navy-wide and to all appro-
priations and furds. The development effort represents the
most significant change to firancial processing in the Navy.
The primary purpcse of IDA is to utilize the latest auto-
matic data processing equipment accounting facilities,
thereby providing disbursing and collection services to many
operating activites. By utilizing the latest ADP equipment,
processing of firancial control informa%+ion is on a near
real time basis. Organizations and responsibilities for the
performance of accounting and disbursing functions are
merged., ([Ref. 8] IDA will allow purchasing activities the
ability to electronically transait procurenment information
from the DD 1155 to paying activities. In addition, certif-
ication data may be electronically submitted by the
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receiving activity. (Ref. 9] When fully implemented, IDA

will be of great assistance in shortening the payment cycle.

The current pay frocedures and the introduction of the IDA

facilities will rot enhance the payment of invoices unless

! _ the paying activities are held responsible for the late

- payaents. The Prompt Payment Act is an attempt to create
responsiblity in the area of payments to contractors.

I 4. Defense Acquisition Regulatisn

With the implementation of the Prompt Payment Act,
the DAR was revised *o include an "Invoices" clause which
' ‘ was to provide a contractual understanding as to what
' describes a proper invoice and to establish guidelines to
i assist iIn determining if interest begins to accrue under the
Pronmpt Payment Act. ([Ref. 10]

1
C. SUMMARY
~
; The Uniform Commerical Code was created based upon
‘ . traditional busiress prccadures which had bheen utilized for
3 many yvears in the commercial arena. These same procedures
became the nucleus for the establishaent of the Defense

Acquistion Regulation. With the adven*t of rising in‘erest
rates and the increasing costs of doing business with %he
government, supplemental regqulations were needed to insure
the governaent nct only recognized its obligation to make
payment but that the government paid its debts in a timely
manner. The following chapter will provide *he background,
documentation, ard intent of *he Prompt Payment Act.




III. AN EXAMINATION OF IHE INSIENT OF THE LAN

The fac: that the Government is slow in paying its bills

3 was confirmed in a 1979 Government Accounting Office (GAO)

} study. It was reported that the Government's bill paying
performance was more often good than bad, but that lengthy
delays did occur and that many contractors believed they
vere nct paid socn enough. The GAO found +that, after
adjusting for delays caused by contractors and other causes
not attributable to Federal agencies, 30 percent of the
Government's bills, covering 18 percent of the dollar total,
vere paid late. Based on the Office of Management and
3udget (OMB) figures provided to the House Committee on

. Government Operations, these percentages represented approx- '
~mately 9 millior invoices paid late 2ach year, or $23.4
pillion in late fayments. [Ref. 11]

The dilatory pay practices of Governmert agencies has
also been recognized by both small and large business
concerns. This led to th2 support of such groups as the
Slow Pay Coaliticn , an orgarization of twenty-four trade

associations formed to bring <heir dilemma to +the attention
of Congress and the administration, and numerous profes-
sional associaticns *o bring about administrative remedies
0 the slow, late, and deliquent pay issue. 2 list of the
supporting organizations is €found in Appendix A. Swmall
businesses were rerceived to bear th2 major burden of the
Governmert's late payment practices. Many felt that by

paying late, the Government bcrrowed money from companies
interest free. In doing so, the Government and the organi-
zations tasked with administering Federal funds take unfair
advantage of small companies.
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A. BACKGROUND

The necessity for administrative action to upgrade bill
paying practices has long been recognized by the Goverrment
as vell as industry. Recommendation 32 of the Commission on
Government Procurement of December 1972 addresses the prob-
lems encountered by Government contractors and cited

inconsistencies among agencies in the processing of vouchers
as a reason for delayed payments. (Ref. 12} In an October
1980 recommendation to Congress regarding slow pay, the
Commission suggested, as a part of the proposed Uniform
Procurement Policy, the following:

"Tipely Payment of Invoices; Despi*e emphasis on the
problems of contractor cashflow problems and the impor-
tance of prompt payment of contracts by the Government,
contractors continie to experience late payment. While
contractors recognize the ccmpelling importance_of scund
cash management fraqtlces, the Government'!s failure +o
pqz on time still discourages firms frcm doing business
with the goverrment. Provisions for prcmgt paynent of
ggn}ragtor invcices will be included in the system."

~ ef.

In “*he October 29, 1980 and Pebruary 21, 1982 proposals
i for a Uaniform Federal Procurement System, i+ was recognized
that while some agencies have excellant records for
processinqg con*ractor invoices, other activities have not

established receipt and inspection procedures necessary to
alleviate slow paymenrt. These proposals called for the
Goverrment to pay its contractors in time to take advantage
of offered discounts, and as a norm, not more than 30 days
a after receipt of a proper invoice, but stressed that
unearned discounts should not be taken. Additionally, the
; proposed system rrovides for greater use of fast-pay proce-

5o dures for ssall purchases and a review of payment procedures
: to ascer*ain the magnitude of late payments and the possi-
* bility of s*reamlining procedures. [Ref. 13]
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1. Ihe Effect of Lats Paymepts op Goverpment
Contracters

The Federal Governaent spends almost one-fifth of
its annual budget in the purchase of products and services
from the private sector. In the fiscal year ended June 30,
1976, +the Federal Government purchased some $65 billion of
goods and services of all kinds from about 68,000 contrac-
tors. By fiscal year 1981, *his total was in excess of $13u
billion and with “he current Reagan Administration initia-
tives to bolster Defense spending, this figure is expected
to continue its vpward trend. This makes the Federal
Government one of the nation's largest customers. In the
expenditure of ttese funds, a wide cross-section of large
and small businesses are af fected. Late payment of
Governmen*t bills is seen as ore of the mos* pressing prob-
lems facing the small business community, i

The pligkt of the swmall businessman is succinctly
stated by Senator Jim Sasssr, (Deam-T2nn.):

"Eccnemic cond itions, compliga*ed by_record hlgh
interest rates, are alraa { riving  large numbérs of
entrepreneurs into bankrup cz-partlcularly, small entre-
prencurs., An cverdue account exacerpates conditions for
small Lusinesses, which just do not have the cash flow
capabilitias, ror adminiStrative personnel required %o
develcp cash ard credi: managem%n practices fthat would
o)

help them to weather the cos carrying overdue

r
accourts or high financing costs." [Kef.

The frustration level of “he small business coamu-
nity has continued to mount with time. Poor bill paying
practices have been stated as the reason for this frustra-
tion. Many have come to the conclusion that to 40 busiress
with the Government is something %0 be avoided vhen and i€
possible. Mr. Kenton Pattia, spokesperson of the Slow Pay
Coalition states that in some industries, it has become a
measure cf success in business to be able to say, "Well you
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know, I finally got to the point where I do not have to do
business with ¢the government anymore, I can say no to
Government accounts." [Ref. 1]}

In a sampling performed in 1982 of fifty unpaid
invoices selected at randoa from the Regiornal Pinancial
Services Depar*ment at the Navy Supply Center, Oakland,
California, 80 percent of the small businessmen affected
indicated at least some effect on cash flow and 78 percen:
felt some administrative problems were caused by late
payment of invoices. To deal with the late payment prob-
leas, 76 percent of the vendors felt making telephone calls
to the paying office was the most effec*tive measura +to take.
Frequently vendors ccmmented *hat th2y experienced 4iffi-
culty determininc¢ the correct paying office. [Ref. 9]

Regardless o0f the amoun*t “he small businessman is
avaiting in payment, it accumulates no interest, pays no
payrcll, nor covers any operating expenses. In terms of
time, telephone calls, and excharge of correspondence trying
to collect from the Governmen: agency, the small businessman
may, in fac*, lose money.

2. Adpipastzative Initiatives :> Improve Government
Bill Paying RPractices

The of+ter cited Government Accounting Office report
concerning Government bill paying practices was the result
of complaints to the Comptroller General, news articles, and
constituent protestations to aembers of Congress as a result
of contractor dissatisfaction concerning delays in ge%ting
paid by Federal agencies. Some of the findings from *he
study wvere:

(1) Payment de¢lays are caused by contractors as vell as
by Faderal agencies. The 30 percent_late pa;nents

ausad by Pederal agencies averaged 74 days ¥rom *“he
gnvoice aate until ghey vers pa%g. Y .
mepts h th el tor!
@) PEET® B2 J8kiRA,PH A TiEa"BRTa 000 ERRIRREVEE BuSEho
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sanple (fcr tke 6 month geriod covared, January 1
through June 30, 1976) of total Federal procurénments
GAO estimates that contractors might have jncurred af
least $30 milljon in interest cost to provide *he
money tied up in overdue bills.

G) fore contrcters repstied, Lhat, AST g4It 0T feRiRg, Lo
Federal acencles to pay faster.

4) Relayed ments may also ¢cause contractors to sto
) going bugixess witine era agencges. P

5 ayaents a2re delayad primarily because of the prob-
! () e;s Fe eraf payngnt enters gave gn obtaingngpagl
i the paperwork needed to make payaen+.

(6) meatine tggrgntire f:ocess is the lack of a

gggeral sfan establishing vhen payment 1is due.
(Ref. 4]

Spurred cn by Congressional constituents, business
alliances, and irate entra2penuers, numerous Governmental
agencies and policy officas at-empted “o0 ascertair the
extent o¢f *he Gcvernment slow pay problem and recommended

.. various solutions. In addition to the Office of Federal
Procurement Policy (OFPP) recommendations cited earlier,
former Secretary of the Treasury G. William Miller, on
September 9, 1980, ordered the financial managers of all
executive departsents and agencies to strictly enforce

S section 8040 of *he Treasury Fiscal Requirements Manual €for
, con+ract payments to all small and minozity enterprises.

- —

The Secretary ncted in his order “ha+t despite the then
current requlaticns many payments were still made 60-90 days
late adding that, ".....these delays create financial
burdens and cash management difficulties for small arnd
minority businesses."™ The Secretary continued by asking the

g financial managers to reassess their procedures in order %o °
g assure that payments were mad2 "when 3due and no later +han

f 30 days from receip* of an invoice" unless othervise speci-
fied in the agreement. (Ref. 15]

On Septesber 14, 1981, David Stockman, Director of
the Office of Maragement and Budget, issued a aemo %o all
agency heads requesting that action be taken ¢to imprcve the
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Gevernment®s bill paying practices. Mr. Stockman urged
+that agencies take such action as necessary to:

(a) Include specific payment terms in each con*ract or
purchase c¢rder with standard 30-day payment terms as

a2 nornm.
b) Desi t indi vi ib ~ k
(P) Pe7adRis®.nl abewirliy -e15ReE°1nga: FO5. "akind

¢) Include clear ment structions and references to
(©) any necessary gggn ardi%orls En aach contract.

(d) Improve ccmpliance with Treasury Fiscal Requirements
Manual.

Make timely bill i p i in eapl
(e) pgr ormanc réporg;? nfn:t?rTsir oR iR eaployee

As a part of the Ganeral Services Administration's
attempt to implezent the above directives, in November 1981,
GSA contracting cffices were instruct=2d to include specific
payment terms in each contract and to include in all
contracts or purchase orders the venlor's remittance address
vhen it differed from the business aidress. It was noted
that payment processing time was lost when the invoices
showed a "Pay to" address different than the address on *he
purchase order or contract. Addi+tionally, contracting
offices were instruc+ed %5 inciude on all contracts and
purchase orders the position, title, regional location, and
ccaplete phone number and mailing address of the Financial
Division Directo: responsible for making payments.

3. coparessjonal Jaitiatives %o Iaprove Bill Paying

Practices

Congress ional ac+ion has been in the formn of legis-
lation such as Hcuse Bills HR. 2036 and HR. 4709 and %the
Senate versions 5.30 and S. 1131, Senate Bill 1131 wvas
signed into law &s Public Lav 97-177 by President Ronald
Reagan or Ssall Eusiness Day, May 13, 1982. The provisions
of PL 97-177 are provided in Appendix B. The purpose of
this lav as stated in the Senate Comnittee on Government
Affairs report is to :
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",.,.get the Government to pay its bills on +inze. 7=

this end,...the bill requires all contracts fgr :hie

grocurelent of goods and services to include due dates
or ga{lent and'requires further that the United States
ay interest or any amount which is not paid by the dua

ate."

The Sena*e ard House Bills leading to the enactaent
of P.L. 97-177 were designed to encourage Federal Government
managers +*o imprcve their bill paying procedures by author-
izing the chargirg of a penalty against program operating
budgets when Federal agencies €fail to pay their bills on
time.

B. BENEFITS ASSCCIATED WITH PUBLIC LAW 97-177

1. Improved Goverpmen:t/Business Relations

One of the underlying intangible benefits of the
enactmert of the Prompt Payment Act is the reassertion of.a
sense of fairness in the Governmen+'s dealings with *he
business coammuni+ty. The majority of all payments %o
con*tractors by Ge¢vernment agencies are, in fact, made on
time. However, *here has always been a quite visible
minority of late payments such as tho>se that provided the
impetus for many businesses *o feel “hat the Government
employs a double standard when it comes to collecting debts
ovwed arnd paying its debts, 1In the Brooks Report on HR 4709,
i+ was expressed that by improving its reputation as a reli-
able payer of its bills, the Federal Government stands to
benefit greatly a2nd to save substantial amoun*s of money in
two ways--first bty increasing the nuaber of companies who
compete for its tusiness and second, by ending the
contractor practice of inflating estimates to compensate for
anticipated late bill payments. (Ref. 11)]
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In the statement provided by Mr. William P. Roenigk
+0 the Senate Sutcomnittee on Federal Expenditures,
Research, and Rules, it was stated that members of the
Nat ional Boiler Council felt that many Government agencies
give low priority and hence minimum staffing of adequately
trained personnel to the bill-paying department. [Ref. 1]
By improving i+s bill paying performance through the incen-
tives provided ir the Prompt Payment Act, this impression
can be dispelled thus improving the Government'!s image.

2. Ipproved Cash Flow for Business Entities

Of aven greater concern +than *he Government's repu-
tation *o the businessman is his ablilty to maintain
adequate cash flcw %0 conduct normal operations. An example
of the problems vhich may occur ara vividly portrayed in the
connents submitted by The American Association of Nurserymen
to the Senate Governmental Affairs Committee. Contained in
these comments is the fact that the majority of the associa-
tion's member firms are small family-owned businesses.
Characteristics ¢f these businesses are that they are highly
seasonal and laber intensive., Work forces must be paid on
schedule which ccnstitutes a ma jor problem since payroll
costs run from 30-35 percent ¢f the total volume of sales in
a growing or landscaping firm. In the case where landscaping
firms ac-e engaged as subcon+tractors on Government projec*s,
the general practice has besen for tha2 prime contractor to
withhold 10-15 percent of the final payment until completion
of the guarantee period on the plants involved. Where no
prime contractor is involved, the general pracice has been
for the Governmert to withhold from 10-25 percent for the
quarantee period. This periocd may extend for up to two

years depending «¢n the contract and type(s) of trees or
plants involved. To complicate the problem even further,
the landscape firm is obligated to pay its eamployees %he




prevaling constrcrction wage rate under the Davis-Bacon Ac:.
This rate is often 1.5 to 2 times the normal rate for these
employees. ([Ref. 1]

Factors such as those illustrated above coupled with
the fact that small businesses generally are forced to
borrow at rates above the prime interest rate for accounts
receivable financing contribute greatly to the problems of
cash management and cash flow for the small business commu-~
nity. The intent of the Prompt Payment Act is to
incentivize the Government to pay its bills in a timely
manner, thus benefiting its contrac%ors in these areas.

C. CASH MANAGEMENT AND THE PROMPT PAYMENT ACT

The enactment of the Proapt Payment Ac*% was not achieved
without its detractors. The major concern of the
Administration was the cost %¢o the Government of paying
penalties cn contrac*s more than 30 days late. This view
was surfaced by Fdwin Harper, Deputy Director, 0ffice of
Managemen+ and Budget when he testified that the accounting
costs and the interest penalty +*hat would be incurred when a
Governmert agency takes more than 30 days to pay a
contractor "would run into the millions of dollars."™ He
continued that scme mistakes are inevitable, owing to the
complexity and vclume of invoices the Goverament processes
each year. "It takes 15,000 certifing and disbursing offi-
cers to process cver 30 million invoices from 75,000
contractors involving over $130 billion annually."”

{(Ref. 16]

This concern takes on added dimension when viewed in
Tespect t0 the national deficit and the problems of Federal
cash management and cash flow. 1In order to appreciate the

mechanics as well as the magnitude of these problems, a
brief review is frovided.
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1. PBudget Deficits and the National Debt

A budget deficit is the amount by which the
Government's budcet outlays exceeds its budget receipts for
a given fiscal year. ([Ref. 17] Siaply stated, whenever the
Government spends more than it takes in through taxes and
cther receipts, a deficit occurs. The proposed Fiscal Ysar
84 Presiden*ial PBudget, raleased 31 Jaruary 1983, calls for
$848.5 billion in spending with a projected budget deficit
of $189 billion. This is a 9 percent reduction from the
projected deficit of $208 billion in PY 83. The natiornal
debt, the results of accumulated deficits, is expected to
+op £1.1 trillior by the end of FY 1984. (Ref. 18]

Deficits are hardly new in the U.S. economy. There
have been 10 in *he past decade, 19 in *he past 20 years, 32
since wWecrld War II, and 45 since the New Deal in 1932, Fronm
1982 to 1985, *he U0.S. will add almost $500 billion to the
national debt, mcre “han it had in ¢he preceding 30 years.

Spending as a percent of gross national produc+t will
average an unprecedentedly high 23 percent during the period
1982 through 1985, while the revenue percentage will decline
to less +han 20 percent. In the past *wo decades, spending
averaged 20 percent and revenues 19 pa-cent. As a
percentage. of GNF, the deficit will rise tc a historic high
of 4 percent in fiscal years 83 and 84 before gradually
declining to 2 percent by 1985. ([Ref. 19] The result of
such spending and deficits have impor+ant social and

economic effects, which guarantee that budget decisions will
be politically isportant. Any legislation which is seen as
increasing the Gevernment's spending levels is subject to
close scrutiny as was the case with the Prompt Payment Ac+.
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2. The Pedezal Cash Napagemen: Improvemen®t Proijec:

In an attempt to reduce Federal debt requirements
and resultant interest costs, the Federal Cash Management
Iaprovement Project vwas implemented as a Presidential reorg-
anization project on November 14, 1977. The Project sought
ways to apply modern cash management techniques to the
Government's massive cash flows., This included initiating
cash managesent frrocedures for accelsrating the processing
and depcsit of receipts, improving control over disburse-
ments, anrd elimirating idle cash balances. In the category
cf controlling disbursements, the Project fourd madfor
improvements resulting in savings of greater than 35145
biillior annually because of

--Wider use of letters of credit to replace advancas
--Imprcvaents in the existing latter-of-credit sys*enm
--Payirqg contractors and vendors on the due date
-=-Avoidirg late payment penalties. (Ref. 20]

3. congressiopnal BudgeX Qffice Reyieyw

Pursuant to Section 403 of the Congressional Budget
Act of 1974, the proposed bills addressing delinquent
payments were reviewed by the Congressional Budget Office
(CBO). Among the various functions of the CBO is tha+* of
estimating costs of bills reported hy House and Senate
Committees. In reviewing the provisions of S. 1131 and its
requirements that the Pederal Government pay interest on
overdue payments to providers of goods and services, i* wvas
found that “he cc¢st to the Government would be substantial.
Based on the assumption of about $100 billion in contract
procurement and services in 1982 from the GAO report, it wvas
estimated that if there wvas nro improvement in agency bill
paying, interest cost to the Governmen+ would be approxi-
mately $100 million to $125 million in each year between
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fiscal year 1983 and 1986. This assumption also embodies
CBO's profection of interest rates and assumes 18 percent of
all payments would be made late, Conversely, it was asti-
mated by CBO that if the proposed legislation results in
faster payment by agencies to avoid the interest charges,
such earlier paywents would result in the loss of interest
by the Pederal Gcvernment on its cash operating balarce, or
‘ higher interest ¢n the public debt. It was found that if

$° all payments pro“ected to be nmade late were to be mada on

; time, the cost tc¢ the Government would be approximately $100
million *o $125 wgillion per year, beginning in PY 83.

[(Ref. 21)]

D. SUMMARY

Chapter III has attempted to provide *he reader with an
appreciation for the intent of P.L. 97-177. The law recog-
nized the need fcr improving the Government's bill payirng
practices and prcvides an incentive, although negative, for
! improvement., This chapter also briefly traced the histor-

. ical occurences leading to the enactment of *he Prompt
‘ Payment Act and frovides views beth for and against.

Chap+er IV will identify and bri=fly discuss *he major M
provisicns of +he law.
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IV. FROVISIONS OF RUBLIC LAW 97-177

The Prompt Payment Act represents important and far
reaching changes in the Federal Government acquisition
process. As with any change of this magnitude, the tran-
sition process from intent to full implementation is
expected to be laden with difficulties. One of the basic
steps in the implementation of the law is an understanding
of its provisions. This chapter will delineate and examine
in detail some of the key areas.

A. INTEREST PENALTIES ON LATE PAYMENTS

With the phrase, "To require th2 F23eral Government *o

Fay interest on cverdue payments, and for other purposes",

the Prompt Payment Act matarially influences the bill-paying

relationship of the Federal Government and i+ts providers of
goods ard services. As indicated in the opening lines, *he
most outstanding and perhaps controvarsial aspect is the
payment of interest.

Sec, 2(a) (1) Ir accordance with regulations prescribed
by *he Director of the Of fice of Minagemen*t and Budget,
each Federal acency which acguires property or services
from a business concern but which loes nct make payment
for each such complete _delivered item of_ property or
service by the required agnegt date shal ay an
interest penality *to suc usiness concern in accordance
with this section on the amount of the payment which is
due. [Ref. ]

1. Policy

The regulations cited above were promulgated by the
Office of Managerent and Budget on August 19, 1982 as
Circular A-125 wiich prescribes policies and procedures to
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be followed by executive dapa-tmerts and agercies in paying
for property and service acquired urder PFederal contrac<.
In delineating the responsibilities of agency heads,
Circular A~-125 states:

"Each agency head is responsible for assuring timely
payments and tle payment of intarest penaltiés where
required Each agency head will enpsure internal
lnstructions, 2s hecessary, to 1n€ienent this Circular
by October 1, 1982. Such {nstructions vill include
provisjons for determining the cause of any interest

enaltles incurred, and fOr necessary correciive or

isciplinary action. Inspector Genefal and internal
auditors will rake reviews of implementation, as they
and the agency head deem appropiata." [Ref. 23]

2. Applicable Interest Rates

Interest entitlaments to the contractor as stated in
1 the Act are computed at the rate determined by the Secretary
’ of the Treasury for interest payments under Section 12 cf
the Centracts Disputes Act of 1978, Public Law 95-565 (41

{ USC 611) which reads as follows:

* Section 12 Interest on amounts found due contractors on
claims shall be paid from the date the contrac%in
officer receives the claim pursuant to section 6 {a)
from, the contiactoi until payment_*hereof, The irnterest
provided for ir this section” shall be paid at the rate
established by the Secretary of the Treasury parsuant %o
Egb%;c &%v 92-41 (Stat. 97) for the Renegotiation Board.
ef.

Since the Renegotlation Board is no longer in existence, the
Department of the Treasury publishes the current rate of

: 4 irterest in accordance with section 2(b) (1) of Public Law
s 97-177. This rate is promulgatad semiannually on or about 1
January and 1 July in the fiscal service sec*ion of the 1
FPederal Register. On Deceaber 23, 1982, the applicable rate
published for the period beginning January 1, 1983 and

: ending or June 3C, 1983 was 11 1/4 per centum per annum Oor a
r ? daily cate of 0.(003082. ( Ref. 25)
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3. TIhe Grace Perjod Concept

The original House version of *he Prompt Payment Act
N (H.R. 4709), introduced by Congressman Jack Brooks (D-Tex)
as approved by tle House Government Operations Subcommittee
on Legislation and National Security stipulated that bills
would be paid within 30 days or interest charges would be
incurred. This stipulation lead to the Administration
opposing the bill withou*t modification. The suggested modi-
fications included: (1) allowing a "reasonable grace period
(30 days)", after the initial 30-day payment period had
expired before making the Governrment liable for interest,

(2) applying the interest penalty only in those instances
whare payment was late through no fault of +he vendor, and
(3) authorizing contracting officers to expeditas penal:y
payments which did not exceed $1,000 or 15% of the face
value of the contract, whichever was less. These recommen-
dations were offered by OMB Deputy Director Edwin L. Harper
during his testimony. Al-hough more supportive of the bill,
GAO's Mil*on Socclar suggested that “he bill provide for
payment o< interest only upon receipt of a claim frcm a
con-ractor withir a designated +time after paymen*t was due.
Such a provision was intended to discourage contracto;s frem

submitting claims involving minor amounts cr deiays and thus
limit the use of Government resources to0 compensate vendors
for more serious delays. Additionally, it was recommended
that the Government's intarest liability be limited to 120
days beycnd notification by a contractor that payment had
not been received. ([Ref. 16]

K} By way of compromise, the Brooks bill was amended by
d adding a 15-day grace period to the basic 30-day payment
? ) period. Under tte grace period concept, the Government

would not incur any interest charges on payments made
betweenr the 31st and 45th days after receipt of a "proper




invcice". But fc¢r payments made on the 46+th day or later,
interest would be accrued beginning with the 31st day, as if
there had been nc grace period. This concep* is embodied in
section 2(b) (1) cf the Act which states in part:

Interest penalties_on amounts due to a business concern
unpder this Act shall be gald to the business concern for
the period beglnning_on he day after the required
gaylent date ard ending on the date on which paymen< of
he_amount is rmade, except that no interest Renaltg ]
shall be paid if payment for the complete delivered i%enm
of property of service concerned is made on or befcre
(A) the third day after the required paymen+ date, iIn
the case of meat or a meat food pryduct described in
subsection (a)(Z)AB)(l); (BL the £ifth day after the
required paymert date, In _ the case of an aqricultural
commodity desciibed in subsection déa)(2)( Yy (1) ; or ()
the fifteenth day after the requirad payment date, irn
the case of any other item.

4. Example cf Interest Penalty Computation

As detailed earlier, interest penalties remeininag
unpaid for a 30-day period are added to the principal amoun+
owed the business concern, and additional in%terest penalties
will be computed on the total debt including accrued
interest. Interest would continue ¢5> accrue and be added *o
the prinrcipal amcunt each 30-days until (1) the debt and
interest is paid, (2) the vendor files a claim under <the
Contrac* Disputes Act, or (3) until one year has elapsed.
Interest is computed based upon a 365-day calendar year.
Table I is an example of interest computation as promulgazed
by Headquarters, U.S. A’r Porce Accounting and Finance
Center. Table II is the opticnal method prescribed

(Ref. 28]. Pocr coaparison purposes, the formula for
computing interest as described by NAVCOMPTNOTE 7200 is
presented in Tables III and IV and a sample computation
using Navy procedures is found in Table V.




TABLE I
Aixr Pcrce Interest Computation Method

Amount subdect to interest $12,000.00
Rate of interest er 3
ézf ctive Januar 1, 1 11.25%
t y anoun y lntares rate
= 8 1,350.00

ate o interest per day

350.00,365 = § 3.6986
uuﬁer of days payment was lats 15
Interest pa able (15 x 3.6986) = 55.48
Total amourt due con*ractor
($12,000.0C + $55.48) = $12,055.48

TABLE 1II
Optional AF Interest Computation

Current Aaily rate of _interest
ex ressed gs a decimal equivalen+*

25%/36°%) = 0.0003082
mo nt subject to interes+
£ *ntar est
00030 82) = $3.6986
er of days payment
x 15
c

= $55.48
ontractor

u
te
p
n
6
5 8) = $12,055.u48

o)
0.
umb
986
due
5.4

S. Interest Penalty Reguirements Sumpary

The follcwing summarizes the requirements and limi-
tations of interest penalties associated with the Promp*

Payment Act:




TABLE III
Navy Interest Computation Method

Formula t-May be used when compound interest
tables are available.
P x dri = interest payable, where
F = Principal = net amount payable to the
vender prior to adding interest.
dri = daily rate of interest from table
promulgated upon aach change to
the Treasury's prescribed interest rate.
The table takes compounding into account.

a. An interest peralty will be paid automa+ically whea
all of the following conditions are met:

---There is a contract or purchase order with a business
ccncern.

---Fedgra% accegtanc of groperty or services has oicured

and there 1S no disagreement over quantity, quali:y,
or other contract provisions.

-=-=A _proper inyoice has not been receiyed or the agerc
fglig to g!ve notgce that tge lnyo!cg gs not pgo ez
within 15 ‘days of receipt of an invoice (3 days for
meat or meat products, ard five days for perishable
agricultural commoditiles).

b. Interest penalties are not required when payment is

delayed because ¢of a disagreement between a Federal

agency and a tusiness concern over the amount of the
payment or otler issues concerning compliance with the
teras of a contract; nor are they required when payaments
are made solely fcr financing purposes (such as progress
payaments), payments are made in advance, or for a period

when amounts 2re withheld temporarily in accordance with
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TABLE IV
Optional Navy Interest Computation

Formula 2-May be used when interest table is not

available.

igé;r;§{1ggyat§e,’whgrgfP(1 *in -p A=

P = principal net amount payable to the vendor
prior to a2dding on interest

i = interest rate = as prescribed by Treasury
expressed in decimal form

n = ramber of full periods, e.g9., number of days
diviged by 30

z = number of residual days (number of days
less +*han a 30 day period)

n
Note tha+ P(1 = i/12) - P = compound interest
1
P+ P(Y=1I/12) =P (i)(z) = residual in%erest

+“he contract. Claims concerning disputes, arnd any
interest that may be payable with respect to “he period
while the dispute is being settlel, will be resolved in
accordance with the provisions of “he Ccntrac+t Disputes
Act of 1978.

Cc. Interest penalties will not continue to accrue after
one year.

d. Interest penal+ies of less than one dollar need not be
paid.




TABLE V
Navy Computation Example

Principal $500. 00
Julian Pay Date 3251
Julian Duée Date 2200

326 days

Interest rate = 15 1/2%
n= 10, i.e., 326/30 = 10, *he remainder
becomes z =

Calculatiens:

Formula 1 P x dri = interest pagable
€00 x .1496666 = $74.8

Foraula 2

o]

12 10
500 _ (1+.155) 4,12 "= 500 + 500 (1+.155/12) =-500)
(« 155) (26)/ (394)

1
500 (1.012917) ' =500 + 500 ¢ (500 + (500(1.012917)
-500)  (.01111
500 (1.133982)-500 + 500 + (500 (1.136942)
-500)  (.01118Y)
68.47 + (568.47) (.0111194)
68.47 + 6.36 = 374.84

The applicable provisions concerning interest penal-
+ies and discoun*s will be discussed ir the next sec:ior.

B. LINITATION OF DISCOUNT PAYMENTS

The Prompt Payment Act covers acquisitions made on or

after October 1, 1982, which includes the entire process of
contracting, delivery, receipt and payment as defined ir
P.L. 96-83, The Cffice of Frederal Procurement Policy. 1In
addition to requiring the Government to pay an interes*
penalty on late payment, Section 3 of the Act requires the
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paymern+ c£ interes= cn impreperly “zkzn iiscounts, i.e.,
those discounts taken waich are too large an amount or after
the expired time for the discount. In the GAO study of
Government bill raying practices, it was found that some

con tractors stopted offering discounts. One hundred
contractcrs reported that they no longer offered discounts
to Federal agencies even though they did at one time. 1In
response to the GAO question "Dces your firm offer discounts
to Federal agencies?", of 937 respondents, 400 firms, or 43
percent answered affirmatively while 537 firms, or 57
percen+ responded negatively. A total of 950 firms were
polled. The prircipal reasons given for disccntinuing
discounts were ttat (1) offering them seldom made any

dif fererce in Federal payment performance and (2) too many
discounts were taken after the discount periéd had expired.
The respcnses to the GAO questionnaire concerning discournts
are shown in table VI. (Ref. 18]

1. DNavy Discount Procedures

As an aid in understanding the problems of improper
discournts, this section will briefly review *the disccunt
determinaiicn prccedures in the Navy. Navy procedures
stipulate that wten a contract or any other written purchase
agreemen* contairs a provision for discounts for proapt
payment, +the discount will be deducted if accepted and
earned. Discoun*s may be offered “o the purchasing activity
after contract avard by means of letter, telegram or by
notation on the till rendered by the vendor. Here again, i+
is stipulatad that the discount will be taken if earned. It
is further stated that "all offers of discount appearing on
dealers' bills whether printed, typed, written, rubber
stamped, etc., regardless of the type of purchase, will be
considered as authorizing the deduction of discounts if
earned.” It is Important to note that in making the deter-

us
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TABLE VI ;
GAO Report Discount Questions Responses §
! nestion 10 Hcw often have Pederal agencies taken
iscounts offered by your firm?
Exegquency firms Rercent
rarely, if ever
(5% or less) 59 15% j
Occasionally i
(about 25%) 32 3
As often as nct
(about 50%) 43 1
Frequently
. (abou+ 75%) 45 11
) very often
{95% or more) 215 55
™ No response _E- Ts
Total 400 100%
i eetants e e 2V QLS RN ToaR3E OSSR
i period has expired?
: Ezequency firm Pezcent
Rarely 172 43%
E Occasionally 97 24
% As often as nct 30 8
4 Frequently 43 1
g Very often 57 14
:’ No response ) g
3 )
§ Total 400 100%
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nination of disccunt applicabili+y, the essential element is
that discounts are tc be taken "if earned". (Ref. 5]

In making the detarmiration o2f the discount period,
unless otherwise specifically provided in the purchase
agreeament, the discount pariod is considered +o begin on the
date the material is delivared or the services performed, or
on the date a prcper invoice is received at the activity
designated on the purchase document as the activity to which
the invoice is tc be mailad, whichever is later. In those
cases where no discount provision is included in the
purchase agreement, the discounts are to be taken in strict
compliance with the offer. 1In such instarces, if the offer
on the irvoice fixes a date for the beginning or end of the
discount period, *he date fixed applies. The start of the
discount period may be delayed by fault of the supplier
because of *the necessity of returning invoices for correc-
tion or delay in the execution and return of the contract.
Ir fixing *he latest date on which payment may be made to
earn the discount, one would add the number of days allowed
to the date the discount begins. The date thus de*eramirned,
converted when necessary *to a day in a subsequent month,
fixes the latest on which payment mus*« be made to earn the
discount. As an example, if a dealer's bill is received 13
August and material is received 15 August, the discount
period begins 15 August and if 10 days are allowed, 25
August is the latest date on which payment is to be made *o
earn the discount. In the situation where the discount
period begins 28 August and 10 days are allowed, the latest
date to earn discount is 7 September. Payment is deeamed to
be made for the jurpcse of earning the discount on the date
of mailing of the Government check. If a discount pericd
expires on a Sunday or holiday, the iiscount is earned if
payment is made c¢n the next business day. However, if
discount 9xpires on a nonworking day other than a Sunday or
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holiday as, for example, 2 Saturday designated as a regular
nonvorkday, disccunt is not earned for payment on *he next
vorkday. In those situations, payment aust he made on a day
preceding the date on which the discount period expires. If
a discount is offered for payment by "tenth proximo", the
discount is earned if payment is mad2 by the 10th of *he
month following +he month in which the material was deliv-
ered, or the month in which the dealer's invoice was
received, whichever occurs in the latar month. Thus, if
both material and dealer's bill are received in August, *he
discount is earned for payment by 10 September. However, if
a dealer's bill is received inr Auqust and *he material is
received in Sepetmber, the discount is earned for payment by
10 Octoter. ([Ref. 5]

Discounts are computed on the total amount of
payment requested by the dealer's bill approved for payment
for settlement, including such items as taxes and freight,
whether included in the contract price cr shown as seperate
itemns on a dealer's bill unless otherwise specifically
stated ir the cortract or order. A proapt payment discount
offered in a cont*ract, ordar cr dealsr's bill for items
priced on an FOB origin basis will not be applied to <%rans-
portation charges. ([Ref. 5]

2. Corzective Action for Imprcper Discounts

Unfortunately, evan with such well defined guide-
lines and procedwres as those outlin2d above, business
concerns still report the taking of unearned discounts. A
large wholesaler in Texas wrote Senator John Tower:

"}ast ;all ve cave ug trg to do business Hith agen-

ies of our Ped ‘f ova nuent and proceeded to take
steps to start closing the accounts hat ve had with
some of ie agenc es. The primar blem i s that
these a cnc o _not pay their bills w thin the
discoun per od however, they take the 4 scount anyway,
even thoug it is not sarn d... With the ccst of mohey
toda that makes og g ngs with the Governaent
nnprof tatle tc begin with."" {Ref. 26)
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In *the-testimony given before the Brooks committee by
congressman Ron Wyden (Dea-0r.), it was stated that +he
"slow payment situation is further aggrevated by the Federal
Government taking discounts...even *hough the Government's
payments vwere well beyond the terms jualifying it for a
discount.” [Ref. 26]

To combat this problem, the Prompt Payment Ac*
states:

Sectior 3 (a) If a business concern offers a Federal
agency a discoctnt from the amount otherwise due under a
contract for property oi services in e;change for
payment within a specifiad period >f time he Federal
agency may make payment in an amount equal Lo the .
disgounted price only if payment is mads within a speci-
fied period of tinme.

b ach agency which violates subsection {a) ,shall
pay(ah Ente;egt gnakty on any amount uhzcg rég%ins
unpaid in violaticn of such subss¢tion. Suc¢ch intecest
penalti shall ac¢crue on such unpaid amount in accordance
with the regulaticns prescribed pursuant to section 2,
except that the required paymen*t date with respect to
such unpaid amcunt ‘shall be the last day of the speci-
fied period of time described in subsectiorn (a).

This essentially statass that if an imprcper discount
is taken, interest will accrue on th2 unpaid balance
commencing with +he day after “he expiration of the discount
period. If the rayment is not corrected prior to the 2nd of
+he 15-day grace pericd, interest wilil be payable on the
unpaid balance. It is important to note that a discount
that is advantageous to the Government still remains a high
priorty when processing and payirng invoices. Properly *aken
discounts save tte Governmant mcney and are an intergral
part of effective cash managenent.

C. COHNPLIANCE MCNITORING

Responsibili+y for monitoring compliance with the provi-
sions of the Prompt Payment Act has been delegated *o the
Director of the Cffice of Management and Budget, with




Congressicnal oversight. Within sixty days after the
conclusion of the fiscal yesar, each Fedaral agency is
required to submit to the Office of Management and Budget a
detailed report on any intarest penalty payments made under
the Act. This report must include (1) the number of
irterest penalties paid, (2) the amount of interest penal-
ties paid, (3) the relative frequency, on a percentage
basis, of payments made 5 days or more before the due date,
except where cash discounts were taken, (4) the reasons tha+
interest penalties were incurred and (5) an analysis of the
progress made frcm previous years in improving the timeli-
ness of payments. In accordarnce with OMB Circular A-125,
"in order to minimize the cost of reporting, statistical
sampling may be used to darive the information above.”
(Ref. 23]

Department o{ Defense monitoring and reporting proce-
dures were promulgated by the Assistant Secretary of Defense
(Comptroller) on Septembe- 16, 1982, Beginnidg with fiscal
year 1983, each wmilitary Dspartment, Defense Agency or other
Defense Component is required to file with the Washingtcn
Headquarters Service (WHS), Direc*orate of Information,
Operations and Reports, Washing*on D.C., a consclidated
Prompt Fayment Act Repor+. This repor* is required not
later than 50 days after the conclusion of each fiscal year.
A copy ¢f the Prompt Payment Report (Report Control Symbol
DD~Comp(A) 1607) and Standard Reasons for Late Payments are
provided in Appendix C. The Washington Headquarters Service
is charged with consolidating and transmitting all reports
for the Department of Defense to the 0ffice of Management
and Budget. [Ref. 27)

As a2 means of Congressional oversight, the Act requires
the Director of CMB *o subamit to the Conmittee on
Governmen+tal Affairs, the Committee on Appropriations, and
the Comaittee on Samall Business of the Senate and to the




Committee on Governmental Operations, the Committee on
Appropriations, and the Committee on Small Business of the
House of Representatives a report on Pederal agency compli-
ance. This summary report is due within 120 days after the
conclusion cf each fiscal year.

D. SUNMARY

This chapter has attempted to highligh® and analyze soame

of *he key areas of the provisicns of Public Law 97-177.

The areas of interest determination, improper discounts and
reporting were aralyzed in detail and are seen by the
authors as those areas that have heen the most controversial

and will have the greatest impact on both Governmen* aznd +he

business communi+y. Policy gquidance from the Gffice of

1 Management and Budget as well as interest applicabili<y and
interes* computation was examined. The area of discounts
vas examined by way of reviewing current Navy procedures in

light of existing problems with the takin§ of improper

discounts and the provisions of the law,

‘ | The Prompt Peyment Act was hailed as a major step
forward toward igproving Government bill paying practices

and Government/bisiness relations. However, its full Impact
will not be knowrn un+il %he end of fiscal year 1983 wher
Gevernment-wida EFrompt Paymen*t Reports are compiled and
aralyzed.




V. AN ANALYSIS OF L[ MPLEMENTATION PROCEDURES

The key areas of the Prompt Payment Act provisions are
but the foundaticn upon which the implementation procedures
are based. As in any enactmsnt of new laws, *he success of
the Act itself depends in large part upon the success of the
implementation procedures. This chapter will delineate the
najor implementation regulations promulgated by the Office
of Management an¢ Budget (OME) and the final interpretation
and implementaticn of those procedures by the armed
services. The Navy and Air Force impleaentation methods
will be analyzed as vwell as +he problems encountered with
+he Government's cash management policy.

A. OFFICE OF MAPFPAGEMENT AND BUDGET INPLEMENTATION GUIDAXCE

As emphasized in Chapter IV, the Proapt Payment Act
required fhat OME initiata implementation cegqgulatiorns whkich
led to the creation of OMB Circular ¥Yo. A-125 stating the
policies and procedures which were to be used in payirng for
property and services acquired under Sovernment contract.
Each agency head was made responsible for assuring timely
payment and the payment of in+terest penalties where
required. (Ref. 23] The actual regulations to iamplement
Circular A-125 were *o be internally es*ablished and promul-
gated by each agency. OMB Circular A-125 provided spscific
standards requiring compliance by all concerned. The four
primary areas wera:

1) Payment S tandards

2) Determinirg Due Dates

3) Interest EFenalties Requirements

4) Reporting Requirements. (Ref. 23]

52




Each Agency estalklished implementation procedures to comply
with their cwn irternal requirements. Circular A-125 states
that payments are¢ to be made as close as possible to but not
beyond the due date. To insure any iuterest penalties are
adequately documented, specific information was %20 be
included in contracts, invoices, and receiving reports. The
information required to insure accurate documentation is:

1) Contracts mus*t include the following payment provi-

sions:

(a) paymert due date (s).

(b) segarate gayment dates if partial payment is
authorized.

(c) if aprlicable, a statement that the specia&
payment provisions of Packers and Stockyard Ac+t
0f 1921 or the Perishable Agriculture Commodities
Act of 1960 applies.

() a sta*ted inspection period following deliver¥,
where necessary,  for Government accéptance o
property or services.

€} nanges, telepho nympers, and complete mailin

(e) aaareéses ¢ o%%icgafs of tge busiress concer
and of the designated payment office. {[Ref. 23]

2) Invoices rust inclade:
(a) business rame and invoice date.

(b) go&tract n%mber, or o*her authorization for
elivery of property or services.

c descri tion ric2, and quantity of proper+y and
(© services ac{ugliy fe12VeRed " or fenaebagl® v

(d) shipping and payment terpms.

(e) other sybs+tantiating documentation or information
as required by the Contract.

f) nape, tit t2lephone number, and complet
) maglirg aégfess oF £he responéibge o2£%:2at +o
vhom rayment is %o be sent.

A notice of an apparent error, defect, or impropriety in an

invoice will be rrovided to a business concern withir 15
days of receipt ¢f an i-wice. ([Ref. 23]

3) A receivirg report aust include:

(a) contract or authorization nuaber.

(b) product or service descrip%ion.

(c) quani*ities received, if applicable.
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(d) date (=) preperty or services accepted.

e) siqnatyr rinted name, title, telephon
(e) fggfuag%%ﬁgpa dress of the recéivgngpoff

.« 2
Receipt and acceptance procedures are to be executed as

¢ au
icia

ber,
-

m
cial
promptly as possible. Receiving reports are to be received
by +he designated paying of fice by the fifth business day
after acceptance.

Due dates are determined to be th2 thirtieth day after
receipt of a prorer invoice. Exceptions to *his are:

a) when a srecific payment te is provided for i he

(2) contractE-uitt tgeyspeciggc datepto %e the ﬁeaaline

for payment.

b) when_a time disccurt_is taken aymen*t will be made
(%) as close to but not later thaﬁ,ptge glscount date.

(c) payment for meat or meat food products will be made
as cloge to ut not later than the seventh day
after date of delivery.

(d) gayment for_perishable agriculture commodities will

e pade ro later “han_the tenth day after +<he data
of delivery. (Ref. 23]
Interest penalty constraints ard reporting requirements were
discussed in detail in Chapter IV above. The following
section will review major jifferences be*ween various agen-

cies!' ipplementation procedures.

B. IMPLEMENTATICN PROCEDGRES

All Government agencies have complied with the intent of
the OMB Circular A-125. Primary differences have occurred,
however in *he reporting requirements of each agency. The
Department of Defense has requested that each defense compo-
nent will subait a comsolidated report of any interes+

payments made under the Prompt Payment Act during the
preceding fiscal year. ([Ref. 27] The Navy has taken an
additional s-ep and now requires a monthly report fros all
disbursing activities which pay contractors with appropri-
ated funds. The report will allow management officials “he
ability *o deternine the -slative frequency of the interest




payments and take corrective action as required.
Nonappropriated fund (NAF) activities are directed to review
monthly NAF financial statements regarding late payment
penalty and take corrective actions. These activities will
subait an annual report to the Secretary of the Navy

(Comptroller). [Ref. 2] Informal sources froam the Defense
Contract Adainistration Sarvices Regions indicate they have ’
been required to implement sixteen different reports to !
assist in maintaining control of information regarding
invoices, interest payments, and reporting procedures estab-
lished by the Prcapt Payment Act.

' Another area of difference is the information required
5 to be ircluded in the certifica*tion of every invoice
i submitted for payment. Different paying offices require
i essentially the same information but with individual
{ additions/deleticns depending upon internal reporting
{ ‘ processes. Apperdix D artl E are examples of the type of
certification requirements currently being utilized.

s

In looking at the different services, the procedures are
? » a duplicate of OMB Circular A-12S requirements. The primary
’ { difference is not so much in the actual compliance of the
Prompt Payment Act procedures as much as *he methods
utilized *o insure accurate, understandable implementaticn

by field ac*ivities.

§ The Secretary of Defanse promulgated the requiremeants as
; specified in the OMB Circular A-125. The service secre-

; taries or their assistants disseminated the instructions
pertaining to their respective services., 1In analyzing the
messages, memoranduas, anid letters u+ilized to institute the
- new payment procedures the ability to express confidence in
and support of the Prompt Payment Act was best represented
by the Air Porce. The positive nature in which the imple-
mentation procedcres were gensrated and the eaphasis placed
upon the cffer of assistance when required was singularly
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unique in the arsed services. The messages initiated prior
to the 1 October 1982 commancemern* date, detailed new
payment standards and discussed new contract, invoice, and
reporting requirements. Most noteworthy, however, was the
discussion concerning the aver present "gray areas", the
instances wherein partial payment could be authorized.

", ..Pay what ycu can to avoid the payaent of interest.

Provide the_ verdor with the specifics of why we canp't

Egy the full amount, e.g3., items not delivered, deliver
iscrepancy, disputed amount, etc. Tell the vendor wha

?gsg be done before balance of payment can be made."
ef.

The preceding statement discusses the possible partial
payment* situatior but mora2 importantly emphasizes the neces-
sity for talking to the vendors to insure that avenues of
understanding rewain open. This poin* is pronounced
further:

"...(the Air Pcrce) will not compromise gaying controls

or standards tc avoid payment of interest penalties.

thfue must work closer with vendors than ever before."
ef.

Ir addition all commands were encouraged to submit comments
and reccmmendaticns evaluating the impact of the Prompt
Payment Act upon the resources available and the type of
information required in reports. The overall effect was one
of positive, suprortive understanding of the new laws and
for the reasons shich led to its enactment,

This is not to say that *he other services were nct

~ supportive of the nevw payment procedures. The Navy and Aray

directives were specific in their discussion of the changes
the Prompt Payment Act instituted. Howvever, “he requests
for recommendaticns for lmproveaments/changes, the discussion
of "partial payments", the continued emphasis on
contractor/paying office interface were not included within
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the prorulgated 2directives. These additional areas of
discussion, though not imperative to *he implementation of
the Prompt Payment Act, are needed if +*he gyccess of <he
Prompt Payment Act is to be guaranteed. Vendors and
Governmert Contracting Cfficers as well as Government Paying
Officers must maintain a cooperative attitude lest “he situ-
ation become an adversary relationship with disastrous
results.

C. CASH MANAGEMENT POLICY

In July 1982, the Office of Management and Budget (OMB)
published a propcsed Circular, "Timely Payments", for
comments concerning the guidance OMB would provide to agen-
cies on *he proper timing of payments “o contractors. The
comments received from Congress, professional and business
associations, Goverrnment agencies, and universities argued
tha*t the Prompt Fayment A¢t was to solve the probleams of
late payment and that ary gquidance from OMB should not
discourage agencies from paying earlier than required by law
or contract. [Ref. 29]

This article was an attempt to gain opinions regarding
the effect the Promp* Paymen®: Act would have upon the
governmental cast management policies and “he effect =2
change *o that pclicy would have in the business worlgd.
Previously stardard payment clauses provided that paymernt be
made upor receip* of a proper invoice. Treasury regula-
+ions, however, require payment to b2 held for approximately
27 days after receipt of a proper irvoice, unless a specific
date is establisted in tha contract. (Ref. 30] #ith the
enactamert of the Prompt Payment Act, there vas confusion
between the Treasury®'s cash management policies and %the
"required payment dates" specified in the Act itself. ONB
Circular A-~125 states:
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"payment will te !ade as close as possible to, but not
late§ *han the th_rt%eth day after receipt of a proper
invoice...excert as follows:

--when a specific payment date is provided...

~--vhen a time discount is taken...." [Ref. 23]

The OMB directive enconpasses the Treasury cash manage-~
ment policy, ever though the cash management policy has
nothing to do with the Prompt Payment Act. (Ref. 30)

Initially, mary changes to the DAR payment clauses, and
anticipated requirements for additional persornel to manage
invoice submissicns for payment were thought to be needed in
order to main*air the thirty day payment limitations. A
solution was adopted by the DAR Councili, the Department of
Defense Contract Finance Commit+tee, and the Assistant
Secre+acy ¢f Defense (Comptreoller). The agreement was that
if a specified date for payment is in +he contract, it is
both the "paymen+t due date” and the "required payment datev,
If the payment clause contains such terms as "paymert...
made upon submission «f a proper invoice", then payment will
be due five days after receipt of a proper invoice and
payment will be required no later than *hirty days af:ier
receipt of a proger invoice. This agreement will preven<
paymen*s from being arbi*rarily delayed because of ONB
Circular A-125. [Ref. 30]

D. SUMMARY

This chapter has detailed the differences in the ismple-
mentation of the Prompt Payment Act between the various
services. Though similar in most aspects, the directives
initiating the Act and tha reporting requirements for each
agency have been the distinctive areas of review. The Cash
Management Policy vwas discussed as to the confusion that wvas
encountered when the Treasury's Cash Manageament Policy was
integrated vwith the Prompt Payment Act. The agreement
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between qgcverning bodies as to the interpretation of the Act
and the Treasury's cash manageament policy was provided with
a explanation of the terminology to be used.
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VI. CONCLUSIONS AND RECONNENDATIONS

A. CONCLUSIONS

In obtaining an in-depth research file, contact was made
vith Navy, Army, and Air Force activities. The conversa-
tions that ensued, in almost all casas, revealed *hat the
Prompt Payment Act was considered to be a fair and reasorn-
able effort to effect mora timely payment for the Government
contractor. The anticipatad problems focused on the admin-
istrative procedures required to maintain control over the
interest penalty ijata.

Government ccotractors have frequantly voiced complaints
concerring late payments and the negative effect that late
payments have upcn their cash flow and general financial
health. The infcrmality of commercial business practices
allows for more interaction and arrangemen%t of payment
procedures “o ensure that bcth partiss are satisfied. This
ease of doing business was carried forvard into the estab-
lishment of the Uniform Commercial Code (UCC), however, this
concep* of informality failed to be incorporated into the
Defense Acquisition Regulation.

The Governmert, being in the position of the sovereign
pover, must estaltlish regulations to ensure fairness and
equality to all concerned and to cover an infinite number of
future contracting situations. To increase frustrations,
the payment of public funds requires such detailed
accounting requirements that delays in payment seea inherent
in +*+he systea. Correspondance from different agency heads
directed to subordinates attempting to isplement more effi-

cient payaent practices created the desire by processors to
provide timely payment. Unfortunately the impetus to
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continue the high degree of timely payment proved ex“remely
difficult ¢c mairtain.

itk the enactment of the Prompt Payment Act, the incen-
tive to ray in a timely manner was provided. With anry new
legislation there are problems encountered initially which
require careful attention. The Proapt Payment Act, though
based upon GAO studies, businessaen's “estimonies, and
countless Congressional hearings, has encountered a number
of difficulties in obtaining full implementa+ion.

One area vhich is expected to entail problemas is that
interest penalties must be included both in the payment %o
+he contractor anrd as an expense to the Governmert appropri-
ations “hrough wiich the contract was executed. This, in
essence, increases the possibility of over-obliga*ion of
funds at the activity level of diverting funds from the
acquisition of gcods and services to financing penalty
interest payments in those cases where *he desired effici-
ences for which the Act was intended is not achieved. 1In
those cases where interest penalty amcunts are not moni-
tored, *he resultant admipnis“rative burden will be small
compared to the embarrassment encountered by an agency whare
over-obligation ¢f the budget is due to inattentiveness or
inefficiency.

More difficulty is foreseen in monitoring the discount
paymen* process. Discounts are authorized to be taken when
earned. Therefore, when submitted within the discount

period, the activity will charge the specific appropriation L
for a specific amount. If the associated invoice is
delayed, for whatever reason, the paying activi:y will

compute a different, larger *otal cost, thus creating an
obligation difference between the financial records of the
original purchasing command and the appropriation totals.
Commands will, therefore, have additional "difference list-
ings" to reconcile. Because of the traditional heightened
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_were found to have established specific guidelines in

level of procuresent activity associated with the end of the
fiscal year, particularily in the small purchase area, the
opportunity for cver-obligation will increase during +his
period. Recognition of tha possibility of incurring
interest penalties must be given high level managemernt
attention if profper control of interest paymert is to be
realized.

B. RECOMMENDATICHNS

1. Agency Stapdardization

The actual delegation of implementation authority
has been promulgzted by the Office of Management and Budget
by OMB Circular A-125. Government agencies and departments

keeping with A-125 directives tailored to *he needs of
subordirate activities. Although all implementation proce-
dures examined demonstrated the ability to conform to
desired standards, the clarity of explanation of procedures
varied widely as exemplified in Tables II through V.

The Promrt Payment Act is designed to increase
effectiveness at all levels of the bill paying process. i
This improvemert in Federal payment performance regquires
standardization in procedures not only *o enhance efficiency
but also to eliminate errors which, with the penalty prcvi-
sions of +he Act, can prove costly. Standardized methods
and procedures should be established in order to ensure
Government-wide conformity to the provisions of the Proapt
Payment Act and to0 ensure that personnel tasked with the
administrative ard clerical responsibilities can effectively
perfora their assigned functions. MHeasurement standards
should be established not only <o ascertain the impact of
the Act as a whole but to ensure that prescribed implementa-
+ion procedures are effectively being carried out.
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2. Ggeverpmert/Cceniractor Ipterface

The implementation of the Prompt Payment Act
provides an opportunity *o emphasize the importance of
contractor and Gcvernment interface and to iaprove the repu-
' tation of the Government in *the area of bill paying. Often,
X direct interchanges can ba utilized to improve this vital
relationship and as a demonstration that the Act is seen as
a dynamic documert which will be utilized nrot as a tool of
punishment for Gecvernment agencies but for the benefit of

5 all concerned.
In addition to the written material available to
contractor persornel, implementation confererces with

contrac*ors should be conducted. Establishment of this
; rapport is consicdered vital in order to assist vendors in
per forming their requirements concerning the Act. Many

paying activities have already established customer service

con“act points tc¢ answer inquiries concerning the impact of
, the Act on both the Governaert and the vendor. This func-
, ion in addition to face-to~face dialogue is viewed as

} tion in addition to face-to~-face dial is viewead

; , : essential +5 smocth implamentation.

3. PRosi-Implementation Study

In making payments, Pederal agencies have two obli-
gations, They are required ¢o pay bills when due and at the
same time thay must make sure they receive the goods and
services for which they pay. As concluded by the GAO study
on the Government's bill payment performance, agencies are
dcing well in the latter respect. The enactment of the

g :{ Prompt Payment Act is aimed at correcting the problems of
", slov and deliquert payments. In the short time which has
; g ) elapsed since the eractment of the legislation, i+t is diffi-

‘ cult to collect peaningful s+tatistics concerning the iaspact
i ot of Public Law 97-177 on the bill paying process to this
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point. It is therefore reccamended that a follow-on study
be conducted to 2nalyze the compliance reports generated by
each Federal agency as required by OMB Circular A-125. This
analysis should seek to determine not only the extent of
late payments but also the reasons activities are unable to
comply. In addition, this study should recommernd action to
improve agency ccapliance.

The Prompt Payment Act, Public Law 97-177, is the
result of +he recognition by both Government and private
sector leaders of a long standing prcoblem of late bill
payment. The legislation in itself loes not solve the
problem of slow CGovernment payment but rather is dependen+
upon the acceptarce cf the spirit and intent of the law by
all concerned. With the legal requirements now in place,
*the majcr concerr must be that implementation is accom-
plished expediticusly and comprehensively. With the
opportuni+y now available to develop more open channels of
communication between contractors and Government entities,
and with accurate, timely, and standardized implementation
procedures, a more effective and efficient acquisition

process can evolve.




ARRENDIX A
SUPPORTING ORGANIZATIONS OF PUBLIC LAW 97-177 PASSAGE

: * National Audic-Visual Association (NAVA)
‘ * National Office Products Association (NOPA)
i * National Micrcgraphics Association (NMA)
* Wa+icnal Associaticn ¢f Wholesaler=-Distrihutocs (NAW)
* Independent Media Producers Associa+ion (IMPA)
* Association of Reproduction Material Manufacturers (ARMN)

~ % Coaliticn for Common Sense in Government Procurement
i (CCSGP)

# Media EBducaticnal Sales Association (MESA)

= National Meat Association (NMA)

* Aperican Association of Nurserymen (AAN)
* American Logistics Association (ALA)
* Business Prodvuvcts Council Association (BPCA)

Business and Institutional Purniture Manufacturer's
Association (EIFNA)

[
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* Association of Editorial Business, Inc. (AEB)

* National Association of Manufacturers (NAN)

JrOvigN

* American Meat Institute (AMI)

-

i




* Association of the Wall & Ceiling
Industries-International (AWRCII)

* Associated Gereral Contractors (AGC)
! . * National Broiler Council (NBC)

Latin Americar Manufacturers Association (LAMA)

*

* Automotive Service Industry Association (ASIA)

* Automotive Parts Rebuilders Association (APRA)

* Committee on Federal Con%racting Practices (CFCP)
* Urited Fresh Fruit & Vegetable Association (UFFVA)

Natiocnal Association of Meat Purveyors (JNAHMD)
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APPENDIX B

THE PROMPT PAYMENT ACT--PUBLIC LAW 97-177

. —— e

-;jhiﬁttg'smmth Congress of the Fnited States of Smerica

AT THE SECOND SESSION

.Begun and held ot the Clty of Washington on Monday, the twenty-fifih day of January,
one thousand nine hundred and eighty-two

9n At

To require the Federal Government to pay interest on overdue paymants, and for
other purposes.

Be it enacted by the Senate and House o[ Representatives of the
United States of America in Congress assembled, -

. KHORT TITLE
Szcrion L. This Act may be cited as the “Prompt Payment Act”.

INTEREST PENALTIES ON LATE PAYMENTS

Szc. 2 (aX1) In accordance with regulations prescribed by the

A r of the Office of Management exd Budge:, each Federal

agency which acquires property or services from a business concern

but which does not make payment for eash such cozpiete delivered

item of property or service by the required payment date saall pay

an interest penalty %o such business concern in accordance wita
this section on the amount of the payment which is due.

(2) Such regulanons—

(A) shall specify that the required payment date shall be~—

' (i) the date on which payment is cue under toe terms of

the contract for the provision cf such property or service;

or

(i) thirty days after receipt of a proper invoice for the
amount of the paymern: due, if a specifiic date on which
payment is due is pot estabiisned bv coatraet;

(BXi) in the case of any acguisition of meat or of a meat food
product, as defined in section 2tanl) of the Packers and Stock-
yards Act, 1921 (7 US.C. 182:3)), spall specify a required pay-
ment date which is not later than sevexn days after the date of
delivery of such meat or meat food product: and )

(i) in the case of any acquisition of a perishable agricuitural

tural Commodities Act, 1930 (7 U.S.C. 499a(1)), shall specaiy &
required payment date corsistent with requirements unposed
uant to such Act:

(C) shall specify separate required payment dates for con-
tracts under whica property or services are provided in a senes
of partial executions or deliveries, to the exert that sush con-
mgt hprovidu gor separate payment for such partial execution
or delivery; an

(D) shall require that, within fifteen days after the date on.
which any invoice is received-Federal agencies nozify the busi-
pess concern of any defect or impropriety in such invoice
which would prevent the running of tne time period specified
in subparagraph (AXii).

(bX1) Interest penalties on amounts due to a business concern
under this Act shall be paid to tne business cancern ior the period

commodity, as defined in section 1(4) of tne Pensnabie Agmicul- -
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beginning on the day after the required payment date and ending
on the date on which payment of the amount due is made, except
that no interest penalty shall be paid if payment for the complete
deliverad item of property or service concerned is made on or
before {A) the third day after the required payment date, in the
case of meat or a meat food product described in subsection
@X2XBXi); (B) the fifth day after the required payment date, in the
case of an agricultural commodity described in subsection
(aX2XBXii); or (C) the fifteenth day after the required payment date,
in the case of any other item. Interest shall be computed at the
rate determined by the Secretary of the Treasury for interest pay-
ments under section 12 of the Contract Disputes Act of 1978 (41
US.C. 611). The Secretary of the Treasury shall publish each such
rate in the Federal Register.

(2) Any amount of an interest penalty which remains unpaid at
the end of any thirty-day period shall be added to the principle
amount of the debt and thereafter interest penalties shall accrue
on such added amount.

(c) This section does not authorize the appropriation of additional
funds for the payment of interest penalties required by this section.
A Federal agency shall pay any interest penalties required by this
section out of funds made available for the administration or oper-
ation of the program for which the penalty was incurred.

(dX1) Any recipient of a grant from a Federal agency may pro-
vide in a contract for acquisition of property of services from a
business concern for the payment of interest penalties on amounts
overdue under such contract, except that— .

(A) in no case shall an obligation to pay such interest penal-
ties be construed to be an obligation of the United States, and

(B) any payment of such interest penalties shall not be made
from funds provided to the grant recipient by a Federal
agency, nor shall any non-Federal funds expended for such
interest alties be counted toward any matching require-
ment applicable to that grant.

(2) Such interest penalty payments shall be made under such
terms and conditions as agreed to by the grant recipient and the
business concern, consistent with the grant recipient’s usual busi-
ness practices and applicable State and local law.

LIMITATION ON DISCOUNT PAYMENTS

Sec. 3. (a) If a business concern offers a Federal agency a dis-
count from the amount otherwise due under a contract for prop-
erty or services in exchange for payment within a specified period
of time, the Federal agency may make payment in an amount
equal to the discounted price only if payment is made within such
specified period of time.

(b) Each agency which violates subsection (a) shall pay an inter-
est penalty on any amount which remains unpaid in violation of
such subsection. Such interest penalty shall accrue on such unpaid
amount in accordance with the regulations prescribed pursuant to
section 2, except that the required payment date with respect to
such unpaid amount shall be the last day of the specified period of
time described in subsection (a).
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CLAIMS; RELATION TO OTHER LAW

Szc. 4. (aX1) Claims for interest ties which a Federal agency
has failed to pay in accordance the requirements of section 2
orSOfth:nActm{beﬂlodnnderncﬁonsofthoContrmDib
putes Act of 1978 (41 US.C, 605).

(2) Interest ties under this Act shall not continue to accrue
the of a claim for such penalties under the Contract
Act of 1978, or (B) for more than one year.

) Paragraph (2) shall not be construed to preclude the accrual
of interest t to section 12 of the Contract Disputes Act of
1978 (41 US.C. 611) after interest penalties have ceased accruing
under this Act, and interest pursuant to such section may accrue
any unpaid contract payment and on the unpaid interest
phacrg pbrgvztg:dmnch 3 with respect to disp

as in ion to disputes con-
cerning discounts, this Act ghall not be construed to require inter-
est pepalties on payments which are not made by the required
yment date by reason of a dispute betwsen a Federal agency and
a business concern over the amount of that payment or other alle-
gations concerning compliance with a contract. Claims concerning
any such dispute, and any interest which may be payable with
respect to the period while the dispute is being resolved, shall be
subject to the Contract Disputes Act of 1978.
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OONGRESSIONAL OVERSIGHT

Skc. 5. (a) Each Federal agency shall file with the Director of the
Office of Management and Budget a detailed report on any interest
penalty psyments made under this Act during the preceding fiscal

() Such report shall include the number, amounts, and fre-
quency of interest penalty payments, and the reasons such pay-
ments were not avoided by prompt payment, and shall be delivered
to the Director within sixty days after the conclusion of each fiscal

year.

(c) The Director shall submit to the Committee on Governmental
Affairs, the Committee on Appropriations, and the Committee on
Small Business of the Senate and to the Committee on Government
Operations, the Committee on Appropriations, and the Committee
on Small Business of the House of Representatives within one hun-
dred and twenty days after the conclusion of each fiscal year a
report on Federal agency compliance with the requirements of this
Act. Such report shall include a summary of the report submitted
by each Federal agency under subsection (b) and an analyzis of the
progress made in ucing interest penalty payments by that
agency from previous years.

DEFINTTIONS

Szc. 6. For the of this Act—

Q1) the tarm ‘Tederal agency”’ has the same meaning as the
term “agency” in section 551(1) of title 5, United States Code,
but also includes any entity (A) which is operated exclusively
as an instrumentality of such an agency for the purpose of
administering one or more programs of that agency, and (B)
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may as
involved may require by regulation or contract;
.'mninvoiulhaﬂbedmodby to have been received by an
e v e s i
on s desi payment
office or center actually ives a proper inyv:iee;
or .
(B) the date on which such agency accepts the property
or service concerned;
(5) a payment shall be considered made on the date on which
s check for such payment is dated; and
(6) a contract for the rental of real or personal property is a
contract for the acquisition of that property.

EFFECTIVE DATE -

Szc. 7. (a) This Act applies to the isition of property or serv-
ices on or after the beginning of the calendar quarter which
Mbeﬁmmonthnnmaty' days after the date of enactment of this

(b) The provisions of this Act requiring the promulgation of regu-
lations shall be effective upon enactment, and such regulations
shall be promulgated not later than ninety days after the date of
enactment of this Act.

(c) The provisions of this Act shall apply to the Tennessee Valley -
Authority, but any regulations promuigated under the authority of
this Act shall not be applicable to the Tennessee Valley Authority,
which shall be solely responsible for implementing the provisions
of this Act with respect to its contracts.

Speaker of the House of Representatives.

Vice President of the United States and
President of the Senate.
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ARRENDIX ¢
STANDARD REASONS POR LATE PAYMENTS

General. The following one-character alphabetic codes will
be used by Navy activities to identify the primary reason
that interest vwas incurred in the payment of a given
invcice. This ccde will always appear in the first posi+ion
of the cost code field in the accounting classification.
The uni*+ identif ication code (UIC) of the activity associ-
ated with the reason will be reflacted in the Property
Accounting Activity (PAA) field. Por brevity, the tera
"responsible UIC" will be used to describe that activity.
If an Army field or Air Force activity is determined to be
responsible, the PAA field may cite "USARMY" or "AFORCE"
raspectively in the evernt that “he specific station number
is not available. If the responsible activity is another
agency vwithin the Department of Defense, the PAA field may
site "SECDEFY in lieu of the specific activity identifier.
Agencies outside the Department of Defense will be identi-
fied as "NONDOD",

A. cContract, inscluding amendments, aot available in pay:.ag
office. This is the responsibility of the contracting
office, and the CIC of that activity will be reflected in
the PAA field of the accounting line for interest payments.
This code will be used if the request for *he missing docu-
men< wvas made ten or mora calendar days prior to the
expiration of the applicable grace period, and the document
had not yet been received by the closa of business of the
sixth vorking day preceding the last day of the grace
period.

n
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B. Recejving docymentation delay by peceiving activity.
This is the respcnsibility of the receiving activity and the
responsible UIC will be that of the receiving activity.

This code will be used under two different circumstances:

! ) 1. A request for the aissing documentation was placed

the applicable grace period and the required documen-
tation haéd not been received prior *o the close cof
business ¢n the sixth working day preceding the last

t ) ten or more calendar days prior to the expiration of
l

!

f

A day of the grace period.

' _ 2., More than five working days elapsed between the date
of acceptance of the goods and services and the
; receipt ir the paying office 5f the approved inveice
and receiving report, and this delay allowed the
paying of fice less than fifteen calendar days *“o
effect payment prior 4o the expiration of a fifteen
. day grace period (five or more calendar days prior to

the expiration of shorter grace pericds).

S -

3 o C. Delay to obtain requirsd certification of invoice. This
is a receiving activity responsibility. I+ applies only
when *he contrac* provided for a specified period of %ime ¢

b accept the goods or services, this *ime period was exceeded,
! and the paying office was permitted fifteen calendar days or
less to effect payment with incurring interest charges (five
| calendar days or less in the case of meat, meat products,
ard perishable agricultural commocdities).

i i D. Delays by paving office. This is a paying office
v responsibility, and the responsible UIC will be that of the
. paying cffice. This code is used vhenever either of the
following circumstances apply:
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1. A bill prcperly payable was received fifteen calendar
days or mcre prior to the expiration of the fifteen
day grace period or five calendar days or more prior
to the extiration of the shorter grace periods.

2. The provisions of Codes A, B, C, or E would have
applied except that the properly payable bill was
received in the paying office prior to the time spec-
ified in the description of those codes.

Tha forgoing rules continue *o apply under the systeams in
which the invoice never goes to the paying office, ani
payment is made tased on a remote input from another
activity. Payinc offices must, however, maintain local
records for activities which contribu*2 to laze payments by
.failing to furnish the r2quested input ir sufficient “*ime tc
permit *imely payment.

E. Military exercises in progress. This code is proper for
use only in peace time when the activity or ship requisi-
tioring the goods or services cannot be contacted by the
paying office for information necessary to effect payment
(e.g. accounting data, cartification of receipt) due to
restrictions on the f telephone or message comaunica-
tion, and the request is sent by mail at least ten calendar
days prior to the expiration of the grace period, and the
information vhen obtained by sail or after the lifting of
the restrictions is received after the close of business on
the sixth working day preceding the last working day of the
grace period. Tte UIC shown is that of the ship or activity
that could not be contacted.

P. Discount taken ip errar. This is a paying office or
branch paying office responsibility, except wvhea the
receiving activity supplias an erronsous date upon which the
paying office relies in taking the discount. The code is
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proper whenever :t has been de*ermined +that a disccunt was
wrongfully taken, and full payment was not made within the
specified period of time prescribed by this notice. When
this condition occurs, this code will be used regardless of
vhether the conditions described in the other codes apply as
vell.

G. [Failure to pctify vendor of defective ipvoice. This
code can apply tc either the receiving activity or the
paying cffice. In either instance it applies only if the

nuaber cf calendar days batween the date of the invoice
receipt and the date of rejection exceeds “he maximum allo-
wable number (fifteen in most cases), and tha+t this excess
is equal to or greater than the number of calendar days by
which ac*ual payment excesded the expiration of the grace
pericd. For example, if the invoice was returned four
calendar days bejond the fifteen allowved, payment was made
two calendar days beyond “he expiratin da*e of the grace
period and Code T was inapplicable, this code would be
appropiate. This ccde would not be appropriate if the same
circumstances apgplied, except that payment was made six
calerdar days after expiration of the grace period. 1In
determining the activity responsible, the paying office
would be consideied responsible only if the invoice was
received in the faying office fifteen or more calendar days
prior to the payment due date (five 5r more calendar days ir
the case of meat, meat products and perishable agricul%ural
commodities). Ip all other instances, *he receiving
activity is respcnsible. This includes instances in which
the receiving activity approves an iaproper bill for
paysent, but the bill does not reach the paying office
within fifteen celendar days (or five calendar days when
applicable) preceding the payment due date.

L




H. Aytomated system processing delay. In order for this
code to be approgriate, the documented delay in calendar

days must equal cr exceed the number of calendar days beyond
the expiration of the grace period on which payment was
made. The responsible UIC should be that of the activity
which ccntrols the hardware, unless the failure can be
conclusively attributed t> a defective program. 1In that
case, the UIC of the activity which prepared ke progranm
will be cited.

J. U.S. Postal Service delays. This code applies if none k
cf the circuastarces described in any of the codes apply,
there is at least a seven calendar day gap between the docu-
mented mailing of *he invoice by one activity inside the
United Staes and the documented receipt c¢f that same invoice
by another activity in the United States, and payment
exceeds the grace period by four calendar days or less. 1If
either the sending or receiving activity is outside the
United States, the dccumented mailing time must be a* least
fif+eer days, and the payment date must be no more than
eight calendar days beyond tha expiration of the grace
period. The PAA field shoud be zero filled,

K. All other. This code can be used at the discretion of
+he paying office, and may go so far as “o include instances
in wvhich the facts lack sufficient clarity to peramit a
determina*ion of why the payment was late. Any use of this
cole must be thortoughly documented by *he paying office and
available for inspection upon request. To the extent that a
responsible activity can be identified, the UIC of that
activity should appear in the PAA field. Otherwise the PAA
field may be zerc filled.

Sunpazry It is theoretically possible for all ten reason
codes to have sore applicability to the processing of a
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single invoice.

order.

payment,

F Discount taker in error

D Paying office delay

A Contract not available

B Receiving docmentation delay
G Delay in returning defective invoice
C Certification delay

H Automa*ed systea delay

E Military exercises in progrsss
J Postal Service delay

K All other

76

The specific prioritization
reasons appear to occur is as follows: P, D,
B, J, K. The following chart list the codes
The intert is to hold paying offices

if multiple

A, B, 6, C, H,
in priority
responsible for
late paymen*s which *hey can reasonably be expected :o
prevent and to hcld other activities responsible when their
actions prohibit a paying office from making a timely
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. ARRENRIX D
CERTIPICATION INPORMATION POR A NAVY PINANCE CENTER

IAW CINCPACPLT MSG 1419142 AUG 82
’ THE FOILOWING INPO IS REQUIRED:

; INVOICE NUMBER (S)
INVOICE DATE(S)
DATE MATERIAL REC'D
[ DATE INVOICE REC'D
4 DATE PWD'D FOR PMT

AMT APEROVED FOR PMT
GOODS ACCEPTANCE CERTIFIED BY: (

T (naTe7runctisRalTITI&/AcTIvVIEYr
PAYING OFFICE

~—{name and/7ot _UITY
DISC NCUU42 ATTACHED? YES NO

S e
s T T




- ARRENDIX E
CERTIPICATION RECUIRBMENTS INPOREATION FOR A EAVY SUPPLY CENTER
|
! 3
0IC; . Pregrinted
Activity Name: Activ tg
Address: Name/Address/UIC

Contract/Purchase Order Nusber:

Invoice No. Invoice Date Anoun*

. e - ———
-

i Date Inv Rec'd Da*e Mat'l/Svc Rec'd

Approved for payment 3
- Aggepted and gogforms ¥o confracts
- €except as noted, Erices are agreed upon,
fair and reasonabls

Certifying Sigrature Date Accepted ]
Phone

(preprint name and title auth. gov't rep)
Accounting Data (when applicable)

T S s

For'd NOO228 Ngco Oakland 94625

Tos ———_Cther UIC_
Date Porw'd

- Imgrest Fuand purchase erroneously
not sent COD

No Purchase Order Required

Special fayment Terms (Meat
Pgrishabgeylgriculture(COnnédities,
Other)

Date Funds Obligated
o .ﬁ Interest Due Date
5 . if‘
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