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Dear Mr. Reid: 

This Ietter responds to your request for an interpretation of the requirements of 
Title 7, “Fiscal Guidance,” of the GAO Policv and Procedures Manual for 
Guidance of Federal Agencies. SpecifWlly, you asked if you could, under 
predetied circumstances, implement a “negative confirmation” process for the 
receipt and acceptance of goods and services costing under $26,000 ordered from 
vendors with whom an ongoing relation&p exi&s. This would be in lieu of the 
written verification Title 7 requires in most instances prior to payment 
certification for invoices. In contrast, the negative confirmation approach you 
propose would require a written notification only if an invoice should not be paid 
or if a payment mod5xlion is necessary. In addition, in lieu of verifying receipt 
and acceptance on an after-the-fact basis for each payment, you propose a 
verification process on a statMical sampling basis1 

As desabed in your letter, the Department of Energy is evaluating its existing 
payment system to streamline its operations and reduce costs. You stated that 
the process modifications would eliminate low v&e-added processes and 
achieve higher levels of operating efficiency, quality’tice, and customer 
satisfaction. Your staff explained that the modifications would greatly reduce the 
number of contacts made by Sensice Center employees to satellite offices to 

‘Title 7 limits the use of stati&ical sampling to vouchers in amounts not 
exceeding $2,600. However, although not spec&aUy asked, we have addressed 
your questions to include a request to raise the limit to $26,000 under the 
proposed negative conf&mation process 
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Your staff explained that satellite offices initiate purchase orders and obligate 
funds. The purchase orders contain the specific items and quantities ordered 
The satellite offices forward a copy of each purchase order to the appropriate 
Service Center where it is filed awaiting receipt of the vendor’s invoice. Vendors 
submit invoices to the cognizant Service Center where a daily Invoice Received 
Report listing each invoice by originat@  satellite office is prepared. The report 
contains the vendor’s name, related purchase order number, invoice receipt date, 
invoice amount, discount information, and a special notation if obligated amounts 
were exceeded for each invoice. Daily reports are forwarded to the satellite 
office’s responsible administrative officer with a cover memo stipulating that a 
30day limit is allowed for verifying receipt and acceptance of the goodskrvices 
ordered. 

Adminiskative officers are responsible for recording receipt and acceptance of 
items ordered and for comparing quantities and items received and accepted with 
items ordered. If discrepancies exist, notations are required on the Invoice 
Received Report. For each invoice listed, the officer initials or signs indicating 
(1) approval for payment, (2) payment modification based on adjustments he or 
she made, or (3) disapproves payment by so noting. Also, if the invoice amount 
exceeds the related obligation, the officer must either (1) use available 
unobligated funds to cover the difference or (2) not approve payment for the 
excess amount. The report is then signed and forwarded to the Service Center 
for certi&ation and payment. The signature of the admi&&Mve officer 
provides evidence that the aforementioned responsibilities have been 
appropriately discharged. 

Your staff further explained that administrative officers discharge their 
responsibilities differently. In some offices, the administrative officer may verify 
mathematical accuracy, verify that the costs per invoice are consistent with the 
purchase order, and actually inspect the goods and/or services received. others 
have staffs that perform these functions, and others may require written 
confirmation by program officials showing receipt and acceptance of goods 
and/or services. However these functions are performed, your staff stated that 
there must be an audit trail showing who is accountable for the discharge of 
each responsibility. 

Service Center employees verify the adnW&&ive officers’ initials or signature 
indicating receipt and acceptance for each line item invoice; compare amounts 
(quantities and dollars) on the invoice and the purchase order, and, if no 
discrepancies are found, schedule the invoice for certification and payment. If 
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report that meet at least one of several criteria,4 and that these invoices would be 
highlighted on the Invoice Received Report. AU other invoices on the report 
would be subject to negative cor@rmation. 

Service Centers would initiate certification and payment processing on negative 
confirmation invoices 20 days after the report is sent unless the administrative 
officer notifies the Center that an invoice should not be processed for payment. 
To ill-, this notification should occur if goods and/or services are not 
received or accepted, or description, quantities, and invoice total cost do not 
match those on the purchase order. Regarding vendors doing business with 
Energy for the first time, your staff stated that positive confhmation would be 
required initially to allow Energy to obtain evidence of the vendors’ ability to 
supply acceptable goods or services promptly and to submit accurate billings, 
thus indicating Energy’s confidence in the relationship with the vendor. 

At the end of each month, the admM&%ive officers would receive a Post 
Payment Report listing all invoices received during the month that were paid or 
rejected. The officers would be required to review the report and immediately 
contact their Service Centers if any discrepancies are identified so that, among 
other actions, recovery or off-set actions can be initiated, if necessary. 

In addition, your letter stated that each quarter, Energy will closely monitor the 
changes once implemented. Each Service Center would be required to determine 
statistically projected error rates by analyzing a sample of payments made each 
quarter. A statistical sampling of all invoices paid from the negative confirmation 
procedure would be selected from the universe of all such payments to verify 
that the process is operating as intended6 For each item selected in the sample, 
the Service Center would request evidence of receipt and acceptance from the 
applicable satellite office. Center staff would compare the items listed on the 
related purchase orders, invoices, and receiving evidence to ensure that the type 
of goods and/or service received was ordered and that quantities, costs, and math 
are accurate, complete, and proper. 

“The primary criteria are: invoices for $26,000 or more, partial payment invoices 
including contract payments for work in process, invoices where the risks of 
recovering overpayments exceed established thresholds (such as those from poor 
risk vendors and vendors doing business with Energy for the first time). 

qour staff stated that they plan to adopt the sampling procedures discussed in 
Title 7 that apply to payments under $2,600 for the universe of negative 
comirmation payments less than $26,000. 
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inter@  until agency systems evolve to full electronic data interchange 
envisioned by JFMIP and alluded to in Title 7, other procedures such as the one 
you propose could be considered to achieve payment control objectives at less 
cost. 

The type of process you propose to implement is referred to as “fast pay” in Title 
7. You propose to combine fast pay with &atistical sampling. Fast pay 
procedures permit invoices to be paid before verification of receipt and 
acceptance if there is a continuing relationship with the vendor and procedures 
allow the agency to take advantage of prompt payment discounts or effect other 
economies.7 Generally, to rninhnhe the risks of overpayments, fast pay 
procedures are used with reliable vendors which have an ongoing relationship 
with an agency. Thus, if overpayment occurs, recovery is usually assured 
through a process of off-set on subsequent invoices. As we understand your 
proposal, such a continuing relationship would exist between Energy and the 
vendors whose invoices would be processed under a fast pay, or negative 
confirmation, arrangement. Conversely, under your proposal, vendors initially 
doing business with Energy and vendors identified as poor risks would require 
positive confirmation of receipt and acceptance prior to payment certification 
until they establish a reliable relationship with the agency. If effectively 
implemented, we believe that this fast pay arrangement may be used to pay your 
invoices provided that the cost savings resulting Tom implementing such process 
exceed potential losses. 

Fast pay procedures normally require verification of receipt and acceptance of 
purchases after payment certification. Title 7 requires that when stal%tical 
sampling is combined with fast pay and used for verification of receipt and 
acceptance of purchases after certification as you propose, the plan must provide 
for (1) invoice examination to be commensurate with the risk to the 

7The Office of Management and Budget Circular A-125, “Prompt Payment,” 
December 12, 1939, and the Federal Acuuisition Regulation, part 13.3, stipulate 
several criteria to be satisfied before implemenmg fast pay procedures. These 
criteria are designed to protect the interest of the government and to minimize 
the risk that overpayments may not be recovered. 

GAO/AIMD-97-77R Payment Processing (Energy) 
7 



ES=276232 

Of a iXWQiC62S 



B-276232 

The contents of this letter were discussed with Wendy Miller and Jeffrey Payne 
of your staff. We hope our comments are helpful as you implement system 
modifications best suited to your needs. If you have any questions or would like 
to discuss these matters further, please contact me at (202) 612-9406 or Bruce 
Michelson, A&&ant Director, at (202) 512-9366. 

Sincerely yours, 

and Standards 

(922233) 
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