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Original sponsor: Labor and Commerce

Committee
i IN THE HOUSE BY THE FINANCE COMMITTEE
al CS FOR HOUSE BILL NO. 139 (Finance)
31 IN THE LEGISLATURE OF THE STATE OF ALASKA
4ﬁ SIXTEENTH LEGISLATURE - FIRST SESSION
59 A BILL
3 For an Act entitled: "An Act relating to payments for purchases by school
7f districts and municipalities; and providing for an
3 effective date."

9 BEIT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
io * Section 1. PURPOSE. The purpose of this bill is to require munic-
n ipalities and school districts to pay for their purchases of goods and

12 services in atimely manner.

12 * Sec. 2. AS14.03 is amended by adding a new section to read:

14 Sec. 14.03.087. PAYMENTS FOR PURCHASES. () Payment for pur-
15 chases of goods or services provided to a school district must be made
16 by a required payment date that is

17 (1) the date on which payment 1is due under the terms of a
18m contract; or

19 (2) 30 days after the goods or services are received and
201; the school district that is responsible for paying for the purchase
2li receives a proper billing for the amount of the payment due, if a date
22 ; on which payment 1is due 1is not established by contract and if the
2313 billing contains or is accompanied by documents required by the con-
24 tract or purchase order.

25 i (b) If a seller offers a discount from the amount otherwise due
26 ; for property or services 1in exchange for payment within a specified
27 ; period of time, the school district may make payment in an amount
2a equal to the discounted price only 1if payment 1is made within the
29 specified period of time.

-1- * CSHB 139 (Fin)
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(c) If payment for goods or services purchased by the school
district is not made on or before arequired payment date under (a) of

this section, the school district shall pay interest on the unpaid
balance from the required payment date at the rate of 1.5 percent a
month, unless an agreement exists between the seller and the school
district that establishes a lower rate of interest or precludes the
charging of interest. If the interest-bearing period of time 1is
either (1) a fraction of a month, or (2) one or more full months plus
a fraction of a month, the school district shall pay the same amount
of interest for the fraction of a month as it would pay for a full
month.

(d) Except as provided in (f)of this section, this section does
not apply

(1) if the cost of the goods or services purchased exceeds
$500,000;

(2) to payment for specific goods or services 1in dispute
after a seller of goods or services receives notice from the school
district official responsible for authorizing payment for goods and
services that the amount of the 1invoice or quality of specif?": goods
or services 1is in dispute and stating the reasons for the dispute; the
school district shall pay for the specific goods or services in dis-
pute within 30 days after the resolution of the dispute;

( 3 ) to a contract covered by AS 36.90.010; or

4) to a payment for which reimbursement 1is available to

the school district under an insurance contract.

this section, payment is considered made on the date when
the payment 1is personally delivered to the® seller or agent of the
seller or on the date the payment is mailed.

) If a dispute

CSHB 1



favor of the seller, (c) of this section applies to the payment for
i*the goods or services involved in the dispute.

(o) In this section,

(1) "dispute” means a determination by the school district
official responsible for authorizing the payments for the purchase of
goods or services that the performance or price charged isnot 1in
compliance with the terms of the contractor purchase order;

(2) "school district” means a borough or city school dis—
trict and a regional educational attendance area.

Sec. 3. AS 29.10.200 1is amended by adding a new paragraph to read:
(51) AS 29.71.060 (payments for purchases).
Sec. 4. AS 29.71 1is amended by adding a new section to read:

Sec. 29.71.060. PAYMENTS FOR PURCHASES. (a) Payment for pur—
chases of goods or services provided to a municipality must be made by
a required payment date that 1is

(1) the date on which payment is due under the terms of a
contract; or

(2) 30 ci'tys after the goods or services are received "and
the municipality that 1is responsible for paying for the purchase
receives a proper billing for the amount of the payment due, if a date
on which payment 1is due is not established by contract and 1if the
billing contains or is accompanied by documents required by the con—
tract or purchase order.

(b) If a seller offers a discount from the amount otherwise due
for property or services in exchange for payment within a specified
period of time, the municipality may make payment in an amount equal

to the discounted price only if payment is made within the specified

period of time.
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municipality is not made on or before a required payment date under
(a) of this section, the municipality shall pay interest on the unpaid
balance from the required payment date at the rate of 1.5 percent a
month, unless an agreement exists between the seller and the munic—
ipality that establishes a lower rate of interest or precludes the
charging of interest. If the interest-bearing period of time 1is
either (1) a fraction of a month, or (2) one or more full months plus
a fraction of a month, the municipality shall pay the same amount of
interest for the fraction of a month as it would pay for a full month.
(d) Except as provided in (f) of this section, this section does

not apply

(€D if the municipality has adopted by ordinance substan—
tially similar procedures governing the payment of its purchases;

2 if the cost of the goods or services purchased exceeds
$500,000;

€)) to payment for specific goods or services in dispute
after a seller of goods or services receives notice from the municipal
official responsible for authorizing payment for goods and services
that the amount of the 1invoice or quality of specific goods or ser—
vices 1is in dispute and stating the reasons for the dispute; the
municipality shall pay for the specific goods or services 1in dispute
within 30 days after the resolution of the dispute;

(@)) toa contract covered by AS 36.90,010; or

©) toa payment for which reimbursement 1is available to
the municipality under an insurance contract.

(e) In this section, payment is considered made on the date when

the payment is personally delivered to the" seller or agent of the
seller or ca the date the payment is mailed.

@) IfT a dispute under (d)(3) of this section 1is resolved in-
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favor of the seller, (c¢) of this section applies to the payment for
the goods or services involved in the dispute.

(9 In this section, "dispute” means a determination by the
municipal official responsible for authorizing the payments for the
purchase of goods or services that the performance or price charged 1is
not in compliance with the terms of the contract or purchase order.

Sec. 5. This Act does not apply to purchase contracts entered into

5 before July 1, 1989.

* Sec. 6. This Act takes effect July 1, 1989.



OFFERED IN THE HOUSE BY THE FINANCE

TO: CSHB 139(Finance)
Page 4, following line 11:
Insert a new paragraph to read:
"(D) if the municipality has adopted by ordinances/procedures govern—

ing the payment of its purchases;"

Renumber the following paragraphs accordingly.

-1- 3/29/89



AMENDMENT

OFFERED IN THE HOUSE
TO: CSHB 139(Finance)

Page 2, lines 4-5:
Delete "1.5 percent a month"

Insert "10.5 percent a year"

Page 4, lines 3-4:

Delete "1.5 percent a month"

Insert "10.5 percent a year"

BY THE

FINANCE COMMITTEE

3/29/89



OFFERED IN THE HOUSE BY THE FINANCE COMMITTEE

TO: CSrB 139(Finance)

Page 1, line 7, following "districts":
Delete ™"and"

Insert ","

Page 1, line 7, following "municipalities™:

Insert ", and state agencies"”

Page 2, lines 4-5:
Delete "1.5 percent a month"

Insert "10.5 percent a year"

Page 4, lines 3-4:
Delete "1.5 percent a month"

Insert "10.5 percent a year"

Page 5, following line 4:
Insert new bill sections to read:
"* Sec. 5. AS 37.05.285(c) is amended to read:
(©) If payment for goods or services purchased by the state
not made on or before a required payment date under (a) of this sec—

tion, the state shall pay interest on the unpaid balance from the

S1- 3/29/89



required payment date at the vrate of 10.5 [1.5] percent a year
[MONTH], unless an agreement exists between the seller and the state
that establishes a lower rate of interest or precludes the charging of
interest. IfT the 1interest-bearing period of time 1is either (1) a
fraction of a month or (2) one or more full months plus a fraction of
a month, the state agency shall pay the same amount of interest for
the fraction of a month as it would pay for a full month.
* Sec. 6. AS 37.05.285(d) 1is amended to read:

(d) Except as provided in (g) of this section, this TTHIS]
section does not apply

(1) if the cost of the goods or services purchased exceeds
$500,000;

(2) to payment for specific goods or services 1in dispute
after a seller of goods or services receives notice from the state
official responsible for authorizing payment for goods and services
that the amount of the 1invoice or quality of specific goods or ser—
vices 1is in dispute and stating the reasons for the dispute; the state
agency shall pay for the specific goods or services in dispute within
30 days after resolution of the dispute; or

(3) to a contract covered by AS 36.90.010.

* Sec. 7. AS 37.05.285 is amended by adding a new subsection to read:
(9) If a dispute under (d)(2) of this section is resolved in
favor of the seller, (c) of this section applies to the payment for

the goods or servicesinvolved 1in the dispute.”

Renumber the following bill sections accordingly.

-2- 3/29/89
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Page

Page

Page

AMENDMENT

IN THE HOUSE

TO: CSHB 139(Finance)

1, line 7, following "districts":

Delete "and"

Insert

1, line 7, following "municipalities

(1] H 1
Insert ", and state agenC|esl

receives

Bannister

N

BY THE FINANCE COMMITTEE

of this section, this [THI

services purchased exceeds

in dispute

notice from the state

5, following line 4:
Insert new bill sections to read:
Sec. 5. AS 37.05.285(d) 1is amended to read:
(d) Except as provided in (9)

section does not apply

(1) if the cost of the goods or
$500,000;

(2) to payment for specific goods or services
after a seller of goods or St "vices
official

that the amount of the 1invoice or quality

vices 1is 1in dispute and stating the reasons

agency shall pay for the specific goods or

30 days after resolution of the dispute; or

-1-

responsible for authorizing payment for goods and services

of specific goods or ser—
for the dispute; the state

services 1in dispute within

3/29/89



(3) to a contract covered by AS 36.90.010.
* Sec. 6. AS 37.05.285 1is amended by adding a new subsection to read:
(9) IfT a dispute under (d)(2) of this section 1is resolved 1in
favor of the seller, (c) of this section applies to the payment for

the goods or services involved in the dispute.”

Renumber the following bill sections accordingly.

-2- 3/29/89



144 ¥ SINKLeY « SOLOOTNA. ALASKA 59660
PHONE (s0-; 262-4441

DON GUM*
MEMORANDUM MayCR
TO: Crystal Smith, Alaska Municipal League
FROM, o ~ Dolly Farnsworth, Mayor, Citv of Soldotr.a
Chair Taxation FInance Subcommittees
FROM: Thomas R. Boedeker, Kenai Peninsula Borough Attorney
Member Taxation & Finance Subcommittee
DATE: February 16, 1989
SUBJECT: Position or Testimony Regarding House Bill 139.
1. The rate for any late payments should not be at

the one and one-half percent per month with a fraction of a month
counting as an entire month. AS 36.05.010 dealing with
construction contracts charges retainage interest at 10.5% per
annum. That is a more appropriate rate for any delinquent
payment. AS 36.09.010 does not use the fractional months which
can be a problem and serious penalty.

2. The penalty aspect arises in that the bill does
not adc-res* differences between the operation of State government
and local government. State government separates the legislative
body from the administrative role and at the State level all
decisions are made by departments on approving payment of bills.
However, local government often has the local council or service
area board approving payment of bills. Until this approval
occurs the bill cannot be paid. Often bodies only meet-
twice- a month or once a month-and have publishing deadlines for
their agendas which would preclude an item from being included on
the agenda and would require consideration at the next meeting.
These procedures and requirements are generally known to
contractors who do business with those entities. However, House
Bill 139 does not give recognition to this difference between

te and local government.

An example would be where a fire service area board had
to approve the purchase and the billing comes in a week after
that board"s monthly meeting. The board would not meet for
another 23 or so days after the billing is received and the
approved payment of that billing is then forwarded to the
accounts payable department for the municipality which in some
cases may take several days for mail. Because of personnel
limitations municipalities often have a fixed schedule for
payment of accounts receivable of every other
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Testimony on House Bill 139
February 16, 1989
Page 2

put payment beyond the 30 days and thus invoke the interest
provisions of the statute. Even if the payment were one day lata
the interest would apply back to the original hilling date for
the first month that is otherwise a grate period. Payment on the
31st day results in a charge of 3%. Given the context of the
process for approval of payment of bills in local government,
that would seem inappropriate.

3. We believe that the interest should fxye-apply for-
the. first month even if lat&. Typically/ business provides
payment within 30 days and the interest or service charges apply
only for time subsequent to the original due date. House Bill
129 would make 1t retroactive to the original billing date which
is not consistent with private business practice and is in the
form of a penalty.

4. Municipalities often have ordinances governing
purchases. School districts may have other purchasing policies.
These have to be adopted in a written form and the public has an
opportunity to participate. This-bill gives no latitude for
different procedures established by local bodies. The bill
should not apply where such an ordinance or policy of the school
district has been adopted. Persons entering into purchase
agreements in light of locally established rules would know the
rules of the game and are voluntarily entering into a
relationship based on those ordinances or policies. There is no
reason that those policies should not be given effect where they
have been adopted.

5. The bill provides that the interest starts if
payment is not made within 30 days of the billing. The bill does
not define what is a "proper billing.” House Bill 139 would

apply even if the billing wee received before the goods.

Arguably one could say that would be a disputed billing, but why
require a local government to notify a vendor of a "ostensible
dispute” when it simply it is a matter of whether the goods have
been delivered and accepted. It is true that the municipalities
could enter into specific contracts which set other terms
regarding acceptance test periods and establishing cue dates
other than Just 30 days from the billing. However, this would be
a very cumbersome requirement and does not make any sense to
force local governments to enter into sum arrangements to
protect themselves against arbitrary interest charges that could
be triggered by House Bill 139, if adopted. Clearly, provisions
should be made that a proper billing is only one that is
submitted after acceptance of the good9 or services.

6. Although we believe that municipalities and school
districts should be responsible and pay their bills promptly,we
believe that the options for making prcmpt payment or
arrangements for contracting are really the province of the local
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government in establishing its relationship to the community ar.i
Its vendors. We can sae some requirement that municipalitiés,
adopt provisions for p[omp_t payment, however, a_mandate of this*
trype which imposes obligations” on the tnur.icipaiitias without
consideration of local Choree and option is inappropriate. One
ereason for the establishment of local governments is to allow the
flexibility needed for local conditions and circumstances. A
statewide ‘mandate ox a Parthular policy and a cost imposed fcr.

her inflexible program is not good public
policy and such a mandate should not be placed _u?on local
?overnmen_ts. Insertion of provisions in the bill to allow for
ocal options and have a general statutory requirement as a
default in the absence of some local provision would be a more
appropriate method.

TRBrbl
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Matanuska-Susitna Borough

P.p. BOX 1606, PALMER, ALASKA 66646-1606 « PHONE 745-4601
DEPARTMENT OP FINANCE

February 16, 1989

Representative Eileen Maclean
Chairman, _
Alaska House of Representative*
P. 0. Box V

Junaau, Alaska 99811
Deer Rapreaantative Maclean:

.| hava had an opg)ortunlty to review HBise. 1 foresee littla _or no
impact in applym%}, tha "Stata Procuremant Coda to Borouqh and School Diatrict
activities. |1 °believa that tha Borougrh currently complies, voluntarily, with
the requirements of AS 37,05.285. This iasut, asprassntsd In this hill,
relates to ths authority of local governments to manage thslr own affairs.
It is not, in my view, “sound public policy to have one governmental entity
dictating ths way another does business.

There are three issues which must be given someconaiderstloni

1. Department of Labor - will disputes between the State Department of
Labor and the contractor 'be considered disputes “under as
37.05.285(d)(2)?. Often municipalities must withhold Paym,ent to
contractors until e labor/wage issue s resolved. It" is not
reasonable to expect a municipality_to pay interest when tha monies
are withheld because of levy under Title 23 of the Alaska statutes.

2. Proper billing - this term, aa used in AS 37.05.285(e)(2) must be
defined. ~WHet constitutes a “proper b||||n?"? How “long does a
g]iw%|gal|ty have to '-aview records/work fo determine a proper

3. Int
AP

Please cell me if | can be of further assistance.

erest rate - 1.51 per month (AS 37,05.285(C)) results in an 18X
. This amount seems excessive In light of AS 45.45.010.

Sincerely,

Robert R. menaen
Finance Director

m
cc. Representative Ronald Larson
Representative Curt Menard,
Scott Burgeas, Alaska Municipal League



316 W. 11thSt. « Juneau, Alaska 99801-1510 <= (907)586-1083

POSITION PAPER

HB 139
Payment for Purchases

The Association of Alaska School Boards encourages opposition to HB 139, "An Act relating to
paymenrs by school districtsand rr jnicipalities; and providing foran effective date."

AASB has a number of concerns with the proposed legislation:

HISTORICAL PERSPECTIVE
There are various reasonswhy districtsmay not pay promptly, including (1) the procedure whereby
a supplier/servicermay invoice the district before the district has actually received the merchan—

dise, or (2) the district may be invoiced upon receiving only one-half of the order.

Another prevalent practice sthat school districtsmay order supplies inthe summer months and
receive the merchandise soon thereafter, with the agreement that the billwill be paid inAugust/

September when school starts.

Altermatives used by some districts include doing businesswith largersuppliersusing an expanded
credit lire, or they may delay the delivery of supplies to August. These practices may, insome
instances, preclude the use of local commerce.

ASSUMPTION
To entertain thishill isto suggest that Alaska™s school districtsare "poor pay” clientsor that they don"t

pay threir hilks. This Bsimply not trie. AASB snot aware ofany problem inthisregard. School districts
pay their hillson time.



HOUSE LABOR AND COMMERCE COMMITTEE

ALASKA STATE LEGISLATURE P.O. BOX Y, JUNE@_;)J 99811
453

March 28, 1989

MEMORANDUM
Members, House Finance Committee

Representative Dave Donley, Chair
House Labor and Commerce Committee

Re: CS for HB 139 (HESS)

The House Labor and Commerce Committee introduced HB 139 at the request of the
NFIB and other small Alaska businesses to assure prompt payment for the
delivery of goods and services to municipalities and school districts.

The original version of HB 139 extended AS 37.05, a law requiring the state to
pay for goods and services within 30 days of delivery, subject to a monthly
interest penalty ¢" 1.5 percent, to apply to municipalities and school
districts.

The Community and Regional Affairs Committee CS recreates state procurement law
as it pertains to "pay on time" provisions under Title 29 (Municipal Code) with
two changes: exempts municipalities from "pay on time" requirements for
reimbursable insurance payments and provides that the waiting period (30 days)
does not begin until proper billings are received by the municipality actually
responsible for payment.

The House HESS CS does the same thing for school districts that the C&RA CS
does for municipalities. It recreates state procurement law language under
Title 14 to apply directly to school districts with the same changes inserted
for municipalities in the C&RA CS.

HB 139 is an important measure for Alaska's small business community. The
state has experienced no difficulties in complying with the "pay on time"
provisions adopted three years ago and, in fact, have saved money by avoiding
various late charges and penalties. HB 139 should do the same for
municipalities and school districts and it will help Alaska's small businesses
in the process by assuring timely payment for the services they provide local
government.

¢



MUNICIPAL

TELEPHONE
Q36135 217 SECOND STREET, SUITE200
JUNEAU ALASKA 99801
FAX 463-5480
TO: Representative Johnny E Ilis, Chair
Members of the House Health, Education

and Social Services Committee
FROM: Scott A. Burgess, Executive Directo,
DATE: March 15, 1989
SUBJECT: CSHB 139 (C&RA) - Payments for purchases by school districts and

municipalities

The AML is opposed to CSHB 139 (C&RA) as an unnecessary and inappropriate

intrusion by the State into local affairs. In opposing the legislation the
AML is not opposing timely payment of valid bills for purchases of goods and
services. M unicipalities handle their business affairs in a manner that is
distinctly different than that of the State. The State mandating purchasing

and payment procedures adopted by the State on municipalities not recognize

the differences between the two levels of government and among the various

local entities.

M unicipalities and school districts range in size, access, staffing, hours
of operation, and procurement sophistication; therefore, a blanket
requirement of 18% annual interest on bills due over thirty days does not
recognize these differences, as well as how the entities purchase, receive
and pay for goods and services. Some municipalities and school districts
do not operate even five days a week, 12 months o f the year. Other
municipalities and school districts have very sophisticated procurement

policies or ordinances.

\Y

On the specifics of the bill, an interest rate of 18 percent a year seems
excessive, especially on a 1.5 percent per month or fraction of the month
basis. The rate of interest in the state is 10.5 percent a year under AS
45.45.010¢(a). This is the rate of interest required of municipalities by
the State (unfortunately) for funds retained on public construction projects
by reference wunder AS 36.90.010.
Again, AML does not support CSHB 139; however, if the Committee decides CSHB
139 is an appropriate mandate on local government, AML would request, at a
minimum, amending the b ill as follows:
On page 3, amend Section 5, Sec.29.71.060 as follow":

(c) If payment for goods or services purchased by the municipality
not made on or before a required payment date under (a) of this section, the
municpality shall pay interest on the wunpaid balance from the required

MEMBER OF THE NATIONAL LEAGUE OF CITIES AND THE NATIONAL ASSOCIATION OF COUNTIES
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AML Testimony on CSHB 139

March 15, 1989 -V

Page 2

payment date at the rate of 10.5 [1.5] percent a vear [MONTH], unless an
agreement exists between the seller and the municipality that establishes
a lower rate of interest or precludes the <charging of interest. [ITF THE
INTEREST-BEARING PERIOD OF TIME IS EITHER (1) A FRACTION OF A MONTH, OR (2)
ONE OR MORE FULL MONTHS PLUS A FRACTION OF A MONTH, THE MUNICIPALITY SHALL
PAY THE SAME AMOUNT OF INTEREST FOR THE FRACTION OF A MONTH AS IT WOULD PAY
FOR A FULL MONTH.]

(d) This section does not apply

(1) if the municipality has adopted by ordinance a

addressing payments for purchases;

(2 [11]) if the cost of the goods or services purchased exceeds
$500,000 ;...

Thank you for your consideration.

procedure





