Compliance

810 - Prompt Payment Act

810 - Prompt Payment Act
Note: The auditor may complete this compliance summary or prepare equivalent documentation only if provisions of the Prompt Payment Act are significant as indicated on Form 802 - General Compliance Checklist at FAM 802-7. OMB guidance on the Prompt Payment Act is included in 5 C.F.R. Part 1315.
	Name of entity: 



__ 
_





Compliance Summary





Prepared by: 

_______​
​​​​​_

Audit period: 






_______















Reviewed by: 


_
_______


	
Provision description
	
Objective
	
Control activities
	IS
(Y/N)
	Effective

compliance

controls?
	Instances of noncompliance noted?

	1.
If payment for property or services from a business concern is not made by the required due date, an interest penalty shall be paid to the concern on the amount of the payment due.  The interest penalty shall be paid for the period beginning on the day after the required payment date and ending on the date on which payment is made.  (See notes 1, 2, 3, 4, and 5.)

Type: Transaction-based

Ref: 31 U.S.C. 3902(a) and (b)


	1a.
All payments for property or services that are not made by the payment due date are identified. (See note 1.)

1b.
Interest penalties are calculated and paid on the past due amount using the appropriate interest rate and period. (See notes 2, 3, 4, and 5.)
	[Document the control activities used by the entity to achieve the objective.]
	[Is con​trol depen​dent on com​puter pro​ces​sing?]
	[Indicate yes or no; include reference to supporting documenta​tion.]
	[Indicate yes or no; include reference to supporting documentation.]

See Compliance Audit Procedures 

FAM 810 step 4(a) and (b).

	2.
Penalties shall be paid out of amounts made available to carry out the program for which the penalty is incurred.  

Type: Transaction-based

Ref: 31 U.S.C. 3902(f)


	2.
Interest penalties are paid out of the appropriation used to pay related program expenditures.
	
	
	
	See Compliance Audit Procedures 

FAM 810 steps 4(c), 5(c), and 6.

	3.
Discounts offered by a business concern may be taken only if payment is made within the specified time as determined from the date of the invoice.  An interest penalty shall be paid on improperly taken discounts. 

Type: Transaction-based

Ref: 31 U.S.C. 3904
	3a.
Discounts taken after the specified time period are identified.

3b.
Interest penalties are properly calculated and paid on the amount of any improperly taken discounts using the appropriate interest rate and period.
	
	
	
	See Compliance Audit Procedures 

FAM 810 step 5(a) and (b).


Note: The auditor may complete this program or prepare equivalent documentation only if provisions of the Prompt Payment Act are significant as indicated on Form 802 - General Compliance Checklist at FAM 802-7. These procedures test compliance with the provisions listed on the Compliance Summary. OMB Guidance on the Prompt Payment Act is included in 5 C.F.R. Part 1315.
	Name of entity: 








_________
Audit period: 










_________










Reviewed by: 










_________

	Audit Procedures
	Done by/date
	Doc Ref

	1) Based on the preliminary assessment of compliance control effectiveness (as documented on Form 810 - Compliance Summary), select a sample of payments from throughout the audit period. (The sample size will vary based on the expected effectiveness of compliance controls as discussed in FAM 460.02.) Document the sampling approach using the documentation in FAM 495 E.  See note 6 regarding sampling efficiencies and completeness of the population.

Sample size
 






Sample selection method





	
	

	2) For each item selected in step 1, obtain the supporting documentation for the payment such as the invoice voucher package.

a) Document the following items in the documentation

· invoice number;

· payee;

· invoice amount;

· invoice date;

· invoice receipt date (or other date used for determining compliance with this law - see step 2(b));

· payment date;

· amount of interest penalty paid, if any;

· amount of discount taken, if any; and

· appropriation account(s) charged for the expenditure and interest penalty, if any.
	
	

	b) For each item selected, note whether the payment was made by the required due date. The required due date may be the date specified in the contract or, if a date is not specified, 30 days after receipt of the invoice (31 U.S.C. 3903(a)(1)(A) and (B)). If payment is for meat or meat food products, perishable agricultural products, dairy products or construction contracts, consult with OGC to determine payment due date. Specific payment due dates to avoid interest penalties are established by law for these items. (31 U.S.C. 3903(a)(2), (3), (4), and (6))

The invoice receipt date is the later of (1) the date the entity’s designated representative or office actually receives a proper invoice or (2) the 7th day after the date on which, in accordance with the terms and conditions of the contract, the property is actually delivered or performance of the services is actually completed (unless the entity accepted the property or services before the 7th day or a longer acceptance period is specified in the contract). If the date of actual invoice receipt is not indicated, the entity must use the invoice date. (31 U.S.C. 3901(a)(4)(A) and (B))

If the payment was made on or prior to the payment due date, perform step 3.

If the payment was made after the payment due date, perform step 4.

If a discount was taken, perform step 5.

	
	

	3) If the payment was made on or prior to the payment due date, and no discount was taken, determine that no interest penalty was paid.

(Note: If the entity did not take advantage of a discount for which it was eligible or if an interest penalty was paid when it was not owed, the auditor generally should determine the cause of these items for purposes of reporting findings.)
	
	

	4) If the payment was made after the payment due date, determine whether

a) an interest penalty was paid;

b) the amount of the interest penalty was properly calculated; and

c) the interest penalty was paid out of the appropriation used to pay the related expenditures. 

Review the accounting codes indicated on the expense voucher. Determine whether the accounting codes used to record the interest penalty are the same as those used for the related expenditure and whether the codes and amounts agree with those recorded in the budgetary accounting records. (See step 6 regarding proper summarization of amounts.)  (31 U.S.C. 3902 (a), (b), and (f).)

Investigate any differences between the amount of interest penalty calculated by the auditor and the amount paid by the entity, including any instances when an interest penalty was owed but not paid. See note 5.  Investigate any instances when the proper appropriation account was not charged.

See note 2 regarding the interest rate to be used. See notes 3 and 4 regarding the period the penalty should cover. 


	
	

	5) If a discount was taken, determine whether it was taken during the specified period the discount was available. If the discount was taken during the specified period, further consideration is not necessary.

If any discounts are taken after the appropriate time period, determine whether

a) an interest penalty was paid,

b) the amount of the interest penalty was properly calculated, and

c) the interest penalty was charged against the appropriation used for the related expenditures.

Review the budget accounting codes indicated on the expense voucher. Determine whether the budget accounting codes indicated on the voucher for the interest penalty are the same as those used for the related expenditure. Determine whether the codes and amounts on the voucher agree with those recorded in the budgetary accounting records. (See step 6 regarding proper summarization of the budgetary amounts.) (31 U.S.C. 3902 (a), (b), and (f), and 31 U.S.C. 3904)

Interest penalties should be calculated on the amount of the discount. The penalty accrues on the amount of the discount from the last date specified that the discounted amount may be paid (31 U.S.C. 3904). See note 2 regarding the interest rate to be used to calculate the interest penalty. 

Investigate any differences between the amount of interest penalty calculated by the auditor and the amount paid by the entity, including any instances when an interest penalty was owed but not paid. Investigate any instances when the proper appropriation account was not charged.

	
	


	Name of entity: 








_________
Audit period: 






Reviewed by: 




	
	

	Audit Procedures
	Done by/date
	Doc Ref

	6) Consider the procedures performed on the entity’s budget controls over summarization of expenditure balances as discussed in FAM 395 F.

If the auditor has assessed the entity’s controls as effective in achieving the control objective of summarization of expenditure balances, further procedures are not necessary to obtain assurance as to whether interest penalties are paid out of the proper appropriation account.

If the auditor has assessed the controls as ineffective, the auditor should perform procedures to determine if the entity has properly summarized the expenditure balances as described in FAM 495 B.
	
	

	7) If the entity does not appear to be in compliance based on the results of tests performed, the auditor should discuss these matters with OGC and, when appropriate, the Special Investigator Unit to conclude if noncompliance actually has occurred and the implications of such noncompliance. For any noncompliance noted, the auditor should

·      identify the weakness in compliance controls that allowed the noncompliance to occur, if not previously identified during compliance control testing;

·      report the nature of any weakness in compliance controls and consider modification of the opinion on internal control as appropriate (see FAM 580.32-.61);
·      consider the implications of any instances of noncompliance on the financial statements; and

·      report instances of noncompliance, as appropriate (see FAM 580.67-.75).
	
	

	8) Document conclusions on compliance with each provision on Form 810 - Compliance Summary.
	
	


Note 1:
The required due date is generally the date specified in the contract or, if a date is not specified, 30 days after receipt of the invoice (31 U.S.C. 3903(a) (1) (A) and (B)) If payment is for meat or meat food products, perishable agricultural products, dairy products or construction contracts, consult with OGC to determine payment due date. Specific payment due dates to avoid interest penalties are established by law for these items. (31 U.S.C. 3903(a) (2), (3), (4), and (6))
The invoice receipt date is established as the later of (1) the date the entity’s designated representative or office actually receives a proper invoice or (2) the 7th day after the date on which, in accordance with the terms and conditions of the contract, the property is actually delivered or performance of the services is actually completed, unless the entity accepted the property or services before the 7th day or a longer acceptance date is specified in the contract. If the date of actual invoice receipt is not indicated, the entity must use the invoice date.  (31 U.S.C. 3901(a) (4) (A) and (B))
Note 2:
Interest shall be calculated at the rate set by the Secretary of the Treasury under section 12 of the Contract Disputes Act of 1978 (41 U.S.C. 611) that is in effect at the time the entity accrues the obligation to pay a late payment interest penalty. The rates are published in the Federal Register.  (31 U.S.C. 3902(a))

Note 3:
The interest penalty shall be paid for the period beginning on the day after the required payment date and ending on the date on which payment is made. (31 U.S.C. 3902(b)) An interest penalty not paid after any 30-day period shall be added to the principal amount of the debt, and a penalty accrues thereafter on the combined amount of principal and interest. (31 U.S.C. 3902(e))

Note 4:
A payment is deemed to be made on the date a check for payment is dated or an electronic transfer is made.(31 U.S.C. 3901(a) (5))

Note 5:
The temporary unavailability of funds to make a timely payment due for property or services does not relieve the entity head of the obligation to pay interest penalties under this law. (31 U.S.C. 3902(d))

Note 6:
If the auditor uses multipurpose testing for the compliance test and/or compliance control test and/or a substantive test of payments details, the sample items for the compliance test and/or compliance control test should be selected using the sampling method used for the substantive test as described in FAM 430.  Otherwise, the auditor should select items using attribute sampling as discussed in FAM 460.02.

As with all sampling applications, the auditor should consider the completeness of the test population. For efficiency, the auditor should consider using records that were tested for validity, accuracy, and completeness (as well as the other financial statement assertions) in conjunction with substantive tests of the population.
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