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UNDER SECRETARY OF DEFENSE
1100 DEFENSE PENTAGON
WASHINGTON DC 20301-1100

COMPTROLLER

FOREWORD

This Volume of the Department of Defense Financial Management Regulation (DoDFMR) is issued
under the authority of DoD Instruction 7000.14, “DoD Financial Management Policy and Procedures.” It
governs financial management by establishing and enforcing requirements, principles, standards, systems,
procedures, and practices necessary to comply with financial management statutory and regulatory
requirements applicable to the Department of Defense. It directs financial management requirements,
systems, and functions for all appropriated, nonppropriated, working capital, revolving and trust fund
activities. In addition, it directs statutory and regulatory financial reporting requirements.

This Volume of the Regulation contains provisions covering financial authorizations for contract
Payments and collections. This Volume incorporated some of the payment policy and procedures from
the Defense Logistics Agency Manual, 7000.1, Accounting and Finance Manual; Army Il)iegulation 37-1;
Air Force Regulation 177-102; Navy Comptroller Manual NAVSO P-1000, Volume 4; Marine Corps
4200.15F, Marine Corps Purchasing Procedures Manual, and Marine Corps Orders 7000.16, 7000.17, and
7000.18; and DoD Accounting Manual 7220.9-M.

This Volume of the Regulation applies to the Office of the Secretary of Defense, the Military
Departments, the Chairman, Joint Chiefs of Staff and Joint Staff: the Unified Combatant Commands, the
Inspector General of the DoD, the Defense Agencies, and the DoD Field Activities (hereafter referred to
collectively as “DoD Components”).

This Volume of the Regulation is effective immediately and is mandatory for use by all DoD
Components. Heads of DoD Components shall ensure that it is adhered to in day-to-day operations and
in the design, modification, and maintenance of their Component’s financial management and reporting
system or systems. The Heads of DoD Components shall not issue supplementary directives/regulations
without the prior written approval of the Office of the Under Secretary of Defense (Comptroller).

The reporting requirements contained in this regulation are exempt from licensing in accordance with
the DoD 8910.1-M, “Procedures for Management of Information Requirements,” paragraph E.4.f,
November 1986.

Forward recommended changes to this Volume of the Regulation through channels to the address
below. Submit requests for deviations from or exceptions to specific standards, with justification to:

Office of the Under Secretary of Defense (Comptroller)
1100 Defense Pentagon
Washington, DC 20301-1100

The Defense Finance and Accounting Service will provide copies of this Volume of the Regulation

through its normal publications channels. Other Federal Agencies and the public may obtain copies of
this Volume from the National Technical Information Service, 5285 Port Royal Road, Springfield, VA

22161, telephone (703) 487-4650.
. ’I‘A_a ﬂM/{/\__-
ohn J. Hamre ,

G
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INTRODUCTION
TO THE
DoD FINANCIAL MANAGEMENT REGULATION

GENERAL
The DoD Financial Management 7. Military Pay Policy and
Regulation provides all DoD components with Procedures .
the policy, regulation, and procedures within the
area of responsibility of the Under Secretary of 8. Civilian Pay Policy and
Defense (Comptroller) (USD(C)). The Regulation Procedures
consists of the following 15 volumes:
9. Travel Policy and Procedures
L. General Financial Management
Information, Systems, and Codes 10. Contract Payment Policy and
Procedures
2. Budget Formulation and
Presentation 11. Reimbursable Operations, Policy
and Procedures
3. Budget Execution - Availability
and use of Budgetary Resources 12. Special Accounts, Funds and
Programs
4. Accounting Policy and
Procedures 13. Nonappropriated Funds Policy
and Procedures
5. Disbursing Policy and
Procedures 14. Administrative Control of Funds
and Antideficiency Act Violations
6. Reporting Policy and Procedures ,
15. Security Assistance Policy and
Procedures
AUTHORIZATION
This Regulation is issued by the USD(C) Instruction 7000.14 "DoD Financial Management
under authority of Department of Defense Policy and Procedures."

PARAGRAPH NUMBERING SYSTEM

The paragraph numbering system of this Regulation is consistent for all 15 Volumes. The 6 digit
paragraph number and its subparagraph designators are formulated as follows:

01 01 01 A. 1l a. (1) (a)
CHAPTER 1 SECTION 1 PARAGRAPH 1 SUBPARAGRAPHS

ii
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PUBLICATIONS SUPERSEDED

This volume incorporates some of the
payment policy and procedures from the
following:

Defense Logistics Agency Manual 7000.1,
Accounting and Finance Manual.

DoD 7220.9-M, DoD Accounting Manual.

Army Regulation 37-1, Army Accounting
and Fund Control.

Air Force Regulation 177-102, Accounting
and Finance.

Navy Comptroller Manual, Disbursing,
NAVSO P-1000, Volume 4.

Marine Corps 4200.15F, Marine Corps
Purchasing Procedures Manual.

Marine Corps Order 7000.16, Processing
Vendor Invoices and Bills for Payment.

Marine Corps Order 7000.17, Preparation
of Invoices and Other Selected Documents for
Payment by the Marine Corps Finance Center.

Marine Corps Order 7000.18,
Requirements for Issuance of Internal Revenue
Service (IRS) Information Returns (IRS Form
1099-MISC).

However, the aforementioned manuals
and regulations have not been superseded, as
only selected parts of the manuals and
regulations were incorporated into this volume.
The long-range goal is to incorporate all DoD
Components payment regulations and manuals
into the "DoD Financial Management
Regulation." Until the transition is complete, the
applicable DoD Components’ regulations and
manuals will continue to be used in conjunction
with this Regulation. In case of conflict between
this Regulation and the DoD Components’
regulation and manuals, this Regulation will

iii

prevail.

This volume does not provide desk
procedures for any contractor payment system at
any of the disbursing offices. Desk procedures
will be developed by each DFAS Center which
will enable them to support their current
payment system(s) until such time that all DoD
disbursing offices are operating under the same
payment system.
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REFERENCES

All references used in this Volume are specifically cited in the text. The following listing is a

summary of those references.

1.

2.

10.

11.

Federal Acquisition Regulation
DoD Federal Acquisition Regulation Supplement

Prompt Payment Act, Public Law 97-177, Prompt Payment Act Amendments,
Public Law 100-496

Contract Disputes Act of 1978

Debt Collection Act of 1982

Equal Access to Justice Act, 5 U.S.C. 504 and 28 U.S.C. 2412
Tax Reform Act of 1986

Office of Management and Budget Circular A-125

Federal Personnel Manual

Civilian Personnel Instructions

United States Code, sections as follows:

5 504 Cost and Fees of Parties

5 4109 Expenses of Training

5 5946 Membership Fees

10 2307 Advance Payments - Armed Forces

10 2385 Arms and Ammunition; Immunity from Taxation
10 2386 Copyrights, Patents, Designs, etc.; Acquisition
10 2465 Prohibition on Contracts for Performance or Firefighting

or Security-guard Functions
10 2733 Property Loss; Personal Injury or Death: Incident to
Noncombat Activities of Department of Army, Navy and
Air Force
10 2734 Property Loss; Personal Injury or Death: Incident to
Noncombat Activities of the Armed Forces; Foreign
Countries
10 2737 Proper Loss; Personal Injury or Death: Incident to
Use of Property of the United States and not
Cognizable under the Law

26 501 Income Taxes
26 4251 Excise Tax
26 4293 Excise Tax, Exemption for United States and Possessions

26 4481 Excise Tax, Imposition on Tax - Use of Vehicles

viii
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26 4483 Excise Tax, Exemptions - Use of Vehicles
26 6041 Taxes, Payments of $600 or more

28 2412 Costs

28 2415 Time for Commencing Action

31 1108 Preparation and Submission of Appropriation Requests to the President
31 1343 Buying and Leasing Passenger Motor Vehicles and Aircraft
31 1344 Passenger Motor Vehicles and Aircraft Use

31 1349 Adverse Personnel Action

31 1535 Agency Agreements

31 3529 Request for Decisions of Comptroller General

31 3551 Competition Act of 1984

31 3716 Administrative Offset

31 3717 Interest and Penalty Claims

31 3720A Reduction of Tax Refund by Amount of Debt

41 15 Public Contracts: Transfers of Contracts; Assignments of
Claims; Set-off against Assignee

41 601 Public Contracts: Definitions

41 602 Public Contracts: Applicability of law

41 603 Public Contracts: Maritime Contracts

41 604 Fraudulent Claims

41 605 Decision by Contracting Officers

41 606 Contractor’s Right to Appeal to Board of Contract Appeals

41 607 Agency Boards of Contract Appeals
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% Change
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CHAPTER 1
GENERAL PROVISIONS COVERING FINANCIAL AUTHORIZATIONS FOR
CONTRACT PAYMENTS AND COLLECTIONS

0101 INTRODUCTION

010101. Department of Defense Financial Management Regulation

A. This is Volume 10, Contract Payment Policy and Procedures, of the
Department of Defense (DoD) Financial Management Regulation (DoD 7000.14-R).  This
volume provides contractor and vendor payment policy and procedures for DoD disbursing
offices.

B. This volume incorporates some of the payment policy and procedures from
the Defense Logistics Agency Manual 7000.1; Army Regulation 37-1; Air Force Regulation 177-
102; Navy Comptroller Manual NAVSO P-1000, Volume 4; Marine Corps 4200.15F, Marine
Corps Purchasing Procedures Manual; and DoD Accounting Manual 7220.9-M. There are
different payment systems in use at each of the five Defense Finance and Accounting Service
(DFAS) Centers. Each DFAS Center will continue to publish detail guidance, in line with the
particularities of their payment system(s), to implement the policy and procedures contained in
this volume and required by law. This may include some of the other policies and procedures
from manuals and regulations cited in the first sentence of this paragraph. The long-range goal is
to incorporate all of the DoD Components and DoD contractor payment manuals and regulations
into this Regulation (DoD 7000.14-R). Until the transition is complete, the applicable DoD
Components' manual and regulations may be used to supplement this Regulation. In case of
conflict between those applicable regulations and manuals, this Regulation will prevail.

C. This volume does not provide desk procedures for any contractor payment
system at any of the disbursing offices. Desk procedures will be developed by each DFAS Center
which will enable each of them to support their current payment system(s) until such time as all
DoD disbursing offices are operating under the same payment system.

010102. General

A This volume governs the determination of the propriety for expenditure of
funds for materials and services, as well as information for contractor debt collection. Each
contracting document should designate the disbursing office which will make the payment on the
contract. Unless otherwise stated in writing, only the disbursing office designated by the
contracting document may make payment. This volume provides the necessary guidance to the
disbursing office to ensure that payments are made properly.

B. See Volume 1 for a list of the definitions used in this Regulation.
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* 010103. Matching of Request for Payments to Obligations and Liabilities Before
Disbursement
* A. Obligations are established as prescribed in Volume 3, Chapter 8 of this

Regulation. Liabilities, including accounts payable, are established as prescribed in Volume 4,
Chapters 8 and 9 of this Regulation. The specific obligations directly related to each payment
request must be identified before the requested payment is made. Also, the undisbursed balance
of each applicable obligation must be sufficient to cover that obligation’s share of the requested
payment before the payment is made. In addition, the undisbursed balance shall be sufficient to
also cover all entitlements for payments that have been previously scheduled against the
obligation. In the case of open contracts funded by canceled appropriations, memorandum
obligation records will be maintained and used in the same manner as for non-canceled
appropriations

* B. General Payment Distribution Requirements

* 1. To enable the paying office to match payments to the applicable
obligations, requests for payment must identify amounts by contract line items (CLINSs) or subline
items (SLINs), as specified in subparagraphs 010103 C., D., and E. below. For delivery
payments, distributions of the requested amount to CLINs or SLINs should be based on actual
deliveries or performance. For financing payments, the distribution to CLINs or SLINs can be
made on best estimates based on available information.

* 2. If at any time the Administrative Contracting Officer becomes
aware of information that indicates a distribution of financing payments is in error, the paying
office shall be immediately advised of the necessary change in distribution. If prior payments are
involved, the matching of such payments to obligations shall be adjusted and the payments
correctly applied. However, such adjustments to the payment records should not impact actual
payments to the contractor.

* 3. No CLIN or SLIN shall be funded by both R&D and non-R&D
obligations.
* 4. Upon completion of a delivery payment, the applicable amounts of

financing payments previously identified with each obligation shall be adjusted to reflect the
matching delivery payment.

* C. Research and Development (R&D) Contracts

* 1. For purposes of this subparagraph, an R&D contract is defined as
one that is:

* a. A contract for R&D purposes as defined in DFARS
235.001, and
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* b. Funded with R&D appropriations.
* 2. Separate CLINs or SLINs within a non-R&D contract that meet the

above definition of an R&D contract will be considered R&D (rather than non-R&D) contract line
items and the policies in this section apply to such line items.

* 3. R&D contracts, R&D CLINs, or R&D SLINs may have multiple
R&D fund citations.
* 4. If provided, distribution of payments to contract lines and related

obligations shall be in accordance with Administrative Contracting Officer direction. In the case
of delivery payments, the contractor should provide an identification of the specific CLINs and/or
SLINSs on the invoice.

* 5. For delivery payments, the payment shall be applied solely to the
obligations identified with the specific CLINs and/or SLINs for which delivery has occurred.
Entitlement to the payment will be verified by matching the contractor’s invoice for specific
CLINs/SLINs with a record of the delivery and/or acceptance. Before the requested payment is
made, the balance of undisbursed amounts (unliquidated obligations), must be sufficient to cover
this requested payment as well as all previously scheduled entitlements. Payments will be made in
a manner consistent with the provisions of the Prompt Payment Act.

* 6. For financing payments, in the absence of Administrative
Contracting Officer direction, R&D contractor work shall be assumed to be performed for the
benefit of the oldest undisbursed (unliquidated) obligations. Therefore, in the absence of direction
identifying the distribution of payments to specific CLINs and/or SLINs, a financing payment
request for an R&D contract, or R&D CLINs and/or SLINs within a non-R&D contract, shall be
distributed by the paying office to the oldest undisbursed obligations available.

* a. To distribute the payment to the oldest undisbursed
obligations on contracts funded by more than one obligation, such obligations shall be grouped by
the fiscal year (FY) of the financing appropriation(s).

* b. If, when an R&D payment is dlstnbuted to a specific FY,
undisbursed balances are available on any obligation for that FY, the payment amount applicable
to that FY shall be distributed on an equal percentage basis to all the unpaid obligations for that
FY. For example, if the available undisbursed balances for all the obligations within a FY total
$1,000 and the financing payment totals $200, the payment shall be distributed to 20 per cent of
each of the unliquidated obligations.

* D. Non-R&D Contracts




DoD Financial Management Regulation Volume 10, Chapter 1
% Change
June 1997
* 1. Contracting officers will structure all non-R&D contracts and

modifications to non-R&D contracts to ensure that a separate CLIN or SLIN is established for
each unique obligation. In no instance shall a SLIN be funded by more than one obligation nor
shall a CLIN, that does not have supporting SLIN(s), be funded by more than one obligation.

* 2. For each payment request under a non-R&D contract, the
Administrative Contracting Officer or, in the case of delivery payments, the contractor shall
provide the paying office with an identification of the payment by SLIN or CLIN (when a CLIN
does not have supporting SLINs). The identification will be based on actual performance for all
delivery payments. This identification shall be provided with each request for payment,
except in the case of contract financing payments. Contract financing payment requests may be
provided as an extended schedule for application to multiple requests on one contract. The
distribution of contract financing payments may be based upon:

* a. The contract delivery schedule;

* b. A profile of anticipated contractor expenditures developed
by the program or item manager, or developed within the contract administration office, based on
historical spending patterns, or other knowledge of contractor performance of similar efforts;

* c. Contract Funds Status Reports provided under a contract
requirement for contractor cost reporting, if available;

* d. Other specific information that is pertinent to developing a
reasonable forecast of the contractor’s work progress;

* c. A Dbest estimate of the contractor’s anticipated work
progress based upon a general knowledge of the contractor or industry practices.

* 3. Based upon the distribution by CLIN or SLIN, a request for
financing payment shall be matched and posted to the applicable obligation records. For example,
if the payment amount is distributed 30 percent to one CLIN; 20 percent to a second CLIN; and
50 percent to a third CLIN, then, 30 percent of the payment should be charged to the obligation
funding the first CLIN, 20 percent of the payment should be charged to the obligation funding the
second CLIN, and 50 percent of the payment should be charged to the obligation funding the
third CLIN.

* 4. For delivery payments, the payment shall be applied solely to the
obligations identified with the specific CLINs and/or SLINs for which delivery has occurred.
Entitlement to the payment will be verified by matching the contractor’s invoice for specific
CLINs/SLINs with a record of the delivery and/or acceptance. Before the requested payment is
made, the balance of undisbursed amounts (unliquidated obligations), must be sufficient to cover
this requested payment as well as all previously scheduled entitlements. Payments will be made in
a manner consistent with the provisions of the Prompt Payment Act.

1-4
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* 5. If an obligation does not have a sufficient undisbursed balance to
cover the withhold amount plus the identified amount of a payment request and the amounts of
entitlements previously scheduled against the obligation, the Administrative Contracting Officer
and the source finance and accounting office shall be contacted to assist in resolving the imbalance
before the payment is made.

* E. Mixed Contracts

* 1. For contracts that include both R&D and non-R&D lines, the
Administrative Contracting Officer shall provide the paying office with identification of the R&D
and non-R&D CLINs or SLINs.

* 2. The R&D CLINs or SLINs on such contracts shall be treated under
subparagraph 010103 C. above, and the non-R&D CLINs or SLINs shall be treated under
subparagraph 010103 D. above.

* 3. On payment requests for mixed contracts, the Administrative
Contracting Officer shall identify the amount distributed to each non-R&D CLIN or SLIN and the
total amount distributed to all R&D CLINs ant SLINs.

0102 CONTRACTS
010201. General

A. The contracting office that executes a contract or modifies it distributes the
copies in accordance with the Federal Acquisition Regulation (FAR) 4.2 and the DoD Federal
Acquisition Regulation Supplement (DFARS) 204.202. Except for contracts specified in
paragraph 010201-B and 010201-C, a signed copy is sent to the disbursing office. A signed copy
is a complete and accurate copy of the obligating document and includes the date of execution
and names and titles of those who sign them. The disbursing office's copy supports the payment
and is attached to the retained copy of the payment document. For electronic transmission of
information, see Chapter 17 of this volume.

B. For small purchases, as defined in FAR 13.000, the original copy of the
purchase order (DD Form 1155, Order for Supplies or Services), will be signed by the contracting
officer, and will be sent to the disbursing office. Upon receipt of the material or services, the
receiving office forwards one copy of the order to the disbursing office as proof of receipt. After
processing as a proof of receipt, disbursing office personnel will attach this copy to the retained
copy of the payment document.

C. Authenticated or signed copies of Buy U.S. Here (BUSH) contracts are not

required to be sent to the disbursing office. The overseas base contracting officers provide their
local disbursing offices with a copy of the BUSH authorized price lists.

1-5
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010202. Contracting Relationship

Close working relations between the disbursing office and contracting personnel
(Procurement Contracting Officer (PCO), Administrative Contracting Officer (ACO), or
Termination Contracting Officer (TCO)), are necessary for the timely and accurate handling of
financial transactions in contracting and paying for material and services. Functions are so
interrelated that disbursing office personnel must be familiar with contracting regulations. These
include, but are not limited to the FAR, DFARS, and the Prompt Payment Act (PPA) of 1982,
Public Law 97-177, and the PPA Amendments of 1988, Public Law 100-496. The references to
contracting policies in this manual are only for guidance to disbursing offices. The contracting
manuals governs contracting actions. '

010203. Number of Payments

A contract or purchase order may be paid on one voucher if all materials or
services are received. There is no limit to the number of partial payments that may be made
unless the contractual document states otherwise. Except for final payment, partial payments will
only be made if payment amount is $10 or more.

010204. Contractor Invoices

A contractor's invoice represents a bill or written request for payment. To be
considered proper, an invoice must contain specified information. Paragraph 070201 lists the
criteria for a proper invoice.

010205. Classified Contracts

When a basic contract is classified with a very restrictive and limited need to know,
the disbursing office may receive a copy containing the minimum data required for payment.
These contracts are sufficient support on which to base payments. Disbursing offices must ensure
that classified information is appropriately safeguarded. Payment documents must be processed
as if it were a "normal" payment, and before a payment is made, all prescribed documentation
necessary for payment must be in the disbursing office.

0103 QUALITY AND INTERNAL CONTROL

010301. Quality Control

The disbursing office will establish a Quality Control function to review their
payment process to help ensure that payments are made correctly and in a timely manner. There
are numerous quality control issues that will be included in the area of responsibility. As a
minimum, the following tasks will be performed:
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A. Determine compliance with prescribing regulations and directives.
B. Determine timeliness of responses to internal and external requests.
C. Suggest changes to operating procedures, within regulations and directives,
to increase the efficiency of the office.
D. Determine that operating procedures contain ample internal controls and
that they are applied in actual operations.
E. Assist in conducting training sessions.
F. Determine the need to follow-up on external audit and internal review
reports.
010302. Internal Control

The disbursing office must ensure that written internal controls are in place to
preclude improper preparation, certification, and payment of monies, as well as the proper
handling of debt collection from contractors or other business entities. Internal control standards
are issued by the Comptroller General for use in establishing and maintaining systems of internal
control. Those standards are applicable to all operations and administrative functions. However,
they are not intended to limit or interfere with duly granted authority for the development of
legislation, rulemaking, or other discretionary policy making.

010303. Contract Reconciliation

Upon request, the disbursing office will work with the PCO, ACO, TCO, or the
funding station to provide information on dormant contracts. In many of these situations, the
actions being requested require the contract administrator to become involved and provide the
information rather than the disbursing office.

010304. Electronic Signature

A. Electronic signature is the recommended method of approving vouchers
processed through an automated system. If final certification of vouchers is accomplished
electronically, the electronic signal or symbol adopted as the certifying officer's electronic
signature must be:

1. Unique to the certifying officer.

2. Capable of verification.

1-7




DoD Financial Management Regulation VYolume 10, Chapter 1

% Change
June 1997
3. Under the sole control of the certifying officer.
B. Electronic certification of the final voucher also requires that control

procedures be in place to ensure the authenticity of transmitted data, including the electronic
signature. Such controls must provide reasonable assurance that deliberate or inadvertent
manipulation, modification, or loss of data during transmission is detected.
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CHAPTER 2

DISCOUNT OFFERS AND CALCULATIONS

0201 DISCOUNT OFFERS AND CALCULA-
TIONS

020101 Offer of Discount

Contractors offer discounts to obtain
payment of amounts due under a contract for
property or services in exchange for payment
within a specified time. Take the discount, if
cost-effective (to determine, see paragraph
020103-F), when the contractor offers it or when
one of the following situations exists:

A. The contractual document contains
discount terms whether the invoice offers dis-
count terms or not.

B. The bid, contract, or other agree-
ment is silent on the discount, but the invoice
contains discount terms (typed, written, rubber
stamped, or printed).

C. If discount terms on an invoice
differ from those in the contracting document,
use those that are most cost-effective for the gov-
ernment, except for progress payments liquida-
tions as noted in paragraph 020105-B.

D. The contractor provides written
advice to extend the discount period or increase
the discount percentage beyond that offered
previously.

E. The contractor orally offers a dis-
count on a specific invoice or invoices. In these
cases a conversation record stating the name and
position of the person offering the discount, the
discount terms and the date of the offer should
be attached to the invoice. The disbursing office
may, at local option, require written confirmation
of the verbal offer from the contractor.

020102 Computation of Discount Period

A. General Rule. On contracts execut-

ed or options exercised on or after April 1, 1989,
the discount time starts from date of the invoice.
If no date has been placed on the invoice by the
contractor, the discount period will begin on the
date a proper invoice is actually received by the
designated billing office if the agency annotates
the invoice with date of receipt at the time of
receipt. On contracts executed on or before
March 31, 1989, the discount time period starts
from the later of the two following dates, unless
the contract states otherwise:

1. Date of completion of perfor-
mance of services or delivery of supplies to the
carrier if acceptance is at point of origin, or date
of delivery at destination or port of embarkation
if delivery and acceptance are at either of these
points.

2. Date proper invoice is received
in the disbursing office designated by the con-
tractual document. See paragraph 070201 for the
criteria of a proper invoice.

B. Some contractors offer a discount if
the invoice is paid by date followed "proximo"
(in the next month). If a discount is offered for
payment by "tenth proximo", the discount is
earned if payment is made by the 10th of the
month following the month that the material was
delivered, or the month that the dealer’s bill was
received, whichever occurs later. Thus, if both
material and dealer’s bill are received in August,
the discount is earned if payment is made by
September 10. However, if a dealer’s bill is
received in August and the material is received
in September, the discount is earned if payment
is made by October 10.

C. Contract or Purchase Order Modi-
fications. When modifications to contracts or
purchase orders retroactively change or add
discount terms or increase dollar amounts of line
items which have been previously paid, do the
following:
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1. When new or revised discount
terms apply, take the discount on any subse-
quent payment provided the payment was made
within the new or revised discount period.

2. When retroactive price increas-
es apply, take the discount on the supplemental
billing if paid during the discount period.

D. Selection of Best Discount Terms.
When multiple prompt payment discount rates
are offered, take the most economical discount
offered by the contractor. The most economical
discount is the discount term which provides the
highest annual effective interest rate. When
reporting lost discounts on the Prompt Payment
Act (PPA) Report as required in paragraph
070601, report the discount lost that would have
been the most economical to the government.

020103 Payment Within the Discount Period

A. Invoices offering cost-effective
discount terms or invoices offering net terms
when the contractual document contains cost-ef-
fective discount terms should be paid within the
discount period. Cost-effective discount terms
are defined as those yielding an effective annual
interest rate equal to or greater than the current
value of funds rate established by the Depart-
ment of the Treasury. Discounts that do not
meet the cost-effective criterion should be refus-
ed and be scheduled for net payment.

B. The rate established by the Treasury
Department for the current value of funds will
be provided to the individual disbursing offices
by their servicing DFAS Center. New rates
apply to all invoices received after the effective
date of interest rate change. (See Figure 2-1, at
the end of Chapter 2, for prior years cost-effec-
tive discount rate.)

C. To determine cost-effective dis-
counts, the computation should be based on the
number of days in advance of the actual invoice
due date that the payment needs to be made to
take advantage of the discount. The effective
annual percentage rate should be computed on
the length of acceleration of the payment and
compared to the current value of funds. For
example, an invoice dated March 1 by the con-

tractor and received on March 4, with a 10-day
discount term, has 7 days left in the discount
period. Counting of the 10 days starts March 2
and ends March 11. The 7 days (March 5 to
March 11, inclusive) from day after receipt of
invoice until discount due date will be used as
the discount period for computation to see if the
discount is cost-effective.

D. Manually processed vouchers
offering discounts of less than $25 will not be
considered to be cost-effective, but will be re-
ported as offered on the PPA report.

E. When a discount is offered by a
contractor from an amount due under a contract
for goods or services in exchange for payment
within a specified time, the disbursing office
may pay the discounted amount only if payment
is made within the specified time. Discounts
will be taken whenever economically justified,
but only after acceptance has occurred. Agency
payment systems will incorporate procedures
that take advantage of cash discounts as a matter
of routine and eliminate any need for special
handling.

F. Trade discounts will be taken when
the discount terms applied in the conversion
formula result in an effective annual interest rate
equal to or greater than the Current Value of
Funds Rate. Discount terms (percentages) are
converted to an effective annual interest rate as
follows:

Discount % X 360 = Effective

1.00-Discount % Number of Annual
Days in the Interest
Payment Rate
Period

- (MINUS)

Number of Days

Left in Discount
Period

1. As an example, consider dis-
count terms of 1 percent (.01) in 10 days, net 30
days, and the invoice was received on the fourth
day. There are seven days remaining in the
discount period. Application of the above
formula to this discount offer would have an
effective annual interest rate of 15.8 percent:
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.01 x 360

1.00-.01 0-7 = 158%

w

If the Treasury Department percentage rate is
greater than 15.8 percent, the discount is not
cost-effective and should be refused. Payment
should be scheduled based on the net-pay due
date. When payment is made during the "net"
period allowed, pay the gross amount. How-
ever, if for other reasons, payment will be made
within the discount period, take the discount.

2. To avoid detailed computation,
use the following values of 1 percent in x num-
ber of days, net 30 days:

Effective Annual
Interest Value

Days Remaining in
Offered Discount

Period of 1 Percent
1 12.5
2 13.0
3 13.5
4 14.0
5 14.5
6 15.2
7 15.8
8 16.5
9 17.3
10 18.2
11 19.1
12 20.2
13 214
14 22.7
15 24.2
16 26.0
17 28.0
18 30.3
19 33.1
20 36.4

a. If the offered discount rate
is other than 1 percent, first obtain the value at
1 percent, then multiply or divide to determine
the value of the offered discount. For example,
1/2 percent in 5 days, net 30 days: The value of
1 percent in 5 days is 14.5 percent then divided
by 2 = 7.25 percent. The discount should not be
taken assuming the current Treasury Department
rate is greater than 7.25 percent. The discount
should be classified not cost-effective/refused
and payment should be scheduled during the

"Net" period allowed.

b. If the period for net pay-
ment is other than net 30 days, compute the
discount as shown in paragraph 020103-F(1).

G. Generally, contracts provide that
the date of payment for discount purposes is the
date the check is mailed. Mail the check on the
same day it is dated and keep a record of the
mailing date. For electronic payments, the date
of payment for discount purposes is the date that
the government has placed in the electronic
funds transfer payment transaction instruction
given to the transfer network. This is the date
on which the funds are to be transferred to the
contractor’s financial institution.

H. If the discount time ends on Satur-
day, Sunday, or a legal holiday, the next busi-
ness day is considered within the discount
period.

I. Contracts or invoices offering dis-
counts on specific items, and not the total invoice
or contract, should be split in order to establish
the payment timeframes. The invoice should be
split so as to earn cost-effective discounts on the
items subject to the discount offer and to make
net payment of items which are not subject to
discount. When automated payment systems
cannot accommodate the splitting of an invoice
or contract, discounts will be determined to be
cost-effective per the following method. Com-
pute the dollar value of the discount to be
earned; compare this dollar value to the total
amount of the invoice; convert this comparison
to a percentage; determine if the percentage is
cost-effective per the calculation and information
provided in paragraph 020103 (F). If the percent-
age is cost-effective, take the discount and pay
the entire invoice within the discount terms. If
the percentage is not cost-effective, schedule the
invoice for net payment.

020104 Computation of Discount

A. Unless otherwise declared in the
contracting document or covered below, com-
pute discounts on the approved gross amount of
the invoice:
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1. When taxes or freight charges
are listed separately.

2. After deduction of taxes which
are not a proper charge under international or
status of forces agreement.

3. When withholding of funds is
made mandatory under the contracting docu-
ment, the government is entitled to any discount
on the amount withheld when these amounts are
released for payment if previous payments were
paid within the discount terms of the contracting
document or as later modified. The discount
period starts when notification of release is
received in the disbursing office.

4. Where trade-ins are involved,
compute the discount on the actual cash balance
due (60 Comp Gen 255 (1981)).

020105 Discounts on Progress Payments

A. Progress Payments Recoupments.
When a discount is offered, determine if the
discount terms in the contract have been met. If
the terms have been met, take the discount
against the amount of the gross invoice. If the
terms have not been met, take the discount
against the amount of the recoupment. [Comp-
troller General Decision B159741 (Nov 22, 1966);
Jay Dee Militarywear, Inc., 94-2 BCA 26,829
(1994). The Comptroller General and the Armed
Services Board of Contract Appeals both confirm
the propriety of deducting a discount on pay-
ment of a partial delivery on which recovery of
a progress payment as completed but on which
payment was too late for discount on the balance
due on the partial delivery. Where a payment
has already been made (as in the case of prog-
ress payments), the government is entitled to a
discount on any part of delivery payments
applied in liquidation of progress payments if
there were a discount clause in the contract. It
is the balance due on which the time, as provid-
ed in the discount clause, is running.

B. Progress Payments Liquidations. If

a contractor does not have a discount clause in
the contract, no discount should be taken on the
progress payment liquidation portion of the
invoice when the discount is offered for the first

time on the invoice.

020106 Discounts on Invoices Involving Liqui-
dated Damages

A. Where a contract contains a liqui-
dated damages clause based on price and also
contains an offer of discount for prompt pay-
ment, the liquidated damages should be deduct-
ed without regard to the discount. Compute the
discount on the gross contract price without
regard to the amount of liquidated damages (18
Comp Gen 784 (1939)).

B. Where a contract contains a liqui-
dated damages clause based on a price that is
modified and also contains an offer of discount
for prompt payment, compute both the liquidat
ed damages and the discount based upon the
modified price (18 Comp Gen 784 (1939)).

0202 DISCOUNT REPORTING

020201 Responsibility for Discount Not Taken

A. Disbursing offices will maintain
management information on discounts not taken.
As a minimum, the information includes the
number and dollar value of discounts offered,
cost-effective discounts lost, cost-effective dis-
counts unavailable (because the invoice was not
received in time to take the discount). Each
discount not taken should be coded with the
appropriate reason for not taking the discount.
This information should be maintained for at
least the previous 12-month period.

B. The reason codes for discounts not
taken are:

P - Disbursing office error

R - Late receipt of receiving report
or notice of acceptance

I - Late receipt of invoice

N - Not cost-effective/refused

O - Other

Further explanation should be available for those
discounts coded "Other."
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020202 Erroneously Taken Discount

When a discount is taken in error, or is
taken after expiration of the discount period and
is not repaid before the payment due date (as
defined by paragraph 070205-B), pay the contrac-
tor when the error is discovered plus accrued
interest (if $1 or more) on any amount remaining
unpaid. The interest payment is calculated on
the amount of the discount taken and not repaid
by the payment due date for the period begin-
ning the day after the discount due date through
the payment date. The payment will be support-
ed by either the contractor’s claim or the admin-
istrative certificate or both on the voucher.

020203 Miscellaneous Earnings and Discounts

In rare instances, a voluntary discount
may be offered by a contractor after a contract is
completed (including final payment). These dis-
counts are distinguished from prompt payment
and volume discounts in that voluntary dis-
counts are discretionary with the contractor and
do not reduce the amount obligated against the
paying appropriation. Do not treat discounts
received after payment as refunds. Such Dis-
counts should be deposited in the Miscellaneous
Receipts Account.

Current Value of Funds Rate

Current Value
Year of Funds Rate

1984 9%
1985 9%
1986 8%
1987 7%
1988 6%
1989 7%
1990 9%
1991 8%
1992 6%
1993 4%
1994 3%
1995 5%

Figure 2-1
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CHAPTER 3

CLAIMS

0301 ASSIGNMENT OF CLAIMS

030101 Authority for Assignments

The authorities contained in 41 U.S.C.
15 and 31 U.S.C. 3727 authorize assignments to
banks, trust companies, or any financing insti-
tution (including federal lending agencies) of
monies due, or to become due, under govern-
ment contracts totaling $1,000 or more.

030102 Federal Acquisition Regulation (FAR)
Requirements

FAR, Part 42, prescribes policies and
procedures for:

A. Recognition of a change in a con-
tractor’s name as prescribed in FAR 42.1205.

B. Recognition of a successor in inter-
est to government contracts when contractor
assets are transferred as prescribed in FAR
42.1204.

030102 Change of Name Agreement

A. A change of name agreement
means a legal instrument executed by the con-
tractor and the government that recognizes the
legal change of name of the contractor without
disturbing the original contractual rights and
obligations of the parties. If only a change of the
contractor’s name is involved and the govern-
ment’s and contractor’s rights and obligations
remain unaffected, the parties shall execute an
agreement to reflect the name change. The con-
tractor shall forward to the responsible contract-
ing officer three signed copies of the Change of
Name Agreement, and one copy each of the
following:

1. The document effecting the
name change, authenticated by a proper official
of the state having jurisdiction.

2. The opinion of the contractor’s
legal counsel stating that the change of name
was properly effected under applicable law and
showing the effective date.

3. A list of all affected contracts
and purchase orders remaining unsettled be-
tween the contractor and the government, show-
ing for each the:

a. Contract number and type.

b. Name and address of the
contracting office.

c. Total dollar value as
amended.

d. Remaining unpaid bal-
ance.

B. When a contractor has provided the
requirements in FAR 42.1205 to the Administra-
tive Contracting Officer (ACO) and it has been
reviewed by the ACO's legal office for sufficien-
cy, the ACO will issue a modification to the
contract which changes the name of the contrac-
tor.

C. Any questions regarding the change
of name agreement should be referred to the
ACO.

030103 Successor in Interest to Government
Contract Agreement

It is the responsibility of the contracting
officers to accomplish and resolve the actions
contained in paragraph 030103. This paragraph
was included as general guidance for personnel
in the disbursing offices.

A. This agreement must consist of a
legal instrument executed by the contractor
(transferor), the successor in interest (transferee),
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and the government by which, among other
things, the transferor guarantees performance of
the contract, the transferee assumes all obliga-
tions under the contract, and the government
recognizes the transfer of the contract and rela-
ted assets.

B. Title 41, U.S.C. section 15 prohibits
transfer of government contracts. However, the
government may, in its interest, recognize a third
party as the successor in interest to a govern-
ment contract when the third party’s interest in
the contract arises out of the transfer of all the
contractor’s assets or the entire portion of the
assets involved in performing the contract.
Examples include, but are not limited to:

1. Sale of these assets with a
provision for assuming liabilities.

2. Transfer of these assets incident
to a merger or corporate consolidation.

3. Incorporation of a proprietor-
ship or partnership, or formation of a partner-
ship.

C. When a contractor asks the govern-
ment to recognize a successor in interest, the
responsible contracting officer shall obtain from
the contractor three signed copies of the pro-
posed novation agreement and one copy each, as
applicable, of the following:

1. An authenticated copy of the
instrument effecting the transfer of assets; e.g.,
bill of sale, certificate of merger, contract, deed,
agreement, or court decree.

2. A list of all affected contracts
and purchase orders remaining unsettled be-
tween the transferor and the government, show-
ing for each the:

a. Contract number and type.

b. Name and address of the
contracting office.

c. Total dollar value as
amended.
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d. Remaining unpaid bal-
ance.

3. A certified copy of each resolu-
tion of the corporate parties’ boards of directors
authorizing the transfer of assets.

4. A certified copy of the minutes
of each corporate party’s stockholders meeting
necessary to approve the transfer of assets.

5. An authenticated copy of the
transferee’s certificate and articles of incorpora-
tion, if a corporation were formed for the pur-
pose of receiving the assets involved in perform-
ing the government contract.

6. The opinion of legal counsel for
the transferor and transferee stating that the
transfer was properly effected under applicable
law and the effective date of transfer.

7. Evidence of the transferee’s
capability to perform the contracts.

8. Balance sheets of the transferor
and transferee as of the dates immediately before
and after the transfer of assets, certified for
accuracy by independent accountants.

9. Evidence that any security
clearance requirements have been met.

10. The consent of sureties on all
contracts listed under paragraph 030105-C(2).

D. When recognizing a successor in
interest to a government contract is consistent
with the government’s interest, the responsible
contracting officer shall execute a novation
agreement with the transferor and the transferee.
It shall ordinarily provide in part that:

1. The transferee assumes all the
transferor’s obligations under the contract.

2. The transferor waives all rights
under the contract against the government.

3. The transferor guarantees
performance of the contract by the transferee (a
satisfactory performance bond may be accepted
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instead of the guarantee).

4. Nothing in the agreement shall
relieve the transferor or transferee from compli-
ance with any Federal law.

E. When recognizing a successor in
interest to a government contract, the responsible
contracting officer shall follow the prescribed
format as stated in FAR 42.1204.

030104 Government’'s Nonconcurrence in
Transfer of Contract

When it is in the government’s interest
not to concur in the transfer of a contract from
one company to another company, the original
contractor remains under contractual obligation
to the government. The contract may be termi-
nated for reasons of default, if the original
contractor does not perform. For additional
guidance, see FAR 42.1204(b).

030105 Transfers not Considered Assignments

A. Rental payments to lessor’s agents.
Rental payments may be made to the agent of a
lessor, if supported by evidence the agent is
acting for the lessor. The rent also may be
assigned even though the title to the property is
not transferred (11 Comp Gen 278 (1932)) and 5
Comp Gen 749 (1926)).

B. Bankruptcy or receiverships by
operation of law. Payment properly due may be
made to the receiver (3 Comp Gen 623 (1924)) or
trustee if approved by general counsel.

C. Assumption of contract surety.

1. When the contractor defaults
and the surety assumes the contract, certain pay-
ments may be made to the surety (15 Comp Gen
409 (1935) and 12 Comp Gen 507 (1933)). If
there are any aspects regarding conflicting
claims, tax indebtedness, etc., the matter is
handled as a claim to the General Accounting
Office.

2. Settle with the contractor and
surety as:
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a. A surety, which completes
work under a contract on which they have
assumed, is subrogated to the rights of the
contractor against the government for the unpaid
balance due from the United States on that
contract. It is also subrogated to the rights of the
government against the contractor for the excess
cost of completing the work of furnishing the
materials and supplies. Therefore, the surety is
entitled to be paid by the government the cost of
completing the work, but no profit.

b. The contractor is entitled
to be paid for work they performed if any funds
are available on the contract for such payment
after reimbursing the surety.

c. The total payments by the
government must not exceed the contract price
(3 Comp Gen 995 (1926), 8 Comp Gen 36 (1928),
8 Comp Gen 58 (1928), 8 Comp Gen 266 (1928),
8 Comp Gen 318 (1929), and 8 Comp Gen 435
(1929)). It is common practice to require releases
from the contractor and the surety (3 Comp Gen
995 (1926) and 8 Comp Gen 266 (1928)).

d. Payment into court of the
balance should not be made (14 Comp Gen
(1935)). The amount remaining is paid to the
assignee of a receiver where the court orders the
receiver to accept the assignee’s offer to complete
the work in consideration of receiving all the
payment and retaining percentages due (3 Comp
Gen 623 (1924)).

030106 Documents Required To Be Filed in
Connection With Assignments

A. The disbursing office designated in
the contract shall pay assignees only after receipt
of these assignment documents:

1. Three copies of the notice of as-
signment acknowledged by the contracting
officer.

2. Original and one copy of the
signed notice and a true copy of the instrument
of assignment from the assignee.

_ 3. Two copies of the notice ac-
knowledged from the surety or sureties, if any.
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These copies are received from the surety or
sureties via the assignee.

B. The disbursing office:

1. Signs and returns a copy of the
notice to the assignee.

2. Files the true copy of the
instrument of assignment, the original notice,
and a copy of the notice acknowledged by the
contracting officer, with the disbursing office
copy of the contract. Files a copy of the notice
acknowledged by the surety or sureties, if any.

3. Signs, dates and returns the
receipt, if applicable, to the assignee.

030107 Documents Required To Be Filed If
Assignment is Cancelled

A. If the assignee releases the contrac-
tor from the assignment of claims under the
existing contract, the disbursing office makes re-
maining payments to the contractor only after
receipt of these release documents:

1. A true copy of the instrument
of release of assignment; and

2. The original and two copies of
the release notice.

B. The disbursing office:

1. Signs and returns a copy of the
release notice to the contractor.

2. Files the true copy of the
instrument of release of assignment and the
original release notice with the disbursing office
copy of the contract. Acknowledgment by the
contracting officer and surety is not required.
For additional guidance see FAR 32.805(¢).

3. Signs, dates, and returns the re-
ceipt, if applicable, to the assignee.

030108 Letter Contract Assignments

When assignments of claims under
letter contracts are made, notices (with copies of
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assignments) are given to contracting officers
and disbursing offices. If a letter contract is
assigned, that assignment is not voided by a
subsequent definitization of the contract. Con-
tracting officers and disbursing offices accept,
receipt for, and honor the second assignment of
the proceeds of a definitive contract superseding
a letter contract. The two instruments of assign-
ments are thereafter treated as if they were only
one instrument, and payments continue to the
assignee.

030109 Open-End, Call-Type, or Indefinite
Delivery-Type Contracts

A. Assignment of claims under open-
end or call-type contracts or indefinite delivery
type contracts are authorized provided orders
placed prior to assignment obligate the govern-
ment to pay $1,000 or more or provided the
basic contract imposes a minimum obligation of
$1,000 or more.

B. When the disbursing office ques-
tions whether an assignment of claims applies to
an individual call or order under indefinite,
delivery-type contracts, payments under the call
or order are withheld pending determination of
the status and validity of the assignment by the
contracting officer.

030110 . Unilateral Purchase Orders

A. A notice of assignment on a pur-
chase order of $1,000 or more will not be ac-
knowledged unless it has been established that
such order is a legally binding contract.

B. Payment of the purchase order is
withheld pending determination of the status of
the assignment by the contracting officer.

C. If the contracting officer rejects the
assignment, the disbursing office returns the ac-
knowledged notice and copy of the assignment
to the assignee and advises that the assignment
cannot be recognized for the reasons stated by
the contracting officer.

D. If the contracting officer has deter-
mined that the assignment is valid, the disburs-
ing office acknowledges the notice of assignment
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and takes the required action as detailed in
paragraph 030106-B.

030111 Basic Ordering Agreements

A notice of assignment will not be ac-
knowledged on a basic ordering agreement. The
paying office returns the notice and copy of the
assignment to the assignee and advises that
assignments may be acknowledged on individual
orders in excess of $1,000. It should be noted
that the Basic Ordering Agreement "G" contracts
require a notice of assignment for each delivery
order/supplemental procurement identification
number. If there is any doubt on any of these
type of contracts, they should be referred to your
legal office for determination.

030112 Financing Companies

A business concern which, incidental to
its principal business of acting as selling agent,
advances money to pay for raw materials, labor,
etc., is not a "Financing Institution" to which
money due, or to become due, under a govern-
ment contract may be assigned (54 Comp Gen 80
(1984)). A company regularly engaged in the
financing business is not disqualified from
accepting assignments as a "financing institution®
solely because it consists of an individual or
partnership (20 Comp Gen 415 (1941) as distin-
guished by 54 Comp Gen 80 (1984)). When a
contractor factors or sells an accounts receivable
at a discount, they are non-allowable assign-
ments. In such cases and others of similar
nature, legal counsel should be consulted in
order to protect the government’s interest.

030113 Special Considerations

A. Two assignments of the same
contract may not exist since the second assign-
ment without release from the first assignment
would be null and void. After the first assign-
ment is released and the original parties are
notified, a second assignment may be made (22
Comp Gen 520 (1942)).

B. The performance of work under the
contract may not be assigned (41 U.S.C. 15).

C. If the dollar amount of the contract
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is increased, it is not necessary to execute an
additional assignment (23 Comp Gen 943 (1944)).

D. Date of assignment shall not be
before date of contract.

0302 DOUBTFUL CLAIMS

030201 General Information

A. The disbursing office settles com-
mercial accounts for which they have payment
responsibilities. The local office of counsel or
staff judge advocate furnishes legal guidance on
claims involving questions of law. Local counsel
should coordinate their efforts with DFAS Head-
quarters General Counsel.

B. Claims by the government may not
be compromised by an agent of the government
except as authorized by law. Demand for the
full amount is required. The action for indebted
contractors in Chapter 18 of this volume is re-
quired if payment in full is not received on time.

C. Doubtful claims exclude claims
applicable to.the PPA. The Comptroller General
has held that PPA interest must be paid from the
funds available for the administration of the pro-
gram for which interest was incurred.

030202 Responsibility of Contracting Officer,
Disbursing Office, and DFAS Columbus

A. The Contract Disputes Act of 1978
provides a fair, balanced, and comprehensive
statutory system of legal and adminisitrative
remedies in resolving government contract
claims. The Act's provisions help to induce
resolution of more contract disputes by negotia-
tion prior to litigation; to equalize the bargaining
power of the parties when a dispute exists; to
provide alternate forums suitable to handle the
different types of disputes; and to ensure fair
and equitable treatment to contractors and
Federal agencies.

B. A doubtful claim exists when the
disbursing office is unable to decide positively
that the claim is or is not payable. The disburs-
ing office refers such claims to the contracting
officer with an explanation of the doubtful
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aspects. The contracting officer may be the PCO,
ACO, or TCO depending on the nature of the
claim. Primary responsibility may shift between
one or more types of contracting officers during
the process of developing a claim. With assis-
tance from the disbursing office, the contracting
officer establishes additional facts and develops
the claim to its final stage, including recommen-
dations.

1. All claims by the government
against a contractor relating to a contract shall be
the subject of a decision by the contracting
officer. The contracting officer shall issue the
decision in writing and shall mail or otherwise
furnish a copy of the decision to the contractor.
The decision shall state the reasons for the
decision reached and shall inform the contractor
of the right to appeal. The contracting officer’s
decision on the claim is final and conclusive
unless an appeal or suit is instituted by the
contractor.

2. All related paperwork of the
claim then is sent to the legal office for the
cognizant disbursing office. If the disbursing
office is at a DFAS Center, it will be processed
there. If the disbursing office is an Operating
Location (OPLOC), the OPLOC will forward it to
their colocated disbursing office. If the OPLOC
does not have a colocated legal office, it will
forward it to their servicing DFAS Center. For
all other disbursing offices that do not have a
colocated legal office, they also will forward the
claim to the servicing DFAS Center. Claims that
are filed directly with the General Accounting
Office (GAQ) by contractors are returned to one
of the DFAS Centers for development and re-
commendation. The receiving DFAS Center will
sends a copy of the GAO decision to the cogni-
zant disbursing office.

NOTE: Every claim against the United States
that is forwarded to the Claims Division, GAQO,
as well as all correspondence relating to the
claim, must contain the employer’s identification
number.

C. Decisions of the Armed Services
Board of Contract Appeals (ASBCA). The dis-
bursing office makes the vast majority of pay-
ments directed by decisions of the ASBCA.
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Occasionally, there may be a reason(s) to doubt
the decision of the ASBCA because it may ap-
pear to be fraudulent, capricious, arbitrary, so
grossly erroneous as necessary to imply bad
faith, not supported by substantial evidence, or
in error on a question of law. In any such case,
the disbursing office refers the matter, along
with a statement of the grounds for such referral,
and supporting documents to the contracting
officer who in turn refers it to the servicing
office of counsel or staff judge advocate. If the
office of counsel or staff judge advocate believes
that the ASBCA committed a reversible error in
the decision and that the best interests of the
government warrant further review, the Agency
Trial Attorney or General Counsel and the Office
of the Secretary of Defense General Counsel
determines if the matter should be referred to
the Department of Justice (Do]) for the initiation
of judicial proceedings. If the Do] agrees with
the decision of the ASBCA, payment will be
made. :

030203 Claims Requirements

The disbursing officé prepares the
administrative report and attaches the claim
before routing it through the channels described
in paragraph 030202-B. Open the report with the
statement, "This is a report of a doubtful claim."
The second and succeeding paragraphs should
contain complete statements of the facts and the
doubtful questions involved. The disbursing
office reviews the claim file to ensure it is com-
plete before forwarding it for review and evalua-
tion.

030204 Documents Required

Information in this paragraph is fur-
nished for guidance and is not mandatory. The
documents and information listed should contain
sufficient facts so that the GAO will not return
the claim for more documents. Claims for
amounts due decreased or mentally incompetent
contractors include the applicable documents
listed and processed under paragraph 030205.
Claims not specifically covered are developed
and supported as circumstances require.

A. General. The following data are
common to all claims. Additional documents are
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furnished in specific cases as indicated:
1. Original signed claim.

2. Copy of contract, purchase or-
der, (or both if applicable), lease, or other con-
tracting document.

3. Copies of all related correspon-
dence between the claimant and the DFAS.

4. A signed statement by the
disbursing office that:

a. Payment has not been
made and will not be made except by certifi-
cation in the name of the Comptroller General,
or

b. Partial settlement in
amount has been made and no further payment
will be made except by certification in the name
of the Comptroller General, or

c. Funds have been reserved
(citing the appropriation from which the pay-
ment will be made, if approved by GAO) or that
funds have not been reserved, as applicable.

5. Cite all vouchers covering pay-
ments or collections, as applicable, made under
the contracting document.

6. A signed report by the con-
tracting officer as to what the records of that
office show concerning the claim and the admin-
istrative recommendation. The report should
include the intent of the contracting document.

7. Certified true copies or pho-
tostat copies of the invoices or other billing
documents.

8. Copies of the receiving reports,
other receiving documents, or if not available, a
signed statement that the supplies and services
were received.

9. SF 1034, Public Voucher for
Purchases and Services Other Than Personal, (or
other applicable voucher), in an original and six
copies. The original is certified.
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10. Copy of claimant’s bid, if
applicable.

11. Any other data considered ap-
propriate.

B. Mistake in Bid. With a copy of the
claimant’s bid, include an abstract of all other
bids.

C. Discount. Include the document
containing the claimant’s discount offer. If
claimant contends that discount was taken after
discount period, include a certified true copy or
photostat copy of the invoice. The invoice
should show the date received in the office
designated by the contracting document.

D. Payments Under Leases. If the
lease agreement is the responsibility of the U.S.
Army Corps of Engineers, a report and recom-
mendation are obtained from that activity.

E. Landing and Parking Fees and Oth-
er Accessorial Charges:

1. A signed report from the
responsible officer of the major command having
jurisdiction over the aircraft.

2. A signed statement containing
the number and flight of the aircraft, and confir-
mation that the flight was authorized.

F. Coal Contracts:

1. Copy of coal analysis, where
applicable.

2. Copy of weight certificate or
other proof of weight.

3. An administrative recommen-
dation from Director, DFAS, Columbus Center,
if considered appropriate.

030205 Amounts Due Deceased or Mentally
Incompetent Creditors

A. Deceased Public Creditors. Claims
for amounts alleged to be due the estates of de-
ceased individual public creditors that cannot be
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settled locally, by reason of doubt, are submitted
to the GAO for settlement. An element of doubt
exists when there is a question as to the amount
and the validity of the claim or a question as to
whom payment may be made under the laws of
the domicile of the decedent.

1. The claimant presents the claim
against the United States for amounts due in the
case of a deceased creditor. The claim is sup-
ported by the applicable documents listed in
paragraph 030204. The contracting officer’s
statement will show there is (or there is not) an
outstanding debt to the government. Obtain a
statement of legal review and recommendation
from the local office of counsel or staff judge
advocate.

2. Claims involving current
unnegotiated U. S. Government checks in the
possession of the claimant which are drawn to
the order of a deceased public creditor should be
returned to the disbursing office which issued
the checks. Checks that are undeliverable be-
cause of the death of the creditor will be stamp-
ed "Not Negotiable" on the face of the check.
Attach a copy of SF 1098, Schedule of Cancelled
or Undelivered Checks, to the claim.

B. Incompetent Public Creditors:

1. GAO Action. Claims for
amounts due incompetent public creditors of the
United States are submitted to the GAO for
settlement. No form is prescribed for this class
of claim; however, such claim must be in writing
over the signature and address of the guardian,
commiittee, or other person claiming on behalf of
the incompetent and must set forth the connec-
tion of the incompetent with the Department of
Defense. Those authorized to claim for an
incompetent are:

a. Guardian or committee of
the estate of an incompetent. A short certificate
of the court showing the appointment and
qualification of the claimant as guardian or
committee is attached to the claim.

b. Persons other than a
guardian or committee who supports the claim
with a statement to show:
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: (1) That no guardian or
committee has been or will be appointed;

2) The claimant’s
relationship to the incompetent, if any;

(3) The name and ad-
dress of the person having care and custody of
the incompetent; and

(4) That any amount
paid to the claimant will be applied to the use
and benefit of the incompetent.

2. Administrative Action. After
the first payment has been certified by the GAO
to a guardian or committee, recurring payments
may be made in the same form and capacity by
the disbursing office as long as the appointment
as guardian or committee remains in effect and
the matter is otherwise free from doubt. Later
claims for recurring payments need not be
accompanied by a court certificate; however,
they must be supported by a statement that the
appointment is still in full force and effect.
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CHAPTER 4

MISCELLANEOUS ADVANCE PAYMENTS

0401 ADVANCE PAYMENTS

040101 General

A. Prohibition Against Advances.
Title 31, U.S.C., section 3324 prohibits payments
in advance for delivery of supplies or rendering
of services with certain exceptions. Money
cannot be advanced unless authorized specifi-
cally by an appropriation act or specific statutory
authority.

B. Authority for Advances.

1. Under 10 U.S.C. 2307, advance
payments may be made to small business con-
cerns which meet the requirements of law and
receive the proper authorizations.

2. Advance payments on formally
advertised contracts are made under the author-
ity of 50 U.S.C. 1431 and Executive Order 10789.

040102 Advance Payment Policy

For instructions applicable to advance
payment policy and requirements refer to FAR
32.4 and DFARS 232.4. For grants refer to the
Office of Management and Budget (OMB) Circu-
lars A-102 and A-110 and Chapter 19 of this
volume.

040103 Interagency (Interdepartmental) Sup-
plies and Services

A. General Policy. As authorized by
Title 31 U.S.C. 1535 and 1536, various Federal
agencies may enter into transactions with each
other when it is found to be in the best interest
of the government. This applies when one agen-
cy is better equipped to acquire or furnish goods
or services than another and the items involved
cannot be furnished as conveniently or more
economically by private enterprise.
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1. Orders placed under this
section are obligated upon acceptance in writing
by the performing agency provided acceptance
occurs while the funds are available for obliga-
tion.

2. Each activity making an advan-
ce under this section accomplishes and monitors
all aspects of the advance.

B. Leased Office Space. One agency
may furnish another agency a portion of its
leased office space and payment may be made in
advance, or on any other basis agreed upon, for
the proportionate cost of the space, utilities, and
services furnished.

040104 Subscriptions to Periodicals

Subscriptions or other charges for
newspapers, magazines, periodicals, microfilm
libraries, official cable television service, and
other publications for official use may be paid in
advance when advantageous for economy or
otherwise (57 Comp Gen 583 (1978) and 35
Comp Gen 404 (1956)). The total cost of the
subscription is a valid charge to the appropria-
tion for the fiscal year (FY) current at the time
the subscription is ordered. Subscriptions may
extend beyond current FY, begin in a subsequent
FY or extend for more than one FY (23 Comp
Gen 326 (1943) and 24 Comp Gen 163 (1944)).

040105 Rental of Post Office Boxes and Pur-
chase of Foreign Postage

A. Advance payment of post office box
rental is authorized on an annual basis (25 Comp
Gen 834 (1946)). A box rented before the be-
ginning of the fiscal quarter must be rented for
no less than a full quarter. The United States
Postal Service will not refund a portion of the
rental if the box is surrendered before the end of
the rental period. This policy applies to advance
payments of box rent made on a quarterly or an-
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nual basis (34 Comp Gen 191 (1954)). The
United States Postal Service bills on its Notice
No. 32. Upon receipt of this notice, line through
the space provided for the Postmaster’s signature
and attach it to SF 1034, Public Voucher for Pur-
chases and Services Other than Personal, or SF
1080, Voucher for Transfer Between Appropria-
tions or Funds, used for payment. Make the
check payable to "Postmaster."

B. Foreign postage stamps may be
purchased from imprest funds or by SF 1034.
When an SF 1034 is used, the originating office
prepares and certifies the voucher and forwards
it to the disbursing office. The disbursing office
prepares a check and sends it to the originating
office. The originating office purchases the
stamps and provides the disbursing office with
a receiving report. No receipt is necessary as the
check endorsement acknowledges payment.
When the SF 1034 is used, the prepayment is
approved as an exception to normal accounting
requirements.

040106 Payments to State and Local Govern-
ments

Advance payments may generally be
made to state or local governments per 39 Comp
Gen 285 (1959), 25 Comp Gen 834 (1946), 58
Comp Gen 29 (1978), and 57 Comp Gen 39
(1978)).

040107 Tuition

For instructions on payment proce-
dures and policies, refer to paragraph 120212.

040108 Foreign Country Requirements

A. Statutory Authority. Title 10,
U.S.C., section 2396 authorizes advances of
public monies as:

1. Per the laws of foreign coun-
tries or their ministerial regulations.

2. For rent in foreign countries for
such periods as local custom dictates.

B. Motor Vehicle Operator Permit Fees
Overseas. Some foreign countries require per-
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sonnel to obtain motor vehicle driver permits to
perform their official duties. The fees for the
permits may be paid in advance. The tour of
duty in the foreign country should justify the
expenditure (Comp Gen B-115463, Sep 18, 1953).

C. Counsel Fees and Other Expenses
in Foreign Courts:

1. Payment of counsel fees and
other expenses in foreign courts may be paid be-
fore the service is performed.

2. Requests for payment of coun-
sel, bail, or other expenses ordinarily will be
made by the defendant, or accused, to the officer
(or designee) exercising general court martial
jurisdiction. The officer (or designee) determines
if the request meets the proper criteria and takes
final approval or disapproval action.

3. When appropriate, contracts or
letters of commission and understanding will be
used to obligate the government for payment of
counsel fees, court costs, bail, charges for obtain-
ing copies of records, printing and filing fees,
interpreter fees, witness fees, and other necessary
and reasonable expenses. The payment of fines
or civil damages is not authorized. Payments of
bail may be made when authorized in a letter or
message by the responsible officer and citing 10
U.S.C. 1037 as the authority. For payments of
bail, establish a refund receivable pending return
of the bail payment. Clear the refund receivable
upon collection, or appropriate evidence that the
bail payment will not be refunded. Before
posting of bail, members must sign an agreement
to refund to the government the amount of the
bail, either in cash or payroll deduction, if they
willfully cause forfeiture of the bail.

4. The responsible officer certifies
the acceptance of the services acquired. Prepare
an SF 1034 for payment of authorized charges.
Payment will be made in local currency.

040109 Cash on Delivery (COD) Charges

When COD charges are paid from the
imprest fund, payment is authorized before
contents are examined.
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040110 Purchase of Copyrights or License to
Use Patent for Its Life

An advance payment may be made for
a license to use a patent or for the purchase of
copyright. The subject matter of the purchase
must be within the authorization of the current
FY appropriation (22 Comp Gen 904 (1943)). In
addition, see paragraph 120208.

040111 Utility Connection Charges

Payment of a public utility connection
or reconnection charge is not an advance pay-
ment. The government receives full consider-
ation upon payment for making available ser-
vices not otherwise available. Connection or
reconnection charges are later reimbursable by a
specified monthly refund on the invoice for
utility services.

040112 Petition Fees

When a petition is made for immigrant
status for a person whose services are required,
the fee must accompany the petition. In this
case the fee is payable in advance.

040113 Professional Societies

Memberships in professional societies
or associations acquired in the name of the DoD
Component may be paid in advance. The pur-
pose of the membership must be to acquire
services required for that component, not an
individual. The head of the Component or
designee makes the determination. The use of
appropriated funds is prohibited for the individ-
ual benefit of any officer or employee of DoD
(see 5 U.S.C. 5946; 31 Comp Gen 398 (1952); 32
Comp Gen 15 (1952); 24 Comp Gen 814 (1945);
and 33 Comp Gen 126 (1953)).

040114 Attendance at Meetings

A. Payment of registration fees prior
to attendance at meetings of technical, scientific,
professional, or similar organizations may be
made. See paragraph 110104 for personal reim-
bursements.

B. If the payment is nonrefundable
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and the individual fails to attend for reasons be-
yond the individual's control, do not collect from
the individual. However, collect if failure to at-
tend is caused by an action not excused by the
individual’s supervisor.

040115 Quarterly Advances to General Services
Administration (GSA) for Special Purpose Leased

Space

The GSA bills for building rent in
advance each quarter using GSA Form 789,
Statement, Voucher, and Schedule of Withdraw-
als and Credits, or other similar billing form.
The charge is at a fixed rate per square foot of
space assigned based on costs of building oper-
ation and maintenance. Separate cost factors for
utilities, rent, elevator service, etc., need not be
itemized on the bill.

0402 LIBRARY DEPOSIT ACCOUNTING

040201 Library Deposit Accounting With Other
Government Agencies

Libraries that obtain government publi-
cations and subscriptions from other Federal
agencies (e.g., National Technical Information
Service, United States Government Printing
Office, or Library of Congress) may establish
deposit accounts with these agencies. Use the
following procedures to establish a deposit
account:

A. The librarian forwards a properly
prepared SF 1034 through the budget office for
review. The SF 1034 should state "for deposits
only to new deposit account” or “to replenish
previously established deposit account” and
show the account number.

B. The disbursing office forwards a
copy of the SF 1034 with the check to the named
Federal agency (payee). The agency will credit
payment to the deposit account.
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CHAPTER 5

PAYMENTS UNDER REAL PROPERTY LEASES

0501 LEASES

050101 General

A. Applicability. Leases are subject to
the statutory and regulatory provisions applic-
able to government contracts, as well as the
specific statutory provisions pertinent to leases.

B. Coverage. A lease is a contract by
which the use of land or buildings is conveyed
for a specified time at a specified rate of com-
pensation. Leases describe the premises, the
specific period involved, purpose for which
used, the amount of rent, method of payment,
special services included (such as heat, light,
water, and janitorial services) and any restoration
provisions. If the lessor fails to provide the
services in this case called for in the lease, the
lessee (the government in this case) may pay the
cost and deduct the amount from the lease rental

payments.

1. Capital Lease. A lease that is
essentially equivalent to an installment purchase
of property is a capital lease. This type of lease
transfers substantially all the benefits and risks
of ownership from the lessor to the lessee.

2. Operational Lease. Leases that
do not meet the criteria for a capital lease are
considered to be operational leases.

050102 Rent

A. Fractional Parts of a Month. Pay-
ment for part of a month for leased premises is
made on the actual number of days involved. In
computing the time between two dates, the
general rule is to exclude the first and include
the last date, except when the lease is for a

specified term and begins on the date of occu-
pancy (10 Comp Gen 540 (1931)).

B. Monthly Installment Payments of
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Annual Rent. A lease generally begins on the
first of a month. For leases that begin on a date
other than the first, the monthly rent installments
become due and payable on the date of each
month numerically corresponding to the date the
term began, less one day. The amount of each
installment should be one-twelfth of the annual
rate, regardless of the number of days in any cal-
endar month (24 Comp Gen 838 (1945)).

C. Recurring Rental Charges. Payment
for these charges shall be made without requir-
ing individual invoices from the vendor. At the
end of each rental period, the using activity will
confirm the use or availability of the property
during the rental period. Identify lease and
period covered on the payment voucher and
process per provisions of the lease.

D. Reporting Rental Payments Made to
Civilian Landlords. At the end of each calendar
year, report yearly rental payments of $600 or
more to the Internal Revenue Service (see para-
graphs 060505 and 060601). Report total pay-
ment on TD Form 1099-MISC, Statement for
Recipients of Miscellaneous Income. Do not
report payments to real estate agents.

050103 Party Entitled to Rental Payment

A. When a Federal Agency occupies
land under a lease, the rental payment cannot be
avoided because of any defect in the title of the
lessor at the time the lease was made (3 Comp
Gen 593 (1921)).

B. When a Federal Agency occupies
land owned by several tenants in common under
an agreement with one of them and without
objection by the others, such tenant in common
is entitled to receive the rent (9 Comp Gen 593
(1921)).

C. When property leased to the United
States is sold on one day and the deed of con-
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veyance is executed on another day, the grantee
is entitled to receive the rental from the property
only from and after the date of execution of the
deed (15 Comp Gen 195 (1935)).

D. Liability for rent due does not be-
come payable day-by-day. It becomes due in
total on the dates set forth in the lease. The
payment may not be currently prorated for
several owners who may have owned the pre-
mises for a portion of the rental period. When
leased property is sold, a copy of the deed of
sale should be furnished for association with the
lease contract (4 Comp Gen 193 (1924)). If
proper notification is provided to the leesee,
payment is made to the titleholder on the day
payment is due. ’

050104 Payment for Leased Land

Payment for leased land may not be
made in advance (23 Comp Gen 653 (1944) and
25 Comp Gen 834 (1946)). Leases in foreign
countries are paid as local customs dictate.

0502 LEASES: TAXES AND IMPROVE-
MENTS
050201 Payment for Cost of ImproVement of

Rented Premises

The laying of conduits and wires in
leased premises occupied by Federal Agencies is
an improvement of the premises. Unless the
lease provides for the making of such improve-
ments by the United States, payment of the cost
is not authorized (6 Comp Gen 943 (1923)).

050202 Payment of Taxes on Property

Although taxes are not payable by the
Federal Government as the owner of real prop-
erty, such taxes are properly payable as part of
the rent when specifically included in the terms
of the lease (24 Comp Gen 705 (1945)).

050203 Payment of Rent in Connection with
Termination of Lease

Payment is based on the terms of the
lease. Leases containing standard U.S. Army
Corps of Engineers termination clause require
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payment for the day after the notice of termi-
nation is mailed plus 29 days more. Leases with
other termination provisions must be analyzed
on an individual basis.
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CHAPTER 6

FEDERAL, STATE, LOCAL, AND FOREIGN TAXES

0601 TAXES

060101  General

A. Tax Information Sources. The
Federal Government’s right to tax exemptions
depends on the applicability of federal, state, and
local tax laws; tax agreements with foreign coun-
tries; items being acquired; the nature of the tax;
and the type of transaction. See Federal Ac-
quisition Regulation (FAR) part 29, for general
tax applications on United States purchases, right
to exemptions, and the methods of claiming
exemptions. Specific information not obtainable
locally may be obtained from taxing authorities
or through the cognizant DFAS Center.

B. Exemptions From Certain Federal
Taxes.

1. Pursuant to 26 U.S.C. 4293, the
Federal Government is exempt from federal taxes
on communications services and facilities fur-
nished to and paid for by the government. This
does not include facilities furnished to a govern-
ment contractor. Exemption can be made with
or without the use of an exemption certificate.
The installation contracting office is responsible
for preparing tax exemption certificates.

2. Pursuant to 26 U.S.C. 4483(b),
the Federal Government is exempt from the
federal highway vehicle users tax imposed in 26
U.S.C. 4481. The exemption applies whether the
vehicle is owned or leased by the Federal Gov-
ernment.

C. Sales of Commodities or Facilities.
Tax collections are required on commodities or
facilities sold that are not for the exclusive use of
the United States. When tax free items or servi-
ces purchased by the United States are sold to
others, collect costs plus required taxes. The
selling activity identifies customers and items or
services subject to tax and includes any applic-
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able taxes in billing documentation or state-
ments. Taxes remitted are sent to the taxing
authority.

0602 FEDERAL

060201 Federal Excise Tax (FET)

A. Except for exemptions provided by
the Internal Revenue Code shown in FAR, part
29, the government must pay taxes on fuel pur-
chases. If a contract does not specify that the
contract price excludes FET, assume the contract
price includes the tax and pay only the contract
price (14 Comp Gen 44 (1934) and 17 Comp Gen
1039 (1938)). If the contract specifically excludes
the tax, FET should be added to the contract
price by the contractor and billed on the invoice
as a separately identified item.

B. Either tax exemptions or tax refunds
are available for DoD purchases of jet fuel,
aviation gasoline, marine diesel fuel, and off-
highway use of gasoline and road diesel fuels.
Whether an exemption is available or a refund
application is required depends on where in the
distribution chain the purchase was made and
the IRS status of the seller of the fuel.

C. The Defense Fuel Supply Center,
8725 John ]. Kingman Road, Fort Belvoir, VA
22060-6221, is responsible for any needed appli-
cation for tax refunds in its bulk fuels or into-
plane programs. The Military Services or activi-
ties are responsible for any needed application
for tax refunds for any other fuel purchases. File
for refunds on Department of Treasury (TD)
Form 843, Claim for Refund and Request for
Abatement.

D. Federal Excise Tax on Motor Gaso-
line. The Tax Reform Act of 1986 eliminated tax
free sales to exempt entities and organizations.
The tax exempt entities are defined as state
(including National Guard) and local govern-
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ments, the American Red Cross, and nonprofit
educational organizations. Tax exempt entities
must pay the tax and file for a refund. DoD
entities are not tax exempt. Disbursing offices
must pay the FET on gasoline fuel, but cannot
file for a refund.

E. Quarterly Federal Excise Tax Re-
turn.

1. Reports are prepared and
submitted quarterly unless notified differently by
the District Director, Internal Revenue Service.
A return is made on TD Form 720, Quarterly
Federal Excise Tax Return, for the first calendar
quarter when a tax liability is incurred and each
later calendar quarter until a final return is filed.
Final returns are filed when the requirement
ceases and are marked "FINAL."

2. TD Form 720 contains a list of
the commodities and services subject to the tax
and the tax rate. This form also serves as the
return for all excise taxes for which quarterly
reporting is required.

3. Credit collections for FET are
made to applicable deposit fund accounts.
Deposit excise taxes collected per the most
current instructions received from the Internal
Revenue Service (IRS). These instructions re-
quire deposit of taxes semimonthly. Make such
deposits, when required, with a commercial bank
authorized to receive Federal tax deposits or
with the servicing Federal Reserve Bank or
Branch. To make a deposit, prepare SF 1049,
Public Voucher for Refund and TD Form 8109,
Federal Tax Deposit, received from the IRS. Re-
port taxes deposited quarterly on TD Form 720.
Contact your local District Director of Internal
Revenue for deposit and tax forms.

4. Show the schedule of collection
numbers, dates, and amounts for the collections
made on the SF 1049.

5. Report the amounts of FET
collected and deposited for the sale of commodi-
ties or services other than for the exclusive use
of the U. S. Government.

6. Preparation of TD 720.
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a. The disbursing office pre-
pares TD Form 720. Instructions for preparing
this form are in a separate pamphlet, Instructions
for TD Form 720. Obtain forms and pamphlets
from your local IRS office.

b. The TD Form 720 is due
on or before April 30, July 31, October 31, and
January 31. Penalties and interest may be as-
sessed for failure to deposit excise taxes per IRS
instructions (26 CFR 49.6302(C)-1). Such penal-
ties may be waived by the IRS if the activity can
establish reasonable cause for failure to comply.

c. Submit the original TD
Form 720 and a copy of the related SF 1049
covering the amount of taxes collected to the
appropriate IRS Center.

d. Attach copies of SF 1049
prepared when semimonthly deposits were
submitted per paragraph 060201-E3.

0603 STATE AND LOCAL TAXES

060301 State and Local Taxes

A. When the tax is levied on the seller,
the Federal Government must pay the tax as part
of the purchase price, unless the taxing authority
provides otherwise (37 Comp Gen 772 (1959); 32
Comp Gen 423 (1953); and 24 Comp Gen 150
(1945)). Where the government has, by contract,
agreed to reimburse the contractor for taxes paid
to a state or municipality, such payments are

_proper (Comp Gen B-134654, Feb 11, 1958 and

FAR part 31). Where there is a valid and bind-
ing contract covering the furnishing of supplies
or services at fixed unit prices, and the contract
contains no provision for the adjustment of such
prices in the event of the imposition on the
contractor of state taxes applicable thereto, there
is no authority for the payment of any taxes over
and above the unit price stipulated in the con-
tract (Comp Gen B-128346, Aug 8, 1956). Unless
specifically stated otherwise in the contract, it is
presumed that state and local taxes are included
in the contract price (21 Comp Gen 719 (1942)).
State statutes indicate whether the tax is levied
on the seller or the purchaser. Some states
accept SF 1094, U.S. Tax Exemption Certificate;
others require payment of the tax at time of
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purchase and provide a means for seeking
refunds of the tax. The contracting officer will
contact the local state taxing authority to verify
if they accept tax exemption certificates. A
blanket-type tax exemption certificate may be
used to obtain the U.S. Government’s exemption
from state or local taxes in the case of continuing
or numerous purchases from contractors. Gener-
ally, DoD Components shall assert the govern-
ment’s immunity or exemption from taxes when-
ever it is available.

B. Credit Cards for Service Station
Purchases. If a service station will not accept the
government’s tax exemption at time of purchase,
the tax will appear on the invoice. The disburs-
ing office may pay the state or the local tax due
on a credit card invoice when the state or local
tax is a small amount of $10 or less if it is more
cost-effective than preparing a tax exemption
certificate. (See GAO Policy and Procedures
Manual for Guidance of Federal Agencies, Title
7, Appendix 4, Section E (1990)). When a tax
exceeds $10 for either a state or local taxing
authority, the office issuing the credit cards must
prepare a tax exemption certificate, SF 1094 -
Exemption Certificate.

C. Bulk Purchases of Fuel. The rules
for credit card purchases also apply for state and
local taxes on bulk purchases of diesel fuels and
gasoline (See paragraph 060301-B).

D. Disposition of State or Local Taxes.
Deposit the amounts collected on individual
sales during a month to the applicable suspense
account. Make payments to the state or political
subdivision the same as federal taxes, using SF
1049. Remit on or before the fifteenth day after
the month collection was made. When the
remittance represents taxes on sale of gasoline or
other motor fuels, transmit per example:

Department of the Air Force
Headquarters 999 Bomb Wing
Boon AFB SC 12345-0001

SUBJECT: Motor Vehicle Fuel Tax
TO: South Carolina State Tax Commission,

Capitol Building
Charleston, SC 12346-0001

This remittance of $150 provides for taxes levied
by the State of South Carolina under authority of
4 U.S.C. 104, collected upon sales of gasoline and
other motor vehicle fuels made by or through
the (exchange-commissary), located on Boon Air
Force Base, not sold for the exclusive use of the
United States during the preceding month,
ending at midnight, March 31, 1990, the amount
of which is 500 gallons.

JAMES OVERSTAKE, Colonel, USAF
Commander

0604 CUSTOMS

060401 United States Customs Duties on
Foreign Purchases

A. Duty Free Purchases. Emergency
purchases of war materials abroad can be made
by the Military Services (19 U. S. C. 1202, Sched-
ule 8, Part 3). This material will be admitted
free of duty. Supplies (as opposed to equip-
ment) for government-operated vessels or air-
craft may be withdrawn from any customs-
bonded warehouse, from continuous customs
custody elsewhere than in a bonded warehouse,
or from a foreign-trade zone free of duty and
internal revenue tax as provided in 19 US.C.
1309(a). See DFARS 225.604.

B. Payment of Custom Duties. On
importations that are not duty free, charge the
customs duties to the same appropriation as the
purchase. This will be done even though the
importation and the purchase may be in different
fiscal years (26 Comp Gen 610 (1947)). Prepare
vouchers to show the check will be paid to and
addressed to the Collector or Deputy Collector at
the port of entry.

060402 Customs Exemptions for American
Imports and Purchases in Canada for Joint
Defense Program

A. General. U. S. Government imports
and purchases from other countries are exempt
from Canadian import duties and taxes when
used for Joint Defense projects in Canada.

B. Refund or Remission of Taxes.
Goods purchased in Canada by or for the U. S.




DoD Financial Management Regulation

Volume 10, Chapter 6

by the Canadian Commercial Corporation are
governed by concessions when U. S. funds
expended are intended for joint Canadian-United
States projects in Canada or when the goods will
become and remain U. S. property. The conces-
sions permit refund or remission of:

1. Sales tax paid on goods other
than those for resale to members of the United
States Armed Forces or civilian personnel for
private use.

2. Excise taxes, including the
stamp tax on checks. Items for resale to mem-
bers of the United States Armed Forces or civil-
ian personnel for private use are not exempt
from stamp taxes or purchase taxes.

3. Excise taxes paid or ordinarily
payable on:

a. Cable, telegraph, and long
distance telephone messages when charges are
not made to individuals but are made direct to
the U.S. Government.

b. Transportation requests,
warrants or tickets, and seats, berths, or other
sleeping accommodations when charges are not
made to individuals but are made direct to the
U.S. Government.

4, Customs duty paid on import
goods when used, directly consumed, processed,
or attached to items or goods manufactured in
Canada and sold to the U. S. Government for
use with joint Canadian-United States projects.

C. Notation on Payment Vouchers.
Vouchers for Canadian purchases or services will
show: "United States Government Funds-exempt
from Canadian excise tax, refer to Order-in-
Council PC 3108." Paying and Collecting will
type the notation on checks. This statement will
assist the Canadian Department of National
Revenue in giving the exemption.

0605 MISCELLANEOUS

060501 Payments in Lieu of Taxes

A. Charges by state or local govern-
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ments for services levied on Federal Government
entities or their contractors, which are not im-
posed on residents or non-federal, tax-exempt
entities, where the cost of the service is borne by
the general tax revenues, are in the nature of a
tax to which the United States is immune. The
placement of the Federal Government in a
separate category from other tax-exempt entities
for imposing a charge for services is unreason-
able and discriminatory classification on the part
of a state or local government and the payment
of the charge is unauthorized (50 Comp Gen 343
(1970)).

B. A reasonable charge by a political
subdivision based on the "quantum” of direct
service furnished, and which is applied equally
to all property tax-exempt entities, need not be
considered a tax against the United States, even
though the services are furnished to the tax
payers without a direct charge, provided the
political subdivision is not required by law to
furnish the service involved without a direct
charge to all located within its boundaries (50
Comp Gen 343 (1970)).

C. Payments are permitted in lieu of
taxes to municipalities that have lost tax revenue
by transfer of plants to governmental agencies,
only when authorized by the Congress. Pay-
ments in lieu of taxes are not authorized if the
property transferred was never on municipality
tax rolls and municipal services had never been
furnished (36 Comp Gen 592 (1957)).

060502 Foreign Taxes

U. S. Government purchases in a
foreign country generally are not exempt from
taxes and custom duties when imposed by the
foreign country. The Status of Forces or govern-
ment tax agreements may provide exceptions.
See the FAR, part 29.402.

060503 Taxes on Arms and Ammunition

Appropriated funds will not be used
for tax payments on the sale or transfer of fire-
arms, pistols, revolvers, shells, or cartridges. For
additional information of these taxes see 10
U.S.C. 2385 and the FAR, part 29.2.
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060504 Environmental Assessments

If an environmental assessment is
levied by a local government and it represents a
fee, payment is authorized. If, however, the as-
sessment appears to be a tax and its legality is
questionable (31 U.S.C. 3529), payment is not
authorized. Payment under protest should not
be made. Legal advice should be obtained from
your office of counsel regarding payment of
assessments by state and local governments.

060505 TD Form 1099-MISC, Statement for
Recipients of Miscellaneous Income

A. General. At the end of each cal-
endar year, disbursing offices are required to re-
port to the IRS certain payments. These are
payments made to noncorporate contractors for
services and to corporations providing medical
and health care services, totalling $600 or more
per contractor or royalties of $10 or more in any
calendar year (26 U.S.C. 6041 and FAR 52.204.3).
Disbursing offices must provide these recipients
with a TD Form 1099-MISC. This form must be
provided to payees by January 31 following the
year of payment.

B. Payments Subject to Information Re-
porting:

1. Payments to noncorporate
contractors for salaries, wages, commissions,
fees, rent (unless paid to a real estate agent),
royalties, awards, prizes, interest penalties and
additional interest penalties under the Prompt
Payment Act, and other forms of compensation.

2. Payments to a corporation en-
gaged in providing medical or health care servic-
es unless the payment is made to a hospital or
extended care facility that is exempt from taxa-
tion under 26 U.S.C. 501(a).

C. Payments Not Subject to Informa-
tion Return Reporting:

1. Payments of bills for merchan-
dise.

2. Payments subject to TD W-2,
Wage and Tax Statement withholding proce-
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dures.

3. Payments of rent made to a
real estate agent.

4. Payments to persons in the
military or civil services of the United States as
an allowance or reimbursement for traveling or
associated expenses.

5. Payments made to employees
for service performed in Puerto Rico.

6. Payments made as an award to
an informer or similar payments.

7. Payments made to a nonmed-
ical or nonhealth care corporation when "INC."
or "Incorporated” is an obvious part of the busi-
ness title (26 CFR, section 1.6041-3(c)).

8. Payments made to a govern-
ment agency, political subdivision, or instru-
mentality thereof.

D. Backup Withholding.

1. Requirements for Taxpayer
Identification Number (TIN). The IRS requires
(26 U.S.C. Section 6109 and IRS notice 398) a
recipient of income to give the payer of that
income the TIN for use in filing information
returns. The TIN is the individual's social
security number or employer identification
number. A Privacy Act statement must be
provided to an individual when requesting the
reporting of a Social Security number. If the TIN
is not readily available from contractual or other
documents, the contracting officer will contact
the payee to obtain the TIN (FAR 4.203). Indi-
viduals or entities that refuse to provide a TIN
should be advised of the requirement for backup
withholding at a 31 percent rate and potential
fine of $50 for failure to furnish the TIN (see in-
structions for TD Form 1096, Annual Summary
and Transmittal of U.S. Information Returns, and
IRS Notice 398).

2. DoD activities must perform
backup withholding when one condition from
each paragraph 060505-D.2.a and b is present.
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a. Taxpayer Identification
Number.

(1) The payee fails to
provide a TIN to the DoD activity. The TIN may
be a social security number or an employer
identification number.

(2) The IRS informs the
disbursing office that the payee provided an in-
correct TIN.

(3) The payee provides
a TIN consisting of other than nine numerals.

b. Other:

(1) Reportable payments
to the payee total $600 or more during the calen-
dar year.

2 An information
return was required concerning the payee for the
preceding calendar year.

(3) Backup withholding
was required from the payee for the preceding
year.

3. Assessment of Tax. After
reasonable efforts to obtain the TIN have been
unsuccessful, withholding of Federal Income Tax
at the rate of 31 percent should be accomplished
and the balance of the payment forwarded to the
payee. Tax should be assessed on the entire
payment that causes the $600 limit to be ex-
ceeded and any subsequent payments to that
person or corporation until a TIN is provided.

4. The tax withheld should be
deposited to the appropriate deposit account.
Recording of backup withholding should be ac-
complished on schedule A (TD Form 941, Em-
ployer’s Quarterly Federal Tax Return) and
reported on TD Form 941.

0606 REPORTING

060601 TD Form 1096, Annual Summary and
Transmittal of United States Information Returns

A. Payment of $600 or more to any
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individual or to any medical or health care
corporation or royalties of $10 or more in any
calendar year must be reported to the IRS.
Reporting of the payment or royalty is required
in order to provide the IRS with a cross-re-
ference data base of recipients’ miscellaneous
income.

B. Forms Required:

1. A TD Form 1096 must be used
to transmit and summarize payment information.
It serves as a cover sheet for one or more indi-
vidual reports. See IRS publication instructions
for TD Form 1096 for detailed guidance. TD
Forms 1096 may be obtained through your local
publication distribution office.

2. A separate TD Form 1099-MISC
must be completed for each individual or corpo-
ration concerned. TD Forms 1099-MISC with a
TIN must be bundled separately from TD Forms
1099-MISC without a TIN. Both bundles may be
covered by one TD Form 1096 with the number
of forms without a TIN shown in the "without
taxpayer identification number" box. TD Forms
1099-MISC may be obtained through your local
publication distribution office.

C. Distribution of Report. TD Forms
1096 and 1099-MISC should be filed by Febru-
ary 28 following the year of payment with the
appropriate IRS center listed in the instructions
for TD Form 1096.
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CHAPTER 7

PROMPT PAYMENT ACT

0701 GENERAL

070101 Introduction

A. The Prompt Payment Act (PPA) of
May 21, 1982 (Public Law 97-177), amended on
October 17, 1988 (Public Law 100-496), 31 U.S.C
3900, requires Federal agencies to make pay-
ments in a timely manner. If a payment to a
contractor is late, an interest payment also is due
to the contractor and should be made without a
contractor having to request the interest pay-
ment. The PPA applies to the acquisition of
property or services, including contracts for the
rental of real or personal property, from a busi-
ness concern. A business concern means any
person or organization engaged in a profession,
trade, or business, and nonprofit entities (includ-
ing state and local governments but excluding
Federal entities) operating as contractors. Pay-
ment terms should be specified in the contractual
document. Disbursing offices should disburse
funds in accordance with the payment terms in
the contract. However, if the payment terms
contained in the contract conflict with the corre-
sponding payment provisions of the PPA, re-
quest a clarification from the responsible con-

tracting officer. If no payment terms exist within -

the contract, make payment in accordance with
the relative payment terms prescribed in this
Regulation. All DFAS disbursing offices shall
make payments covering contracts and purchase
orders entered into by contracting officers under
regulations governing the functions of pur-
chasing and contracting officers as published in
the Federal Acquisition Regulation (FAR) and
the Defense Federal Acquisition Regulation
Supplement (DFARS). Prior to disbursing funds
on a contract, the disbursing office must be fur-
nished with supporting documents, or in some
instances, vouchers supported by such docu-
ments, which serve as evidence that a legal
disbursement of public funds may be made.
These supporting documents ordinarily consist
of:
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1. Contracts or purchase orders.
2. Invoices from contractors.

3. Receiving reports accomplished
and furnished by offices receiving the property
or services.

B. The PPA requires that payments be
made in a timely manner - not early, not late,
and requires the cash management of invoices.
Payments should be scheduled as close as possi-
ble to, but not later than, the discount or pay-
ment due date. The PPA also applies to foreign
contractors and OCONUS contracts, regardless of
location where contracts were awarded or where
delivery takes place.

1. Contracts issued on or before
March 31, 1989. If the contract terms require
payments to be made in 30 days, a payment may
be made on the 28th, 29th, or 30th day and meet
the requirement and intent of the PPA. In com-
pliance with the PPA Amendments of 1988 and
sound cash management, contracts issued on or
after April 1, 1989, may be paid no earlier than
the 23rd day without being an early payment
and no later than the 30th day without being a
late payment on which interest should be paid.

C. Waiver of Cash Management. In
certain situations it may be necessary to make a
payment(s) earlier than the due date. Early pay-
ments should be the exception rather than the
norm. Only a DFAS Center Director or head of
a disbursing office or either one’s designee has
the authority to waive the cash management of
invoices. If a waiver is approved, the early
payment(s) has to be reported on the quarterly
PPA Report, ACCT RPT (Q) 1619 (see paragraph
070601).
070102  Exceptions

A. The PPA does not apply to con-
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tracts with foreign governments (bilateral agree-
ments and memoranda of understanding).

B. The PPA does not apply to con-
tracts executed prior to October 1, 1982 (unless
modified or renewed after that effective date).

C. Any interest which may be payable
under claims settled under the Contract Disputes
Act (CDA) of 1978, except claims related to the
PPA, will be awarded and paid under this CDA.
Any interest found due under a claim related to
the PPA will be paid under the PPA.

D. Contracts based on foreign laws or
customs issued under Status of Forces Agree-
ments (10 U.S.C. 2396) will normally be exempt
from the provisions of the PPA.

E. Contracts where payment terms and
late payment penalties have been established by
other governmental authority (e.g., tariffs) are
not applicable to the PPA requirements.

F. Contract financing payments, other
than the final payment, are not subject to the
payment provisions of the PPA as noted in para-
graph 070205-B.10.

G. U.S. Property and Fiscal Offices
(USPFQOs) in each state share costs with their
state on building or maintaining property. If the
state contracting officer, acting in his or her
capacity as a state employee, issues contracts for
this work using the state fund cites, payments
the USPFO makes to the state or to the contrac-
tor are exempt from the PPA. However, if the
USPFO contracting officer, acting in his or her
capacity as a Federal employee, issues the con-
tracts using Ferderal funds cites, either to the

state or to a private business concern, the pay-

ments are subject to the PPA.

H. Advance payments are not subject
to the PPA. For more detail, see Chapter 4 of
this volume.

I. When the payment due date falls
after the appropriation cancellation date, pay-
ments are exempt from early payment rules and
may be paid prior to the cancellation of the
appropriation. .
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070103 Date Stamping Documents

All offices identified to receive sup-
porting documents will date stamp such docu-
ments on the actual day of receipt. The office
which first receives the document should ensure
that all designated offices comply with this
requirement. If an invoice is not date stamped
upon receipt in the proper billing office, the
invoice date becomes the date used to determine
the due date, rather than the date received.
Problems in this area must be brought to the
attention of the responsible official for resolution.
0702 INVOICES
070201 Proper Invoice, FAR 52.232-25(a) (4) and
DFARS 252.211

To be considered a proper invoice, FAR
52 and DFARS 252 mandate that it must contain
specific information. If there is a discrepancy
between the FAR (FAR and DFARS) and this
Regulation, the FAR takes precedence. A proper
invoice must contain the following:

A. Name and address of the contrac-
tor.

B. Invoice date.

C. Contract number or other autho-
rization for supplies delivered or services per-
formed (including order number and contract
line item number).

D. Description, quantity, unit of mea-
sure, unit price, and extended price of supplies
delivered or services performed.

E. Shipping and payment terms, (e.g.,
shipment number and date of shipment, prompt
payment discount terms). Bill of lading number
and weight of shipment will be shown for ship-
ments on government bills of lading.

F. Name and address of contractor
official to whom payment is to be sent (must be
the same as that in the contract or on a proper
notice of assignment).

G. Name (where practicable), title,
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phone number, and mailing address of person to
be notified in event of a defective invoice.

H. Any other information or docu-
mentation required by the contract, such as
evidence of shipment.

I. It is not necessary for an invoice to
be totally free of defects in order to be proper
and to create a valid demand upon the govern-
ment. Although individual circumstances vary,
in general, the activity approving or making the
payment must be able to determine that:

1. The goods or services being
billed were in fact properly ordered under a
specific contractual document, and received from
the business concern designated in the order.

2. Payment is being requested by
the same business concern.

J. Errors in contractual documents
must be corrected by a formal modification. In
the past, there have been problems between the
disbursing offices and contracting offices con-
cerning the timely issuance and receipt of correc-
tive administrative modifications when payment
had been made. Disbursing office personnel will
notify the contracting office personnel of items in
the contract that need to be corrected. Contract-
ing personnel will make the changes through a
formal modification. Disbursing office personnel
will not make any changes to contracts. If there
is doubt as to whether payment to the invoicing
business concern would be proper, the invoice
should be considered materially defective and
must be returned to the contractor within 7
calendar days (3 calendar days for suppliers of
meat and meat food products and fish and
frozen fish and 5 calendar days for suppliers of
perishable agricultural commodities, dairy prod-
ucts, edible fats or oils) after the date of receipt
of the defective invoice. The notice to the con-
tractor must be in writing and is considered
effective as of the date mailed. Maintain a
record of the mailing date since timely notifica-
tion prevents the payment clock from starting.
If the notification is not made within the number
of days stated in this paragraph, the payment
clock will continue to run until the contractor is
formally notified. In these instances, the pay-
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ment due date will be reduced by the number of
days between the return of the defective invoice
and the expiration of the applicable time period.

- In cases where the returned invoice offers a cost

effective discount, request the contractor change
the date on the existing corrected invoice, if
resubmitted, or issue a new corrected invoice
with the current date on it.

070202  Acceptance

A. Actual Acceptance. Actual ac-
ceptance is defined as a formal certification that
the goods or services have been received and
that they conform to the terms of the contract.
This function occurs after the completion of any
necessary testing and inspection allowed by the
contract. This date generally conforms to the
date shown in Block 21 of DD Form 250, Mate-
rial Inspection and Receiving Report, the date
shown in Block 26 of DD Form 1155, Order for
Supplies or Services, or the date stamped on the
invoice by the receiving activity.

B. Constructive Acceptance. Unless
otherwise specified in the contract, constructive
acceptance is considered to take place not later
than 7 calendar days after delivery of goods or
performance of services, unless there is a dis-
agreement over quantity, quality, or contractor
compliance with a contract requirement. A
longer acceptance period must be specified in the
solicitation and included in the contract to afford
the activity more than 7 calendar days to inspect,
test, and accept the property or evaluate the
services. In the event that actual acceptance
occurs within the constructive acceptance period,
the determination of a due date shall be based
on the actual date of acceptance.

070203 Follow-up for Required Documents

If payments cannot be made due to the
non-receipt of receiving reports, copies of con-
tracts, contract modifications, or other required
documentation, the disbursing office will follow-
up with the contracting or receiving office to en-
sure that these documents are forwarded in a
timely manner. These follow-up requests should
be made in time to prevent the possible loss of
cost-effective discounts (if possible) and to avoid
the unnecessary payment of late payment inter-




DoD Financial Management Regulation

Volume 10, Chapter 7

est penalties.

070204 Action on Late Documents

If requested supporting documents are
not received within a reasonable time, or if
follow-up action is habitually required to receive
such documentation, report the matter in writing
through channels to the commander of the
activity responsible for the delays. Include a
brief statement of the facts, a list of the missing
documents, the amount of cash discounts in-
volved, if any, or possible interest penalties for
late payment and the actions previously taken to
obtain the supporting documents in a timely
manner.

070205 Computation of Payment Due Date

A. General. Payment of a properly ap-
proved invoice will be made as close as possible
to, but not later than, the due date specified in
the contract. In general, contracts with no speci-
fic payment due dates will be paid as close as
possible to, but not later than, 30 calendar days
following the later of the following three events:

1. Execution of a valid, signed,
contractual document.

2. Receipt of the invoice by the
activity designated in the contract or order as the
activity to which the invoice is to be sent. (If no
invoice is required, e.g., certain periodic lease
agreements, payment should be made in accord-
ance with the specific terms of the contract.) If
the receipt date of the invoice is not annotated
on the document, the date of the contractor’s in-
voice will be used.

3. Acceptance of goods or services
by the activity designated to perform this func-
tion. For bill paying purposes, this date will be
the earlier of actual acceptance or constructive
acceptance (see paragraph 070202).

B. Specific Due Dates.

1. Cost-Effective Discounts. Pay
within the discount period if cost-effective
discounts are offered in the contract or on the
contractor’s invoice. If the discount terms of the
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contract are not in agreement with the discount
terms offered on the invoice, the discount most
advantageous to the government will be taken
(See paragraph 020102-D.) Make payment as
close as possible to the discount due date. Do
not take the discount unless the invoice is paid
within the discount period. An interest penalty
will be assessed if a discount is taken errone-
ously and the deducted amount is not returned
to the contractor within the original payment
terms of the contract.

2. Fast Payment. When orders
are issued under Fast Payment procedures (see
paragraph 100301), payment is made based on
the contractor’s submission of an invoice which
consitutes a representation that delivery has been
made and that there has been compliance with
all provisions of the orders. Payment will be
made no later than 15 days after receipt of a
proper fast pay invoice at the office designated
in the contract to receive such invoice. Interest
penalties will accrue if payment is not made
within the 15-day time frame.

3. Contracts with Suppliers of
Meat, Meat Food Products, Fresh and Frozen
Fish Products, Poultry, and Egg Products.
Payment will be made as close as possible to, but
not later than, 7 calendar days from the date of
delivery of the product. The basic definition of
meat and meat food products is contained in the
Packers and Stockyards Act of 1921 (7 US.C.
181). Tt includes any perishable edible product
(fresh, chilled, or frozen) derived from the
slaughter of cattle, sheep, swine, horses, mules,
and goats. It encompasses processed refrigerated
meats such as luncheon slices, frankfurters,
bacon and ham. It excludes nonperishable
meats, all perishable or nonperishable mixed
products (meat and other food ingredients
combined ), seafood, game, and dairy products
other than eggs. The basic definition of "Fish"
was established by the Fish and Seafood Pro-
motion Act of 1986. "Fish" means finfish, mol-
lusks, crustaceans, and all other forms of aquatic
animal life used for human consumption. "Fish"
does not include marine mammals and seabirds.
The definition of "poultry meat" and "poultry
meat food products” includes perishable edible
(fresh, chilled, or frozen) poultry meat including
processed poultry such as poultry luncheon
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slices and frankfurters. It excludes nonperish-
able poultry, all perishable or nonperishable
mixed products (poultry and other food ingre-
dients combined), seafood, and game. In regard
to eggs and egg products, the following defini-
tion should be used: "Eggs" means the fresh
whole shell eggs of the domesticated chicken,
turkey, duck, goose or guinea. "Egg products”
means only frozen whole eggs, egg whites,
and/or egg yolks.

4. Contracts with Suppliers of
Perishable Agricultural Commodities. Payment
will be made as close as possible to, but not later
than, 10 calendar days from the date of delivery
of the product. The basic definition of perish-
able agricultural commodities is contained in the
Perishable Agricultual Commodities Act of 1930
(7 US.C. 499a(4)). It includes all fresh fruits and
fresh vegetables of every kind and character,
whether or not frozen or packed in ice. It ex-
cludes all fruits and vegetables which have been
manufactured into articles of food of a different
kind or character.

5. Contracts with Suppliers of
Dairy Products. Payment will be made as close
as possible to, but not later than, 10 calendar
days from the date on which a proper invoice
has been received at the activity designated in
the contract. Dairy products (refrigerated or
non-refrigerated) as defined in the Dairy Produc-
tion Stabilization Act of 1983 (7 U.S.C. 4502(¢)),
include, at a minimum, liquid milk, cheese,
certain processed cheese products, butter, yogurt,
sour cream, ice cream, edible fats or oils, and
food products prepared from edible fats or oils
(including, at a minimum, mayonnaise, salad
dressings, and other similar products). Items
such as peanut butter where oil is a by-product
of the process, and dry salad dressing mixes are
excluded.

6. Mixed Invoices. The disbursing
office may split the payment of a mixed invoice
(subject to differing payment time frames) and
make payment by the due date applicable to
each category. This policy also would apply to
the assessment of the late payment interest
penalty, when applicable.

7. Contracts for Utilities. Utility
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(gas, water, electricity, telephone, etc.) contracts
that include provisions for due dates and late
payment charges established by tariff or state
regulatory commissions will be paid according to
those terms. When there is no formal contract or
the contract is silent about payment terms, the
applicable tariff prevails. The above contracts
are not subject to the provisions of the PPA. All
other contracted utility services are subject to the
PPA.

8. Civilian Medical Services.
Claims for medical and dental care will be paid
promptly within 30 days from the receipt of a
properly adjudicated claim.

9. Contracts with Nonappropria-
ted Fund Instrumentalities (NAFIs). Payments
made to NAFIs should be treated the same as
payments to other Federal Agencies (see para-
graph 100101) and are not subject to PPA interest
penalties.

10. Contract Financing. Contract
financing payments are authorized to be made
prior to acceptance of supplies or services.
Contract financing payments include advance
payments, progress payments based on cost,
progress payments (other than under construc-
tion contracts or architect-engineer contracts)
based on a percentage or stage of completion,
and interim payments on cost-type contracts.
Contract financing payments should be made per
the specific payment terms in the contract.
Departmental policy is to make contract financ-
ing payments as expeditiously as possible. The
standard due date is 7 days for progress pay-
ments and 14 days for interim payments on cost-
type contracts. Where justified, the contracting
officer may specify a due date greater than, but
not less than, the standard. No interest penalty
will be paid to a contractor as a result of a
delayed contract financing payment. Final
invoices on cost-type contracts are subject to the
interest penalty provisions of the PPA. As stated
in the FAR, subpart 32.905(a) (1) (i), final invoices,
where the payment amount is subject to contract
settlement actions, shall be deemed accepted on
the effective date of the contract settlement.

NOTE: Contract financing payments do not
include invoice payments or payments for partial
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deliveries.

a. Construction Contracts.
Payments on construction type contracts are due
14 days after the receipt of a proper payment
request at the office designated in the contract to
receive such request. In certain cases where this
time frame does not afford the government a
reasonable time to adequately inspect and accept
the work or services performed, the contracting
officer may specify a longer payment period in
the contract. Late payments on construction type
progress payments are subject to late payment
interest penalties.

b. Architecture and Engi-
neering Contracts. Progress payments under
these types of contracts should be made 30 days
after the receipt of a proper request at the office
designated in the contract to receive such re-
quest. Late payments on architecture and engi-
neering type progress payments are subject to
late payment interest penalties.

070206 Effect of Contract Modification on
Payment Due Date

When a contract modification requires
or authorizes a payment to be make, the modifi-
cation must be issued by an authorized contract-
ing officer. Modifications to contracts can be di-
vided into two types. Those that affect con-
tractor performance (scope of the contract) and
those that are administrative in nature (e.g., a
change in the disbursing office or the appropria-
tion data). On a contract that requires a modi-
fication affecting the contract scope, the payment
clock will start with the effective date of the
modification. On a contract requiring an admini-
strative change, the payment clock will not start
on the effective date of the modification, but
rather on the date established by the criteria
contained in paragraph 070205-A.

070207 Date of Payment

Payment is considered to be made on
the date printed on the check itself, or on the
Electronic Fund Transfer settlement date.
Checks will be mailed or transmitted on the
same day for which the check is dated. Pay-
ments due (including discount periods) on
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Saturday or Sunday may be paid on Monday or
the next working day without interest. Pay-
ments due on legal holidays may be paid on the
next working day without interest.

0703 INTEREST

070301 Interest Penalty Requirements

Whenever an interest penalty is due,
the disbursing office will pay the interest due
automatically without requiring that the business
concern request such interest. The amount of
interest paid and the calculation of that amount
will be furnished to the business concern along
with the respective payment. Interest payments
of less than $1.00 should not be made. The dis-
bursing office should decline any requests for
such payments, whether or not the total interest
applicable to multiple bills exceeds $1.00. For
contracts issued on or before March 31, 1989, the
rate of interest will be the rate at the time of
payment. For contracts issued on April 1, 1989,
or later, the rate of interest will be the rate in
effect on the day after the due date (not neces-
sarily the payment date). The specific interest
rate will be applied to the total penalty period
(maximum 1 year interest) regardless of whether
the interest period carries over into different
interest rate periods.

070302 Additional Interest Penalty

As authorized by the Office of Manage-
ment and Budget (OMB) Circular A-125, revised
on December 12, 1989, contractors are entitled to
an additional interest penalty payment if all of
the following conditions are met:

A. The contractor is owed an interest
payment.

B. The interest was not paid with the
invoice payment to the contractor on the date on
which the interest became due.

C. The contractor was not paid the
interest within 10 days after the date on which
the invoice was paid.

D. The contractor makes a written re-
quest, not later than 40 days after the date on
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which the payment was made, for the additional
penalty.

E. The contractor must specifically as-
sert that late payment interest is due under a
specific invoice and request payment of any
overdue late payment interest penalty and such
additional penalty as may be required. To be
valid, the contractor’s request must be post-
marked by the 40th day after payment was
made. If there is no postmark, the request will be
valid if it is received and annotated with the
date of receipt by the 40th day. (If not properly
~ annotated, the date of the contractor’s request
letter will be used as the date of receipt). If the
contractor does not meet the 40 day requirement,
the disbursing office must inform the contractor
that the requirements for the additional payment
were not met and therefore, the request for the
additional payment is denied. The contractor
may, however, still be entitled to the original
interest penalty. The additional interes