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FISCAL NOTE

I. REQUEST
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Offered: 6/15/83
Referred: Finance

Original sponsors: Shultz, Duncan
and Liska

1 IN T H E  H O U S E  B Y  T H E  L A B O R  A N D  C O M M E R C E  C O M M I T T E E

2 S E N A T E  CS F O R  CS F O R  H O U S E  B I L L  NO. 210 (L&C)

3 I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A

4 T H I R T E E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N

5 A  B I L L

6 F o r  a n  Act e n t i t l e d :  " A n  A c t  r e l a t i n g  to p a y m e n t  f o r  p u r c h a s e s  b y  the

7 st at e ;  an d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . "

8 B E  IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :
J

9 * S e c t i o n  1. AS 3 7 . 0 5  is a m e n d e d  b y  a d d i n g  a n e w  s e c t i o n  to read:

10 Sec. 3 7 . 0 5 . 2 7 5 .  P A Y M E N T  F O R  S T A T E  P U R C H A S E S .  (a) P a y m e n t  f o r

11 p u r c h a s e s  o f  g o o d s  o r  s e r v i c e s  p r o v i d e d  a s t a t e  a g e n c y  m u s t  be m a d e  o n

12 a r e q u i r e d  p a y m e n t  d a t e  that is

13 (1) th e d a t e  on w h i c h  p a y m e n t  is d u e  u n d e r  th e  t e r m s  o f  a

14 c o n t r a c t ;  or

15 (2) 30 d a y s  a f t e r  r e c e i p t  o f  s p r o p e r  i n v o i c e  f o r  th e

16 a m o u n t  of the p a y m e n t  due, if a s p e c i f i c  d a t e  o n  w h i c h  p a y m e n t  is d u e

17 is no t  e s t a b l i s h e d  by c o n t r a c t  a n d  if the i n v o i c e  c o n t a i n s  o r  is

18 a c c o m p a n i e d  by d o c u m e n t s  r e q u i r e d  by th e  c o n t r a c t  or p u r c h a s e  order.

19 (b) If a s e l l e r  o f f e r s  a d i s c o u n t  f r o m  the a m o u n t  o t h e r w i s e  d u e

2.0 for p r o p e r t y  or s e r v i c e s  i n  e x c h a n g e  f o r  p a y m e n t  w i t h i n  a s p e c i f i e d

21 p e r i o d  of time, the s t a t e  a g e n c y  m a y  m a k e  p a y m e n t  in a n  a m o u n t  e q u a l

22 to the d i s c o u n t e d  p r i c e  o n l y  if p a y m e n t  is m a d e  w i t h i n  the s p e c i f i e d

23 p e r i o d  of time.

24 (c) I f  p a y m e n t  for g o o d s  o r  s e r v i c e s  p u r c h a s e d  b y  the  s t a t e  is

25 n o t  m a d e  w i t h i n  30 d a y s  of a r e q u i r e d  p a y m e n t  d a t e  u n d e r  (a)(1) of

26 t h i s  s e c t i o n  or on the r e q u i r e d  p a y m e n t  d a t e  s p e c i f i e d  in (a)(2) of

27 t h i s  s e c t i o n ,  th e  s t a t e  s ha l l  p a y  i n t e r e s t  o n  t h e  u n p a i d  b a l a n c e  f r o m

28 t h e  d a t e  of r e c e i p t  of the i n v o i c e  for the g o o d s  o r  s e r v i c e s  at the

29 r a t e  of on e  and o n e - h a l f  p e r c e n t  a m o n t h  u n l e s s  a n  a g r e e m e n t  e x i s t s

- 1 -  SCS C S H B  2 1 0 ( L & C )



1 b e t w e e n  the s e l l e r  a n d  t h e  s t a t e  that p r e c l u d e s  th e  c h a r g i n g  o f  int e r -

2 e s t .

3 (d) T h i s  s e c t i o n  d o e s  no t  a p p l y

4 (1) if t h e  c o s t  of th e  g o o d s  o r  s e r v i c e s  p u r c h a s e d  e x c e e d s

5 $ 5 0 0 , 0 0 0 ;  o r

6 (2) to p a y m e n t  f o r  a n y  s p e c i f i c  g o o d s  or s e r v i c e s  i n  d i s -

7 p u t e  a f t e r  a s e l l e r  o f  g o o d s  o r  s e r v i c e s  r e c e i v e s  n o t i c e  f r o m  t h e

8 s t a t e  o f f i c i a l  r e s p o n s i b l e  fo r  a u t h o r i z i n g  p a y m e n t  fo r  g o o d s  a n d

9 s e r v i c e s  tha t  the a m o u n t  o f  t h e  i n v o i c e  o r  q u a l i t y  o f  s p e c i f i c  g o o d s

10 o r  s e r v i c e s  is i n  d i s p u t e  a n d  s t a t i n g  th e  r e a s o n s  f o r  t h e  d i s p u t e .

11 (e) I n t e r e s t  p a i d  u n d e r  (c) of thi s  s e c t i o n  s h a l l  b e  c h a r g e d  to

12 the b u d g e t  of the s t a t e  a g e n c y  w h i c h  p u r c h a s e d  th e  g o o d s  o r  s e r v i c e s .

13 (f) I n  t h i s  s e c t i o n

14 (1) " d i s p u t e "  m e a n s  a d e t e r m i n a t i o n  b y  th e s t a t e  t f f i c i a l

15 r e s p o n s i b l e  f o r  a u t h o r i z i n g  the  p a y m e n t s  f o r  the p u r c h a s e  o f  g o o d s  o r

16 s e r v i c e s  that th e p e r f o r m a n c e  o r  p r i c e  c h a r g e d  is n o t  i n  c o m p l i a n c e

17 w i t h  th e  t e r m s of t h e  c o n t r a c t  o r  p u r c h a s e  order;

18 (2) p a y m e n t  is c o n s i d e r e d  m a d e  o n  the d a t e  w h e n  the p y ment

19 is p e r s o n a l l y  d e l i v e r e d  to the s e l l e r  or a g e n t  of t h e  s e l l e r  o r  o n  t h e

20 d a t e  the p a y m e n t  is m a i l e d ;

21 * Sec. 2. T h i s  A c t  d o e s  n o t  a p p l y  to c o n t r a c t s  e n t e r e d  i n t o  b e f o r e  th e

2.2 e f f e c t i v e  d a t e  o f  this A ct.

23 * Sec. 3. T h i s  A c t  t a k e s  e f f e c t  O c t o b e r  1, 1983.

SCS C S H B  2 1 0 ( L & C ) - 2 -



P r o w ,  S l w t R  .

A N A L Y S I S  O F  S S H B  2 1 0

%

if

" A n  A c t  r e l a t i n g  to p a y m e n t  f o r  p u r c h a s e  by t h e  S t a t e ;  an d  p r o v i d i n g  for an 

e f f e c t i v e  d a t e . "  \

*.

S e c t i o n  1  (a) r e q u i r e s  t h e  a g e n c y  to p a y  o n  a r e q u i r e d  p a y m e n t  d a t e  as
\ . ml

d e f i n e d  u n d e r  t e r m s  o f  a c o n t r a c t  o r  30 d a y s  a f t e r  r e c e i p t  of p r o p e r  invoice.

S u b s e c t i o n  (b) p r o v i d e s  for t h e  S t a t e  to t a k e  a d v a n t a g e  o f  a n y ^ d i s c o u n t s
j:'

o f f e r e d  b y  a v e n d o r  a n d  if i n v o i c e  is p a i d  i n  time, th e  S t a t e  a g e n c y  w i l l  

d e d u c t  t h e  a m o u n t  of t h e  d i s c o u n t  o f f e r e d  f r o m  t h e  t o t a l  a m o u n t  of £ h e - i n v o i c e .
• v. i

S u b s e c t i o n  (c) e s t a b l i s h e s  t h e  r a t e  of i n t e r e s t  at 1 . 5 %  p e r  m o n t h  that

m u s t  b e  p a i d  b y  t h e  S t a t e  f o r  a p a s t  d u e  b a l a n c e  -  a l s o  p r o v i d e s  f o r  the

e x c l u s i o n  of  i n t e r e s t  in the e v e n t  t h a t  t h e  s e l l e r  a n d  t h e  S t a t e  h a v e  a m u t u a l  

a g r e e m e n t .  . L

S u b s e c t i o n  (d) 1. e x e m p t s  p u r c h a s e s  o f  m o r e  t h a n  $ 5 0 0 , 0 0 0  f r o m  the

p r o v i s i o n s  of t h e  b ill.

S u b s e c t i o n  (d) 2. p r o v i d e s  fo r  a n  e x ception, in t h e  e v e n t  t h e  S t a t e

n o t i f i e s  t h e  v e n d o r  or  s e l l e r  of a d i s p u t e  i n  t h e  i n v o i c e .

S u b s e c t i o n  (e) p r o v i d e s  t h a t  a n y  i n t e r e s t  i n c u r r e d  b y  l a c k ^ o f  p r o m p t

p a y m e n t  w i l l  b e  charged, to t h e  b u d g e t  of th e  d e p a r t m e n t  i n v o l v e d .

S u b s e c t i o n  (f) I. d e f i n e s  " d i s p u t e "  as n o n c o m p l i a n c e ,  i n  p e r f o r m a n c e
«»

o r  p r i c e ,  w i t h  t h e  t e r m s  of t h e  c o n t r a c t ,  as d e t e r m i n e d  b y  a d m i n i s t e r i n g  

S t a t e  o f f i c e r .

S e c t i o n  2. E x e m p t s  an y  c o n t r a c t s  e n t e r e d  i n t o  b e f o r e  t h e  e f f e c t i v e  d a t e



O f f e r e d :  5 / 1 7 / 8 3
F o r  T o d a y ' s  C a l e n d a r

O r i g i n a l  s p o n s o r s :  S h u l t z ,  D u n c a n
a n d  L i s k a

I N  T H E  H O U S E  B Y  T H E  F I N A N C E  C O M M I T T E E

CS F O R  H O U S E  B I L L  NO. 2 1 0  ( F i n a n c e )  a m  

I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

T H I R T E E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N  

A  B I L L

F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  to p a y m e n t  f o r  p u r c h a s e s  by the

s t a t e;  a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . "

B E  IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

* S e c t i o n  1. A S  3 7 . 0 5  is a m e n d e d  b y  a d d i n g  a n e w  s e c t i o n  to read:

Sec. 3 7 . 0 5 . 2 7 5 .  P A Y M E N T  F O R  S T A T E  P U R C H A S E S .  (a) P a y m e n t  for

p u r c h a s e s  o f  g o o d s  o r  s e r v i c e s  p r o v i d e d  a s t a t e  a g e n c y  m u s t  b e  m a d e  o n

a r e q u i r e d  p a y m e n t  d a t e  that is

(1) th e  d a t e  o n  w h i c h  p a y m e n t  is d u e  u n d e r  t h e  t e r m s  of a

c o n t r a c t ;  o r

(2) 30 d a y s  a f t e r  r e c e i p t  o f  a p r o p e r  i n v o i c e  f o r  the

a m o u n t  of t h e  p a y m e n t  due, if a s p e c i f i c  d a t e  on w h i c h  p a y m e n t  is du e  

is not  e s t a b l i s h e d  by c o n t r a c t  a n d  if the i n v o i c e  c o n t a i n s  o r  is 

a c c o m p a n i e d  by d o c u m e n t s  r e q u i r e d  b y  t i e  c o n t r a c t  o r  p u r c h a s e  order.

(b) I f  a s e l l e r  o f f e r s  a d i s c o u n t  f r o m  the a m o u n t  o t h e r w i s e  due

f o r  p r o p e r t y  or s e r v i c e s  i n  e x c h a n g e  f o r  p a y m e n t  w i t h i n  a s p e c i f i e d  

p e r i o d  o f  time, t h e s t a t e  a g e n c y  m a y  m a k e  p a y m e n t  in a n  a m o u n t  e q u a l  

to the d i s c o u n t e d  p r i c e  o n l y  if p a y m e n t  is m a d e  w i t h i n  t h e  s p e c i f i e d  

p e r i o d  of time.

(c) If p a y m e n t  f o r g o o d s  or s e r v i c e s  p u r c h a s e d  b y  the s t a t e  is

n o t  m a d e  w i t h i n  30 d a y s  of a r e q u i r e d  p a y m e n t  d a t e  u n d e r  (a)(1) of 

t his s e c t i o n  o r  o n  the r e q u i r e d  p a y m e n t  d a t e  s p e c i f i e d  in (a)(2) of 

t h i s  s e c t i o n ,  the s t a t e  s h a l l  p a y  i n t e r e s t  o n  the u n p a i d  b a l a n c e  f r o m  

th e  d a t e  of r e c e i p t  of the i n v o i c e  f o r  the g o o d s  o r  s e r v i c e s  at the 

r a t e  of one a n d  o n e - h a l f  p e r c e n t  a m o n t h  u n l e s s  a n  a g r e e m e n t  e x i s t s

-1- C S H B  2 1 0 (Fin) a m



1 b e t w e e n  th e  s e l l e r  a n d  the  s t a t e  that p r e c l u d e s  th e  c h a r g i n g  of in-

2 terest.

3 (d) Thi s s e c t i o n  d o e s  no t  a p p l y

4 (1) if th e  c o s t  of the g o o d s  o r  s e r v i c e s  p u r c h a s e d  e x c e e d s

5 $ 5 0 0 , 0 0 0 ;  or

6 (2) to p a y m e n t  f o r an y  s p e c i f i c  g o o d s  o r  s e r v i c e s  i n  d i s -

7 p u t e  a f t e r  a s e l l e r  of g o o d s  o r  s e r v i c e s  r e c e i v e s  n o t i c e  f r o m  t h e

8 s t a t e  o f f i c i a l  r e s p o n s i b l e  f o r  a u t h o r i z i n g  p a y m e n t  f o r  g o o d s  a n d

9 s e r v i c e s  that the a m o u n t  o f  the i n v o i c e  o r  q u a l i t y  of s p e c i f i c  g o o d s

10 or s e r v i c e s  is in d i s p u t e  a n d  s t a t i n g  the r e a s o n s  for the d i s p u t e .

11 (e) I n t e r e s t  p a i d  u n d e r  (c) of this s e c t i o n  s h a l l  b e  c h a r g e d  to

12 th e  b u d g e t  of t h e  s t a t e  a g e n c y  w h i c h  p u r c h a s e d  t h e  g o o d s  o r  s e r v i c e s .

13 (f) I n  this s e c t i o n

H  (1) " d i s p u t e "  m e a n s  a d e t e r m i n a t i o n  b y  the s t a t e  o f f i c i a l

15 r e s p o n s i b l e  for a u t h o r i z i n g  the p a y m e n t s  f o r  the p u r c h a s e  o f  g o o d s  o r

16 s e r v i c e s  that the p e r f o r m a n c e  o r  p r i c e  c h a r g e d  is n o t  i n  c o m p l i a n c e

17 w i t h  the t e rm s  of th e  c o n t r a c t  or p u r c h a s e  order;

18 (2) p a y m e n t  is c o n s i d e r e d  m a d e  o n  the d a t e  w h e n  the p a y m e n t

19 is p e r s o n a l l y  d e l i v e r e d  to the s e l l e r  or a g e n t  o f  the s e l l e r  o r  o n  th e

20 d a t e  the p a y m e n t  is m a i l e d ;

21 (3) " s t a t e  a g e n c y "  ha s the m e a n i n g  g i v e n  in A S  3 7 . 0 5 . 3 2 0

22 a n d  a l s o  i n c l u d e s  the l e g i s l a t i v e  an d  j u d i c i a l  b r a n c h e s .

23 * Cec. 2. T h i s  A c t  d o e s  n o t  a p p l y  to c o n t r a c t s  e n t e r e d  i n t o  b e f o r e  the

24 e f f e c t i v e  d a t e  of this Act.

25 *  Sec. 3. T h i s  Act t a k e s  e f f e c t  J u l y  1, 1983.

C S H B  2 1 0 ( F i n )  a m - 2 -
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referred to the
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I. R E Q U E S T I I .  FISCAL DETAIL
Agency Affected: AllBi 1 1/Resolution No.: HB ?ns79in

Tit le :  Relating to Payment of Interest Program Category Affected: All-
Sponsor: Duncan/Shultz
Requestor: H o u s e  S t a t e  A f f a i r s

by State BRU, Program of Subprograms) Affected":

EXPENDITURES/REVENUES: (Thousands of Doll ars)
FY 83 FY 84 FY 85 FY 86 FY 87 FY 88

OPERATING !
100 PERSONAL SERVICES
200 TRAVEL ------1
300 CONTRACTUAL
400 COMMODITIES
500 EQUIPMENT 1
600 LAND & STRUCTURES |
700 GRANTS, CLAIMS, ETC 0 1,125 . (1l, 125 . r 1,125.fi l . 125 J 1,12 5.0

1
TOTAL OPERATING 0 1,125.01,125.0 l,125.O|l,125.0 1,125.0

CAPITAL

REVENUE

FUNDING: (Thousands of Dollars)
GENERAL FUND 0 tl . 125. Oil. 125.0 1.125. Oil. 125 . oil. 125.0
FEDERAL FUNDS 1 1
OTHER (Specify Source) 1

J 1 1

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

I I I .  SOURCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

N o  s o u r c e  i d e n t i f i e d  b y  t h e  L e g i s l a t u r e .

IV. ANALYSIS: Attach a separate page

i c t i n gPrepared By: T o m  H a a s ,

Division: F i n a n c e

for any Analysis

L i r e c t o r

Approved by Comrnissicne^T^^s3 Rudd 
Department: * A d m i n i s t r a t i o n

Phone:__ 4 65-2 24 0
Date: 3/17/83

Date: 3/17/83

Distribution:
Original to Legislative Finance
Copy to Office of Management and Budget (for Legislature introduced b i l ls )
Copy to Department (for Governor introduced b i l l s )
Copy to Sponsor _ no,
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IV. ANALYSIS

The Department of Administration is opposed to this Legis­
lation, not because we disagree with the idea of the State 
paying its bill in a timely manner, but because we feel there
are better ways to address this problem. In determining the
fiscal impact on mandatory payment of interest, it is impos­
sible to place a definite dollar amount for the cost. Many 
items must be taken into consideration.

First, in order to calculate what the interest cost would 
be, a detailed analysis would be necessary to determine what 
the dollar amount of bills paid in excess of 30 days might be. 
Readily available information does not exist. However, to show 
what the potential impact might be, we offer this example,
making a number of assumptions.

On the assumption that the State annual budget is $3.0 
billion and that 50% of that budget represents vendor payments 
effected by this legislation. Further we assume that 5% of the 
vendor payments might be subject to penalty as defined in the 
Legislation. Based on these assumptions, the interest penalty 
could be as high as $1,125,000.00.

Calculated as follows:

$3,000,000,000.00 Annual Budget 
__________X 50%

$1,500,000,000.00 Potential Vendor Payments 
__________X 5%

$ 75,000,000.00 5% Subject" to Penalty
X 0.15%

1,125,000.00 interest Penalty for Bills Paid 
-------------  in Excess of 30 Days.

The preferrable way to avoid penalty payments is to pay 
vendors within the 30 day period. This is and always has been 
the goal of the Department of Administration. The only effec­
tive way of doing this is either to divert current staff of the 
various State agencies to the effort of paying bills timely or 
to develop the agencies internal procedures and the Department 
of Administration's automated systems in order to address the 
payment problem. The cost to the State in providing additional 
staff or a bill paying effort that would pay all bills within 
30 days using the current system has not be determined. The 
Cepartment of Administration is currently in the process of
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redesigning the statewide accounting system which will include 
features that will improve the bill paying and tracking capa­
bilities of the State.

While v/e recognize the problem of paying vendors in a 
timely manner is a serious matter, we should point out that for 
the most part, vendors are paid timely. For a 12 month period, 
the State paid on the average of 70,200 invoices a month.
During that time, the average payment time was 29 days. The 
high monthly average was 33 days while the low monthly average 
was 24 days. During this period, only two months exceeded 30 
days payment time.

In addition to the costs of attempting to improve the 
payment time and the potential interest penalties, we should 
also consider the cost of increased bureaucracy that would be 
involved in determining what payments would be subject tc 
penalty, what period of time would be covered, as well as the 
logistics of making the interest payments, all of these would 
be costs to the State in time and effort.

Lastly, it should be noted that the funding of the 
interest payments would need to be 100% State funds. We have 
been advised by the U.S. Office of Management and Budget that 
the Prompt Payment Act (P.L. 970177) prohibits the use of 
Federal grant funds for the agencies that are primarily 
federally funded. (Copy of OMB letter attached)

Again, we are not opposed to timely payment of vendor 
bills but are concerned with the method of achieving that goal.




