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ABSTRACT

This thesis examines the elenments and actions
necessary to develop and inplenent a standardi zed purchase
card program for Naval Facilities Engineering Comrand,
Sout hwest Di vi si on. The thesis wll review regul ations,
policy, and procedures governing the use of the Governnent
purchase card for acquiring mcro-purchases. A variety of
Government agencies’ purchase card prograns are analyzed
and best practices extracted. Moreover, barriers and
roadbl ocks to inplenenting and expanding the use of the
purchase card wll be discussed. Lastly, recommendations
that are germane to the effective inplenmentation of the
purchase card for mcro-purchases will be proposed.
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. 1 NTRODUCTI ON

A GENERAL

| mpl enentation  of acquisition reform initiatives
directly inpacts the workforce. Acqui sition reform opens
the door to new ways of doing business. It rmandates
mgration of the workforce from one that approached
acquisition from a stovepipe paradigm risk avoidance
process to one of innovation, flexibility and risk
managenent . Reform initiatives requires that those in the
acquisition process change the fundanental way they do
busi ness, incorporating the business practices of the

comrerci al sector.

Over the past several years, Departnent of Defense
(DoD) has devel oped statutory and regulatory policies that
bring common sense back into the procurenent process and
t hereby, noves the process closer to comercial practices.

One of those policies was the inplenentation of the
Gover nnent purchase card program Usage of the purchase
card makes it possible for program officials to nmake
purchases under or at $2500 and all ows contract experts to

focus on larger acquisition prograns.

Sout hwest Di vi si on (Sl V) , Naval Facilities
Engi neeri ng Command (NAVFAC) is in the process of expanding
its local policy for inplenenting the purchase card to
acquire goods and services at or below the mcro-purchase
threshold. SWIV wants to encourage custoners to use their
own Government purchase cards to acquire mcro-purchase
itemns. SWIV nodified existing service contracts to

incorporate the purchase card requirenments. This allows
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custoners to take advantage of negotiated prices on
exi sting service contracts and represents a cost saving to
t he Gover nrent by el imnating adm ni strative cost
associated with procurenents at or bel ow the m cro-purchase
t hr eshol d.
B. OBJECTI VE

The objective of this thesis is to research the
i npl ementation of a standardized purchase card program
w t hin NAVFAC, SWDIV consistent with DoD s policies.

Specifically, this research will attenpt to determ ne
the elenents and actions that are required to standardize
the purchase card program throughout SWDIV, in an effort to
i nprove custoner relationships and inplenent procurenent
streamining initiatives.

C. RESEARCH QUESTI ONS
The fol |l ow ng primry guestion and subsi di ary

guestions will be answered by the thesis.
1. Primary Research Question
. What are the elenments and actions necessary to

develop and inplenent a standardized purchase
card program for Sout hwest Division?

2. Subsi di ary Research Questions

. VWat are the policies and procedures governing
pur chase card usage?
. What is the current structure for purchase card
usage?
. What net hods are used by the private sector?
. What are the potential barriers and roadbl ocks?
D. SCOPE

The scope of this thesis includes a review of the
Department of Defense and |ocal policies, a review of other
Gover nnent agenci es’ procedures and an analysis of

2



comer ci al practi ces. | t enconpasses barriers and

r oadbl ocks.

This thesis concludes with suggested recomendations
for inproving the mcro-purchase policy. The proposed
recomrendations can be wused in the framework for the
continuous inprovenent of the l|ocal purchase card program

and internal guidelines relating to m cro-purchases.

This thesis offers the benefits of identifying areas
of success, areas of concern, roadblocks, and areas for
i nprovenents to ensure nmaxinum benefits are achieved
t hrough properly usage of the Governnent purchase card for
acquiring mcro-purchase itens.

E. LI M TATI ONS

While the researcher acknow edges that the Governnent
Purchase Card Program enconpasses using the purchase card
for a variety of tasks, this thesis does not analyze, in

great details, the follow ng

. Using the purchase card as a nethod of paynent
for actions above the mcro-purchase threshold,
non-sinplified acquisition methods, certification
of training & reinbursenent, and printing
requisition;

. Purchases made to support Foreign Mlitary Sales;
. Acconmodat i on checks; and
. Usi ng t he pur chase card for Cont i ngency,

Humani t ari an, or Peacekeepi ng Operati ons.
F. ASSUMPTI ONS
The reader is assumed to have a basic understandi ng of
the acquisition process in the Federal Governnent. The
reader should wunderstand the regulations and policies
governing acquisition procedures. Appendi x A provides a

glossary with pertinent acronyns and definitions as used

3



t hroughout this thesis. To clarify their meaning within
this thesis, definitions wll be elaborated where
appropri at e.
G METHODCOL OGY

This research will begin with a review of literature
accunul ated from the Internet, books, nagazine articles,

Governnment reports, private vendors, and other library
informati on resources. A review of DoD s guidance and
policies, as well as local procedures, wll be also
conduct ed.

Interviews and questionnaires wll be conpleted to

establish a comobn base of standards and to ensure
coll ection of the nost recent data.

The information gathered wll identify barriers and
roadbl ocks to inplenmenting the purchase card program | t
will be used to recommend innovative and viable solutions

for process inprovenents.
H. ORGANI ZATI ON OF STUDY

This thesis is presented in six chapters.

Chapter | (Introduction) wll define the objective,
structure, and research questions bei ng addressed.

Chapt er |1 (Backgr ound) summari zes backgr ound
informati on concerning the Governnent purchase card program
and acquisition policies relating to the purchase card
progr am

Chapter 11l (Policies and Procedures) summarizes the
exi sting procedures and tools available while providing an
overview of l|ocal policies and procedures. This chapter
al so addresses the purchase card structure, audit findings



conducted by the General Accounting Ofice, and barriers

encountered to inplenmenting the program

Chapter 1V (Review of Qher Agencies’ Pr ogr ans)
sumari zes and analyzes procedures and best practices

enpl oyed by ot her Governnment agenci es.

Chapter V (Review of Commercial Practices) analyzes

data collected fromprivate vendors of their practices.

Chapter VI (Conclusions and Reconmendations) provides
concl usi ons and recommendat i ons resul ting from the

r esear ch.
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1. BACKGROUND

A GENERAL

Placing orders at or below the mcro-purchase
threshold has been traditionally paperwork intensive,
bur densone, and tinme consum ng. M cr o- pur chase
acquisitions generally require the sanme level of effort as
regul ar, high dollar value procurenent.

Wth the Departnent of Defense’s (DoD) continuous
downsi zing efforts and amd the rapid changes of electronic
procurenent, the use of the purchase card for transactions
has perneated many agenci es. Purchase cards have becone
the nechanism of choice for efficiency, flexibility, and
fast sol utions.

In 1993, the National Performance Review (NPR)
recommended that agencies increase their wuse of the
Gover nment purchase card. The card’'s usage would cut red
tape normally associated with Federal procurenents. [Ref.
10: p. 3]

Since the recommendation by NPR, legislation has
el imnated sonme requirenments for purchases nade at or bel ow
the mcro-purchase threshold - currently $2500 or |ess.
Agencies have found that they can continue to carry out
their mssion at lower cost, with a reduced workforce, and

provi de continuous custonmer support for m cro-purchases.

Studi es have shown that agencies using the purchase
card significantly reduced |abor and paynent processing

cost, often by as much as 50% [Ref. 10:pp. 3-4]



B. OVERVI EW OF DOD PCLI CI ES
In an effort for the CGovernnment to cut the cost of
buyi ng goods and services, they inplenented the use of the

pur chase card. Presi dent Regan issued an Executive Order
in March 1982 that directed all executive agencies to
reduce admnistrative procurenent costs. In 1986, in

accordance with the Executive Order, several agencies pilot
tested the use of the purchase card and found it successful
in reducing procurenent costs. The agencies participating
in the pilot testing found that wusing the purchase card
offered a less costly nethod and nore efficient way to
procure goods and services. [Ref. 10:p. 2]

The purchase card was available Governnent-wide in
1989 through a conpetitively awarded contract adm nistered
by GCeneral Services Adnmnistration (GSA). The purchase
card contract was awarded to Rocky Mountain Bankcard System
(RVMBCS). [Ref. 10:p. 3] The controls that an agency nust
adhere to before issuing a card to their staff are

specified in the contract.

NPR identified the expanded use of the purchase card
as an acquisition reformin 1993. They concluded that the
Governnent could save approximately $180 MIlion annually
if one-half of all Federal small dollar itenms were nade
usi ng the purchase card. NPR reconmended the purchase card
use by all Federal agencies for small dollar purchases and

when ordering fromexisting contracts. [Ref. 10:p. 3]

Federal Acquisition Streamining Act (FASA) in 1994,
Executive Order 12931, and the Ofice of Managenent and
Budget nmenorandum further facilitated and encouraged the
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use of the purchase card. [Ref. 27:p. 2] An interim

rule was

issued in Decenber 1994 nmeking the card

preferred method for making mcro-purchases. [Ref. 10:p.
C. EXECUTI VE ORDER 12931

Section 1, Executive Oder 12931 issued Cctober
1994 by President Wlliam J. dinton, ordered a nyriad of

reform fundanentals in an effort to stream ine procurenent

and to ensure public funds are efficiently & effectively

spent, consistent with NPR s recommendati ons.

...heads of executive agencies engaged in the

procurenent of supplies and services shall: [Ref.
30]
(a) Review agency procurenment rules, reporting

(b)

(c)

(d)

(e)

requi renents, cont ract ual requi renents,
certification pr ocedur es, and ot her
adm nistrative procedures over and above
those required by statute, and, wher e
practi cabl e, replace them wth guiding
principl es t hat encour age and reward
i nnovati on;

Revi ew existing and planned agency prograns
to assure that such programs neet agency
m ssi on needs;

Ensure that procurenent organizations focus
on neasurable results and on increased
attention to understanding and neeting
cust oner needs;

I ncrease the use of comercially available
itens where practicable, place nore enphasis
on past contractor performance, and pronote
best value rather than sinply low cost in
sel ecting sources for supplies and services;

Ensure t hat sinplified acqui sition
procedures are used, to the maxi num extent
practi cabl e, for procurenents under the
sinplified acquisition threshold in order to
reduce administrative burdens and nore

9



effectively support the acconplishment of
agency m ssi ons;

(f) Expand the use of the Governnent purchase
card by the agency and take naxinmm
advantage of the mcro-purchase authority

provi ded in t he Feder al Acqui sition
Streamining Act of 1994 by delegating the
aut hority, to t he maxi mum ext ent
practicable, to the offices that wll be
using the supplies or services to be
pur chased;

(g) Establish cl ear l'ines of contracting

authority and accountability;

(h) Establish career education prograns for

pr ocur enent pr of essi onal s, i ncl udi ng
requirenments for successful conpletion of
educat i onal requirenents or mandat ory
training for entry level positions and for
pronotion to higher level positions, in

or der to ensure a hi ghl y qualified
procurenent work force;

(i) Designate a Procurenent Executive wth
agency-w de responsibility to over see
devel opnent of pr ocur enent goal s,
gui del i nes, and innovation, nmeasure and
eval uate pr ocur enent of fice per f or mance
agai nst stated goal s, enhance career
devel opment of the procurenent work force,
and advise the agency heads whether goals
are being achi eved; and

(j) Review existing and planned information
technol ogy acquisitions and contracts to
ensure that the agency receives the best
value with regard to price and technol ogy,
and consider alternatives in cases where
best val ue is not being obtained.

D. DEFENSE MEMORANDUM
Reiterating and supporting a nenorandum issued by the

Secretary of Defense, the Under Secretary of Defense issued

10



a policy menorandum dated October 2, 1998, and titled,
“Stream ined Paynment Practices for Awards/ Orders Val ued at
or below the M cro-Purchase Threshold.” The menorandum
supercedes the Under Secretary of Defense previous purchase

card policy nenoranda of 1997. [Ref. 22]

A witten determ nation by a nenber of the Senior
Executive Service (SES), Flag Oficer or GCeneral
Oficer is required for any type of award/order
val ued at or below $2,500 that does not use the
purchase card on a stand-alone basis or as the
nmet hod of paynent. This policy includes both
commercial and non-conmercial itens. It includes
contracts, purchase orders (including SF-44s),
orders under task and delivery order contracts

orders under basic ordering agreenents, and calls
agai nst bl anket purchase agreenents. The witten
determ nation nust state that the source or
sources available for the supply or service do
not accept the purchase card and that the
contracting activity is seeking a source that
accepts the purchase card. To prevent m ssion
delays, if an activity does not have a resident
SES nenber, Flag Oficer, or General Oficer, the
authority to make this determnation my be
del egated to the |level of the senior |ocal
commander or director.

The menorandum goes further to list the exceptions to
the witten determ nation requirenment: [Ref. 22]

1. | f an exception for an el ectronic
commer ce/ el ectronic dat a i nt er change
(ECEDI) system or operational requirenment
is approved by the Deputy Secretary of
Def ense in accordance with the procedures in
Pur chase Card Pr ogram Reengi neeri ng
| mpl emrent ati on Menor andum #6;

2. If the place of performance is entirely
out si de of any State, territory, or
possessi on  of the United States, t he

District of Colunbia, and the Commopbnwealth
of Puerto Rico;

11



In the case of SF-44s, for aviation fuel or
oi | pur chases; overseas transactions by
contracting of ficers in support of a
contingency operation as defined in 10 U S. C
101(a)(13) or a humanitarian or peacekeeping
operation as defined in 10 U S. C 2302(7);
transactions in support of intelligence and
other specialized activities addressed by
part 2.7 of Executive Order 12333; or
trai ni ng exerci ses in preparation for
over seas conti ngency, humani t ari an, or
peacekeepi ng operati ons;

3. | f acconmpdat i on checks are used f or
paynent; and

4. For transportation bills.

As of 1 Novenber 2001, a final rule was published
permtting the use of the Governnent purchase card by
Contracting Oficers supporting contingency, humanitarian
or peacekeeping operations on a stand-alone basis for
acquisitions valued at or below the sinplified acquisition
threshold for contingency operations. Currently that

threshold is $200,000. [Ref. 36]

E. FEDERAL ACQUI SI TI ON REGULATI OV DEFENSE FEDERAL
ACQUI SI TI ON REGULATI ON SUPPLEMENT

1. Federal Acquisition Regulation (FAR)

The FAR offers broad guidelines to follow in reference
to obtaining supplies and services at or below the mcro-
purchase threshold, using the Governnent purchase card.
Subpart 13.2 -- Actions at or Below the M cro-Purchase
Threshol d: [Ref. 8]

13. 201 -- Ceneral.

(a) Agency heads are encouraged to delegate
m cr o- purchase authority (see 1.603-3).

(b) The Governnmentwi de comercial purchase card

12



shall be the preferred method to purchase and to
pay for mcro-purchases (see 2.101).

(c) Purchases at or below the mcro-purchase
threshold my be conducted using any of the
nmet hods described in subpart 13.3, provided the
purchaser is authorized and trained, pursuant to
agency procedures, to use those nethods.

(d) Mcro-purchases do not require provisions or
cl auses, except as provided at 32.1110. Thi s
par agraph takes precedence over any other FAR
requirenment to the contrary, but does not
prohi bit the use of any clause.

(e) The requirenents in part 8 apply to purchases
at or below the m cro-purchase threshol d.

(f) The procurenment requirenments in the Resource
Conservation and Recovery Act (42 U. S. C 6962) and
Executive Oder 13101 of Septenber 14, 1998,
Greening the Governnment through Waste Prevention,
Recycling, and Federal Acquisition, apply to
pur chases at or bel ow the m cr o- pur chase
threshol d (see Subpart 23.4).

13. 202 -- Purchase Cui deli nes.

(a) Solicitation, evaluation of quotations,
and awar d.

(1) To the extent practicable, mcro-
purchases shall be distributed equitably anong
qual i fied suppliers.

(2) M cr o- pur chases may be awar ded
wi thout soliciting conpetitive quotations if
t he contracting of ficer or i ndi vi dua
appoi nt ed in accor dance wth 1.603-3(b)
considers the price to be reasonabl e.

(3) The admnistrative cost of verifying
t he reasonabl eness of the price for purchases
may nore than offset potential savings from
det ecti ng i nst ances of over pri ci ng.
Ther ef or e, action to verify price
reasonabl eness need only be taken if--
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(1) The contracting of ficer or
i ndi vidual appointed in accordance wth
1.603-3(b) suspects or has information to
indicate that the price my not Dbe
r easonabl e (e.qg., conpari son to t he
previous price paid or personal know edge
of the supply or service); or

(i1) Purchasing a supply or service
for whi ch no conpar abl e pricing
information is readily available (e.g., a
supply or service that is not the sane as,
or is not limted to identification of the
solicited concerns and an explanation for
t he award deci si on

13. 301 -- Governmentw de Cormmerci al Purchase
Car d.

(a) The Governnmentwi de commercial purchase
card is authorized for wuse in nmaking and/or
paying for purchases of supplies, services, or
construction. Contracting officers and other
i ndi vi dual s designated in accordance with 1.603-3
may use the Governmentwi de commercial purchase
card. The card may be used only for purchases
t hat are otherwise authorized by law or
regul ati on.

(b) Agencies using the CGovernnent-w de
comrer ci al pur chase card shal | establ i sh
procedures for use and control of the card that
conply with the Treasury Financial WMnual for
Gui dance of Departnments and Agencies (TFM 4-4500)
and that are consistent with the terns and
conditions of the GSA Federal Supply Service
Contract Guide for Governmentwi de Conmercia
Purchase Card Servi ce. Agency procedures should
not [imt the use of the Governnmentw de
comer ci al purchase card to mcro-purchases.
Agency procedures should encourage use of the
card in greater dollar amunts by contracting
officers to place orders and to pay for purchases
agai nst contracts established under part 8
procedures, when authorized; and to place orders
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and/or nmake paynent under other contractua
instrunments, when agreed to by the contractor.
See 32.1110(d) for instructions for wuse of the
appropriate clause when paynent under a witten
contract will be made through use of the card.

(c) The Governnmentw de conmerci al purchase

card may be used to:

(1) Make m cro-purchases;

(2) Place a task or delivery order (if
authorized in the basic contract, basic ordering
agreenent, or bl anket purchase agreenent); or

(3) Make paynents, when the contractor agrees
to accept paynent by the card.

2. Def ense Federal Acquisition Regul ation Suppl enent
( DFARS)
The DFARS gui delines generally are stricter than those
of the FAR It is not intended to relax any guidance

provided for in the FAR only to supplenent and provide
stricter constraints. DFARS Subpart 213.2-Actions at or
Bel ow t he M cro-Purchase Threshol d: [Ref. 3]

213-270—se of the CGover nnentw de Conmerci al
Pur chase Card.

Use of the Governnmentwi de commercial purchase
card as the nmethod of purchase and/or nethod of
paynent for purchases valued at or below the
m cr o-purchase threshold. This policy applies to
all types of contract actions authorized by the
FAR unl ess:

(a) The Deputy Secretary of Defense has
approved an exception for an electronic
conmer ce/ el ectroni c data interchange system or
operational requirenent that results in a nore
cost-effective paynent process;
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(b)

menber

(1) A general or flag officer or a
of the Senior Executive Service (SES)

makes a witten determ nati on that--

(c)

(i) The source or sources available
for the supply or service do not accept
t he purchase card; and

(ii) The contracting office is seeking
a source that accepts the purchase
card.

(2) To prevent mssion delays, if an
activity does not have a resident
general or flag officer of[sic] SES
menber, delegation of this authority to
the level of the senior |ocal commander
or director is permtted; or

The purchase or paynent neets one or nore of
the followng criteria:
(1) The place of performance is entirely
outside of any State, territory, or possession of
the United States, the District of Colunbia
t he Conmonweal th of Puerto Rico.

(2) The purchase is a Standard Form 44
purchase for aviation fuel or oil.

(3) The purchase is an overseas
transaction by a contracting office in
support of a contingency operation as
defined in 10 U S.C 101(a)(13) or a
humani tarian or peacekeeping operation
as defined in 10 U S. C 2302(8).

(4) The purchase is a transaction in
support of intelligence or ot her
specialized activities addressed by
Part 2.7 of Executive Oder 12333.

(5) The purchase is for t rai ni ng
exercises in preparation for overseas
conti ngency, hurmani t ari an, or

peacekeepi ng operati ons.

(6) The paynent is nmde wth an
acconmmpdat i on check.
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(7) The paynent is for a
transportation bill.

(8) The purchase is under a Federal
Supply Schedul e contract that does not
perm t use of t he Gover nrent wi de
commer ci al purchase card.

(9) The pur chase is for medi ca
services and —

(i) It involves a controlled substance
or narcoti c;

(i) I't requires the submssion of a
Health Care Summary Record to docunent
the nature of the care purchased;
(ti1)The ultimate price of the nedica
care is subject to an independent
determ nation that changes the price
paid based on application of a
mandatory CHAMPUS Maxi num Al | owabl e
Charge determi nation that reduces the
Gover nient l[iability bel ow billed
char ges;

(iv) The CGovernnent already has entered
into a contract to pay for the services
wi t hout the use of a purchase card;

(v) The purchaser is a beneficiary
seeki ng nedi cal care; and

(vi) The senior | ocal conmander  or
director of a hospital or |aboratory
determ nes that use of the purchase card
IS not appropriate or cost effective.
The Medical Prime Vendor Program and the
DoD Medical Electronic Catalog Program
are two exanples where wuse of the
purchase card may not be cost-effective.

F. SUMVARY

Chapt er |1 provi ded backgr ound and sumari zed
| egislation, which pertain to wutilizing the Governnent
purchase card for micro-purchases within the acquisition
wor kpl ace.  The chronol ogi cal overview of efforts to define

and i npl enent purchase card usage reveals a Governnent that
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is ready to take the next step in providing better, faster,
i nexpensive, and safer products and services to our

cust oners.

Evi dence of the Governnment taking the next step to
expand the use of the purchase card is the 1 Novenber 2001
final rule allowing Contracting Oficers supporting
contingency, humanitarian, or peacekeeping operations to
use the purchase card for acquisitions at or below the
sinplified acquisition threshold for contingency operations
— currently $200, 000.

NPR identified achieving a Governnent that works
better and costs less as a procurenent reform Thr ough
their efforts and those of procurenent executives, policies
have been execut ed to streanline smal | er dol | ar
procurenents, and cut cost while continuing to provide

quality service to our custoners.

Chapter 111 provides an overview of the structure of
the purchase card, a review of the GCeneral Accounting
O fice audit conducted on two San Diego agencies’ purchase
card prograns, and a review of Southwest Division’s
purchase card program This chapter also identifies
r oadbl ocks and barriers encount er ed by Gover nnent
car dhol ders.
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111. POLI Cl ES AND PROCEDURES

A GENERAL

Since the inception of the purchase card in 1982,
reform initiatives for expanded use as recomended by
National Performance Review (NPR) and increased by the
Federal Acquisition Streamlining Act of 1994 (FASA), nore
than 225 statutory rules have been revised to reform
purchasing and contracting procedures in the Federal
Governnent. [Ref. 16]

When the programwas first initiated, it was estimated
that by using the purchase card nore than 5 mllion paper
purchase order could be elimnated Governnent-w de. [Ref.
16]

The Governnment purchase card places purchasing power
directly in the hands of the end-user and shifts it away
from the wunderstaffed and overworked purchasing office.
Wth such a shift, conme obvious concerns as to whether the
end-user is properly trained and wlling to use the
purchase card in keeping with the intent of FASA

This chapter will review the structure & functionality
of the General Services Adnministration (GSA) contract that
provi des guidelines on the purchase card, and the control
mechanism in place to govern its use. This chapter wll
also review audits conducted by the General Accounting
Ofice (GAO of two local San Diego offices in reference to
their use or perceived msuse of the Governnent purchase
card. A review of Naval Facilities Engineering Comrand
(NAVFAC), Southwest Division |ocal purchase card program

will be examned, as well as potential roadblocks and
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barriers identified that can potentially inpact the
ef ficiency and benefits of the purchase card.
B. GSA CONTRACT STRUCTURE

GSA adm nisters the Governnent purchase card program
Prior to 1998, It was admnistered as the VISA
I nternational Merchant Purchase Authorization Card (1 MPAC)
under an unbrella contract with a single provider.

Currently, SmartPay is the GSA purchase card program
which has nultiple contracts for providing the cards to
Gover nment agenci es. Selecting a contract that best fits
the agency’'s requirenents is at the discretion of the
particul ar agency.

The Government purchase card is a mjor credit card
that can be either Visa or MisterCard issued by US Bank,
G tibank, Bank One, Mellonbank, or Bank of Anerica. The
period of performance on the contracts is from Novenber 30,
1998 through Novenber 29, 2003 with five 1l-year options.
[ Ref. 16]

The researcher observes that one of the main intent of
the card is to increase efficiency and accountability while
using an approach that provides the greatest value and
result in agencies fulfilling their mssion. The purchase
card was adapted as an efficiency neasure to avoid the
ti me-consum ng and costly pr ocur enent process for

relatively small routine Governnent purchases.

The wuse of the purchase card along wth other

i nnovative actions has npved the Governnent toward nore

streani i ned, m ssi on-oriented and cost-effective
procur enent nanagenent. A shift of the card authorization
to the | owest | evel s  of an organization can cut
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adm nistrative costs on snaller purchases and streanline

t he procurenent process.

Al t hough streamined, purchases made wth the card
nmust abi de by the same procurenment policies and regul ations
that govern all purchases. For exanple, prior to utilizing
the purchase card for goods and services, required sources
indicated in Federal Acquisition Regulation (FAR) Part 8
must be screened. FAR Part 8 lists the priorities for
pur chases/ procurenents that agencies nust follow [Ref. 7]
Agencies must first obtain supplies and services from
existing inventories, prison, National Institute for the
Severely Handi capped (NISH), and others before going to the
open mar ket .

Each agency is responsible for officially authorizing
a cardholder through a delegation of authorization. The
del egation of authorization specifies the cardhol der
spendi ng and usage limtations. [Ref. 16]

Each agency has the flexibility to structure their
program to ensure appropriate oversight and key checkpoints
are in the internal control process. The GSA contract is
structured to allow agencies to set paraneters for
monitoring and controlling the types of procurenents and
| ocations fromwhich a cardhol der can nmake purchases.

A vendor can identify the validity of the Governnent
purchase card by checking the card for the identifying
phrases “U. S. Government,” and “For Oficial Use Only.”
The wvalidity of the transaction is verified once the
nmerchant scans the card using the point of sale device.
The point of sales device perforns up to 50 authorization
checks verifying account information, expiration date, and
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ensure the type of transaction being made with the card is
allonwed. [Ref. 16]

A review of nmonthly statenents offers another
checkpoi nt for agencies. After making a purchase, each
cardholder receives a nonthly statement that nust be
certified by the Approving Oficial. The Approving
Oficial is generally the cardhol der’s imredi ate supervisor
but the structure of oversight 1is at the agency’s
di scretion. [Ref. 16]

Each car dhol der nmust conpl ete agency training
requirenents prior to using the card. The training should
establish procedures, set restrictions, and outline the
requi renents of the purchase card program

GSA coordinated with other Federal agencies to devel op
standardi zed mcro-purchase training that’'s available on
CD- ROM It offers an interactive format where the
cardhol der can ask the instructor for assistance while
conpleting the training. The CD-ROM provide guidance to
the cardholder through reference docunentation, outlines
the applicable rules and regulations on the purchases that
are allowable and non-allowable, provides a Ilisting of
requi red sources, and GSA schedules for the cardhol ders
use. [Ref. 33]

The purchase card offers a dramatic change in an
agency’ s pr ocur enent practice by el imnating | ong
procurenent |ead-tinme, reducing the workload of procurenent

personnel and offering major transaction costs savings.
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C. GAO S REVI EW OF LOCAL AGENCI ES

1. GAO s Authority

The CGener al Account i ng Ofice (GAO IS t he
investigative arm of the Congress and is headed by the
Comptroller General of the United States — currently David
M Wal ker. [Ref. 9]

GAO supports Congress in neeting its constitutional
responsibilities and helps inprove the performance and
accountability of the Federal Governnment for the American
peopl e. GAO evaluates the use of public funds, evaluates
Federal prograns and activities, and provides analyses,
options, reconmendations, and other assistance to aid
Congress with its oversight, policy, and fundi ng deci sions.
[ Ref. 9]

GAO, generally, has broad authority to eval uate agency
prograns and investigate nmatters related to the receipt,
di sbursenment, and use of public noney. To ensure audit
responsibilities, GAO has a statutory right of access to
agency records. Al Federal agencies are required to
provide information about their duties, powers, activities,
organi zation, and financial transactions to GAO [Ref. 9]

GAO s access rights include the authority to file a
civil action to conpel production of records wth the
foll owi ng exceptions: [Ref. 9]

. The records relate to activities designated as
foreign intelligence or counterintelligence by
t he President,

. The records are specifically exenpt from
di scl osure by statute, or

. The records would be exenpt from rel ease under
Freedom of Information Act and the President or
Director of OFMB certifies that disclosure of
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such records could inpair substantially the
operations of the Governnent.

Amd the rapid changes across the |andscape of
Government procurenent, the use of the purchase cards for
transactions has quietly perneated nmany agencies. Purchase
cards have become a nechanism for efficiency, flexibility,
and fast solutions. Many agencies are taking full
advant age of the cards usage.

2. Audit of San Diego Sites

At the request of Senator Charles Gassley, R-lowa who
was concerned with weak internal controls contributing to
potential abusive use of the card, GAO recently visited two
San Diego sites to review their purchase card usage. The
Naval & Space Warfare Systens Center (SPAWAR) and the Navy
Public Wrks Center, San Dyego (PWSD) were the two
activities selected for review and are representative of
t he Navy. SPAWAR manages billions of dollars in high-tech
research and acquisition prograns. PWCSD is responsible for
the mai ntenance and upkeep of buildings, grounds, roads,
and utilities for the Navy. [Ref. 15] Both SPAWAR and PWC
are custoners of SWDI V.

GAO s visit uncovered a |large nunber of questionable
uses of the card by Governnent personnel. Although both
activities had policies and procedures designed to prevent
i mproper use of the card, GAO was not able to verify their
effectiveness or the extent of fraudulent, inproper, or
abusi ve transactions. Since GAOs work was not designed to
identify the extent of fraud, illegal or abusi ve
transactions, specific incidents were referred to GAO s
Ofice of Special Investigations for further review [Ref.
15]
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3. Pot ent i al Fraudul ent, | mpr oper,
Transacti ons
Gven the breakdown of i nterna
identified three types of transactions that

woul d have difficulty detecting and preventi ng.

a.

Potentially fraudul ent

and Abusi ve

GAO
t he agencies
[ Ref . 15]

control s,

Potentially Fraudul ent Purchases
purchases are described as

those, which were unauthorized and intended for personal
use. [Ref. 15:p. 25]
Type of itens Uni t Vendor s Tot al
pur chased Anmount
Cosnetics SPAWAR Mary Kay $500
Gft Certificates |Public Wrks Nor dstrom $1, 500
Cent er
d ot hi ng, Public Works Mervyn's, $10, 000
el ectronics, and |Center Macys,
ot her personal Crcuit
itens Cty, others
Gas Publ i c Works Citgo 7 $360
Cent er El even,
Exxon, Shel
CD recordings Bot h Sam Goody $700

Tabl e 1. Exanpl es of Potentially Fraudul ent Purchase Card
Transacti ons.
From[Ref. 15:p. 26]
b. | mproper Transactions
| nproper transactions are described as those
purchases intended for Government use, but are not for a
purpose that is permtted by |aw or regulation. [Ref. 15]
GAO identified several incidents of inproper
transacti ons: A purchase of flowers costing $97 purchased
for Secretary’s Day, sever al transactions for food
purchases of $75 for enployee-related activities, and a
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purchase of a file cabinet costing $1,462 from Macys. [Ref.
15]

C. Abusi ve Transactions

Abusi ve transactions are described as those that
were authorized, but the itenms purchased were at an
excessive cost or for a questionable Governnent need, or
both. [Ref. 15:p. 27]

Type of itens Uni t Vendor s Cost per
pur chased item
Byte and
Fl at panel SPAVWAR Fl oppy $800- $2, 500
nmoni tors Comput er s,
Del |
Personal digital SPAWAR and t he
assistants (e.qg. Publi ¢ Wrks ConmpUSA, $250 - $900
Pal m Pi | ots) Cent er St apl es
Desi gner SPAVAR The Coach
bri ef cases St or e, $400
Nor dstrom
Desi gner Pal m SPAVAR Dooney and
Pi |l ot hol ders Bour ke $100
Tabl e 2. Exanpl es of Potentially Abusive Purchase Card

Acqui si tions
From[Ref. 15:p. 28]

Questions that the above exanple pose is not one
of potential abuse as indicated by GAO but whether the
purchases were appropriate or not and if it’s possible for
the same thing to happen if a regular purchase order was
used to acquire the goods. The answer nmay be an astoundi ng
yes. This exanple focuses on normal procurenent issues
facing the CGovernnent verses issues concerning the use of
t he purchase card. [Ref. 37]

4. Br eak- Down of Internal Controls
The audit identified a breakdown of internal controls
and findings of four key weaknesses. [Ref. 26]
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a. Proliferation of Purchase Cards Resulting in
Unmanageabl e Span of Contro

GAO s audit found that SPAWAR had one Approving
O ficial responsible for certifying over 700 nonthly

summary billing statenents for 1526 cardholders, thus
creating an inpossible situation to manage. The span of
control exceeded all reasonable limts. PWSD had six

Approving Oficials responsible for certifying over 55
monthly statenents for 254 cardholders, a situation that’s
not as serious. [ Ref. 15] Current policy has an Approving
Oficials responsible for a span of <control of 5-7
car dhol ders. MVs. Deidre Lee, Director of Def ense
Pr ocur enent issued a rmenorandum that i ndicates the
Department of Defense has an average of 4 cardhol ders per
Approving Oficial. [Ref. 35]

SPAWAR and PWCSD have taken actions to mtigate
control weaknesses. Both have reduced the nunber of
cardholders and revised its purchase card policies and
pr ocedur es. However, SPAWAR continues to have only one
approving official for approximately 1070 cardhol ders.
SPAWAR plans to inplenent an Enterprise Resources Planning
system to help inprove overall controls for the purchase
card program [Ref. 15]

The real issue of proliferation of card is, “who
really needs a purchase card?” Proliferation inplies that
cards are not being provided based on need. A review is
ongoing into policy covering this issue.

Rel ated to the span of control is the concept of
separation of functions. Separation of function is
essential to the overall integrity of the program that
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provi des the checks and bal ances. GAO audit found that in
many cases, the cardhol der was purchasing and receiving the
supply and services, which is a violation of the separation
of function. [Ref. 15]

b. Deficient Policies for Rebate Managenent

The audit found that SPAWAR and PWCSD were not
fully utilizing the rebate prograns that the bank pays for
pronpt paynents. Based on sales volume and tinely
paynments, the Navy earns rebates of up to 0.8 percent.
SPAWAR rebates for FY 2000 were understated by $136, 760 and
PWCSD rebates for FY 2000 were overstated by $12,039 due to
m scal cul ations. [Ref. 15]

The Navy, as well as SPAWAR and PWCSD were not
able to sufficiently manage or neasure the rebates. The
Navy requested that Gitibank defer paynents of all the
purchase card rebates earned since Novenber 1998. The Navy
had not established policies and procedures for managing
rebates, or determined how to record and allocate the
rebates to Navy prograns. It is estimated that G tibank
will pay the Navy a total of $8.8 mllion in rebates - $8.3
mllion in cunulative rebates and $530,000 in accrued
interest on the rebates. [Ref. 15:p. 9]

C. Enpl oyees Did Not Have Docunented Evidence
of Timely Training

GAO did not state that enployees were not trained
just that sufficient evidence did not exist to verify and
properly support t hat cardhol ders conpleted adequate

trai ni ng.
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d. Managenent did not Effectively Use Internal
Revi ews and Audits

Evi dence exists that nanagenent was aware of
existing issues and discrepancies with the use of the
purchase card and had not provided a pronpt and adequate
remedy in accordance with internal policies.

Referring to a pentagon msuse of the card,
Senator Gassley stated, “There are no controls, no
responsibilities, and no accountability.” [ Ref . 24] The

statenent holds true for the San Diego audit results.

GAO s audit of San D ego |ocal agencies pronpted

SWIV as well as other defense agencies to review and
scrutinize their purchase card program
D. SWDI V PURCHASE CARD PROGRAM

SWDIV was in the process of reviewing and updating its
purchase card program well before the audits of GAO becane
t he headl i nes. The process was accel erated and concl uded
with a mandatory training stand-down day for all purchase
cardhol ders and their approving officials. The overall
purpose of the training stand-down was to review the
findings as a result of GAO audits; review the existing and
new policies and procedures governing the card usage; raise
t he cardhol ders awareness to m suse, abuse, and fraudul ent
use; review the Departnent of the Navy purchase card
support t ool s; and review | ocal i nt ernal operati ng
procedures. [Ref. 26]

1. GAO Fi ndi ngs

As listed in Section C above, GAO findings identified
four key weaknesses in the inplenmentation of the purchase
card program which contributed to the breakdown of
internal controls.
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M. Bruce Sullivan, Director of Departnent of Defense
Purchase Card Joint Program O fice, identifies the
potential abusive use of the purchase indicated by GAO as
normal procurenment issues that the Governnment is facing.
The potential abusive issues identified by GAO are not | ust

specific to the purchase card. [Ref. 37]

The researcher did not notice the Departnment of
Def ense’s (DoD) successful wusage of the purchase card
listed in the audit. The purchase card program is one of
two DoD prograns that are leading the initiative towards
t he Governnent becom ng paperless. [Ref. 37]

2. Exi sting and New Policies

The existing policies and procedures that govern the
purchase card program are contained in NAVSUPI NST 4200. 94
and the Departnment of Navy (DON) Policy Letters. Based on
the results of the audits, NAVSUPI NST 4200.94 now contains
the policies and procedures that govern the inplenentation
of the purchase card program It is organized into four
chapters with additional enclosures and attachnents. The
chapters offer streamined policy and procedures for
overal | managenent of the purchase card program |etters of
agreenent, accommodation checks, and the use of the card as
a nethod of paynment agai nst an existing contract.
Government personnel can gain instant access and obtain
updates of the instructions, policies and procedures over
the Internet at the Naval Logistics Library. [Ref. 21]

Enphasis is placed on the Separation of Functions.
Basically the regulations state that an individual other
than the cardhol der must acconplish receipt and acceptance.
Limts are not placed on who can accept and receive goods
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and service. The roles and responsibilities of the Agency
Program Coor di nat or (APC), Car dhol der, and  Approving
Oficial (AO are outlined. [Ref. 26]

NAVSUPI NST 4200.94 provides the overarching guidance
for Departnent of the Navy activities, ashore and afl oat,

on establishing and nmanagi ng their Governnment purchase card

pr ogr ans.
3. M suse, Abuse, and Fraudul ent Use
NAVSUPI NST 9400.94 provides an enclosure that lists
the types of actions considered questionable, are

prohi bited or require special approval. [Ref. 21] Not al
actions found on the list are prohibited or require special
approval . The cardhol der can acconplish actions through
anot her nethod of procurenent. Each cardhol der nust review
the list prior to using the card to ensure agai nst m suse,
abuse, or potential fraudulent transactions. [Ref. 21]

a. M suse

Msuse is defined as: Procuring itenms not
required to neet mninmum mssion requirenents, procurenment
of prohibited itenms, and purchases that exceed purchaser

aut hority.

b. Abuse

Abuse is alnost |ike msuse, but nore blatant in
nature and generally includes: procurenent of itens that

may be appropriate except for underlying details such as
price reasonabl eness, repeated and knowi ng msuse, split
pur chases.

C. Potential Fraud

Potential fraudulent wuse generally nust neet
three criteria: a wllful act, intended to deceive or
cheat, and bringing financial gain to oneself.
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The consequences and penalties for m suse, abuse,
and fraudulent wuse of the purchase card can be quite
severe.

For civilians enpl oyees, they can include
revocation of the card, reprimnd, suspension,
termnation and crimnal prosecution under 18 USC
287 which could result in a $10,000 fine, 5 years

in prison or bot h, dependi ng on t he
ci rcunst ances.

Mlitary personnel can also have their purchase
card revoked, and coul d be subj ect to
adm ni strative and di sci plinary actions,
i ncludi ng prosecution under the Uniform Code of
Mlitary Justice. [Ref. 26:p. 31]

Potential purchase card m suse, abuse, and fraud
indicators are an increased spending outside of the norm
mul tiple purchase to the same vendor totaling nore than
$2500, wunusual vendors listed, and a |arge percentage of
spending is with a small nunber of vendors.

4. DON Purchase Card Support Tool s

The Departnent of the Navy (DON) offers several
sources to assist the participants of the purchase card
pr ogram Purchase card periodic notices are available to
facilitate better communication. They are |ocated on
NAVSUP honmepage under Purchase Card. NAVSUP has created a
help desk to address specific issues and concerns.
Enpl oyees are encouraged to utilize the email system for
correspondi ng. [ Ref. 26:p. 33] DON has initiated efforts
to redesign the purchase card website to ensure that it’s
nore user friendly, easier to navigate, nore conprehensive,

and proactive. [Ref. 5]

Del i nquency netrics are a nanagenent t ool for

nmeasuri ng success of the purchase card program The vast

32



majority of Naval agencies are doing a good job wth
controlling delinquencies. DON s del i nquency standard for
July 01 billing cycle was 1.12 percent. DoD policy allows
for no nore than .75 percent delinquencies over 60 days of
gr oss recei vabl es. Cardhol ders exceeding 60 days
delinquency wll have their cards revoked wuntil such
del i nquency is cleared. Accounts exceeding 180 days wll
result in the agency account being revoked until such
del i nquenci es are cleared. [ Ref . 37] Del i nquency netrics

are accessible on DoD s purchase card website. [Ref. 5]

Training is arguably the nost inportant tool to ensure
success of a program DON training program enbraces the
“train-the-trainer” philosophy. NAVSUP, in conpliance with
DON, requires refresher training every 2 years and the
docunentati on of successful conpletion. Personnel nust
conplete at | east one  of the followng training
requirenments: [Ref. 26:p. 40]

. Online at ww. nll.navsup. navy. m |

. NAVSUP Commerci al Purchase Card Course for M cro-
pur chasers

. Cogni zant HCA approved purchase card course

. NAVSUP Sinplified Acquisition Course, CON 101-
Contracting Fundanmentals or CON 202-Internediate
Contracting

Enpl oyees al ways have the option of going directly to
the Departnment of Defense Purchase Card Program Ofice
website that contains a wealth of valuable information.
[ Ref . 37]

5. Local Internal Operating Procedures

SWDI V' s revi sed i nt ernal operati ng pr ocedur es
( SOUTHWESTNAVFACENGCOM NST 4200.1) were signed by the Vice
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Commanding O ficer on 26 Jul 2001, canceling Southwest
Division Policy Menorandum 4200.1A of 31 Oct 97. | t
indicates that SWIV uses the GSA contract awarded to
CITIBANK to provide CGovernnent purchase card services. It
outlines the roles and responsibilities of the Agency
Program Coordinator, the Approving Oficial, and the
Car dhol der as follows [Ref. 32]:

a. Agency Program Coor di nat or

APC bears the overall responsibility for al
el ements of the success of the program The APC nust:

. Est abl i sh/ revi ew revi se i nt ernal operating
pr ocedur es in accordance with current
regul ati ons.

. Appoint  Approving Oficials and Cardholders -
appoi ntnments will be in witing.

. Establi sh cardhol der purchase limtations (single
purchase and nmonthly billing cycle limts).

. Mai ntain account listings of Approving Oficials
and Cardhol ders.

. Perform sem -annual review of accounts—eport
results to the appropriate chain of conmand.

. Conduct initial training and refresher training
every 2 years or nore if necessary.

. Moni t or account activity for m suse and
delinquency and take appropriate action when
necessary.

b. Approving Oficial

The AO is ultimtely responsible for verifying &
reviewing the cardholder’s nonthly purchase statements to
ensure conpliance with the provisions of the internal
procedures as outlined in the |ocal policy:

. Enf orce t he provi si ons of t hese i nt er nal
procedures and initiate disciplinary procedures
for m suse of the card
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. Ensure all transactions neet requirenents and
that adequate docunentation 1is available for
audit purposes

. Ensure proper i npl enent ati on of di spute
procedures when a transaction is questioned

. Reconcile, certify, and forward nonthly billing
statenents to the Accounting Section, Code 01RA
for paynent

C. Car dhol der
The cardholder is ultinmately responsible for all

transacti ons conpl eted using the purchase card.

. Ensure that purchases do not exceed pre-approved
spending limts

. Ensure that itens purchased are not for persona
use or for the personal use of the receiving
i ndi vi dual

. Ensure that itens purchased are not specifically

prohibited by the command or by statute (e.g.,
real estate, transportation, and travel)

. Ensure that purchases are not part of a system or
| arger purchase exceedi ng $100, 000 in val ue

. Ensure that purchases are not split into smaller
segnents to stay under the mcro-purchase limt
(%2, 500)

All parties involved in the purchase card program
are required to conplete the mandatory purchase card
trai ni ng. It is weveryone's responsibility to ensure
conpliance with the policy and procedures and to ensure
that the purchase card is used as intended for official
Gover nment business. Anyone abusing the intent of the card
can be held personally liable to the Governnent for the

anount of the unofficial transaction. [Ref. 32]

SWDIV purchase card policy also identifies the

transaction dispute office in cases of billing errors,
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training requirenents for partici pants, and purchase
limts. [Ref. 26]

A single purchase limt is $2,500 for purchase of

suppl i es/ servi ces and printing, $2, 000 for
construction, $25,000 for training, and $100, 000
for Feder al suppl y contracts. However

cardholders are limted to the anpbunts stated in
the Letter of Appointnent.

In a nenmorandum provided to the Director of
Def ense Agencies, Deidre A Lee, Drector of Defense
Procurenent issued guidance that provides that the maxi num
transaction or nonthly limt need not be provided to every
cardhol der. Reasonable limts are to be set by Supervisors
based on agenci es’ requi renents and cardhol der’ s
procurenment requirements. [Ref. 35]

The local policy covers a variety of additiona
gui dance ranging from restrictions and purchase procedures
to reconciliation of accounts and billing procedures. Wth
the |ocal policy, accountability and conpliance are

par anount . It provides guidance to ensure that each
i ndi vi dual involved in the purchase <card program is
accountable and adhere to the governing policies. I t

covers a review of the existing and reduced span of

control. Conti nuous and docunented training is conducted
as well as sem-annual reviews and the requirenent for
mai ntai ning proper docunentation. [ Ref. 26] A ful

version of SWIV s purchase card policy is located as
Exhi bit B.
6. Navy Best Practices
The Departnent of the Navy has inplenmented a Wrld
Wde Web-based electronic catalog with on-line ordering
capabilities for Navy and DoD personnel wusing their
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Government purchase card to order information technol ogy
products and services. The products and services offered
in the on-line catalog are at better than market prices and
the itens are from a Bl anket Purchase Agreenent, awarded by
t he Navy, under a GSA Federal Supply Schedul es. [Ref. 5]

O her initiatives by the Navy include inprovenents in
rebates and delingquencies, new help desk process and
website, and inproved conmunications. [Ref. 5]

E. BARRI ERS AND ROADBLOCKS

The Governnent purchase card has been around since
1982. Its usage gained nonmentum with the inception of FASA
initiatives. A 1996 audit of agencies usage of the card
finds that agencies can support their mssion at reduced
costs by having program staff wuse the purchase card for
sinpl e purchases. Further GAO studies have shown that
effective wuse of the card reduces |I|abor and paynent
processing costs by elimnating nonval ue-added steps from
the procurenment process. [Ref. 11l:p. 47] 1t hel ps absorbs
the inpact of staff reductions. Purchase cardhol ders can
buy required goods and services nore quickly, thus
improving their efficiency and ability to support their
m ssi on.

Even with the mandates to use the card for itens at or

below the mcro-purchase threshold and to the naxinmum

extent possible, activities show resistance to its use.

An  interview wth randomy selected cardholders
reveal ed the foll ow ng.

1. Cul tural M ndset

SWIV nodified its indefinite quantity indefinite
delivery contracts to include a properly executed clause
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that allows the custoners to order one-tine services &
supplies at the negotiated rate of the contract using the
Gover nment purchase card. An exanple is with the Refuse
contract. A custoner preparing for a flag officers visit
can call the contractor directly to nake a one-tinme pick up

of refuse and receive the negotiated rate in the contract.

Yet, ~customers are hesitant or reluctant to take
advant age of the opportunity to expeditiously acquire goods
and services using their Government purchase card. The
cultural mndset is focused on status quo procedures. Sone
custonmers rationalize that the designated procurenent
office is responsible for acquiring goods and services for
the custoner. Concurrently, based on the purchase card
audit by GAO and the renoval of purchase cards from
potential users, resistance is magnified.

2. M cr o- Pur chase Threshol d

It is no secret that August and Septenber are hectic
nmonths in the procurenent world, conpleting vyear-end
actions to ensure that custonmers do not |ose their funding.
Year-end 2001, Resident Oficer in Charge of Contracts
(RO CC) Point Loma executed 103 sinplified actions totaling
over $4.4 MIllion. O the 103 actions, 25% were valued at
$5000 or less but over $2500, requiring the contract
specialist to follow traditional procurenent procedures.
The traditional process is often tine consumng and can
take 14-30 days to conplete the procurenment and receive the
goods or services. A custonmer using the purchase card can
expedite the procurenent process and actually receive the
goods or services within in a couple of days of placing the
or der.
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Purchase Card Integrated Product Teans of the Ofice
of the Under Secretary of Defense (Acquisition and
Technol ogy) and Ofice of the Under Secretary of Defense
(Conptroller), conducting a conprehensive review to devel op
recommendati ons for pronoting the use of the purchase card,
determned that if the mcro-purchase threshold was raised
to $25,000, 96% of all DoD contract actions could
potentially be purchased with the card. [Ref. 31]

3. Local Policies

Due to the recent audits conducted by GAO on SPAWAR
and PWCSD, agencies are updating their purchase card
progranms and conducting training with their personnel. But
specific policy for mcro-purchase actions renai ns vague.

4. | nherent Ri sk

Customers are concerned with the risks associated with
their lack of famliarity wth acquisition procedures.
Thei r concerns stem around bei ng hel d personal |y
accountable for purchases nade using the Governnent

pur chase card.

An issue facing the Purchase Card Program Ofice is
whet her to conduct credit checks on potential cardhol ders
prior to issuing the card. [ Ref. 5] The researcher did
not find information indicating that the credit check issue
has been resol ved.

VWiile it is the responsibility of all individuals to
ensure that purchase <card transactions are necessary,
proper, and reasonable in ternms of price, appropriate
actions can be considered against personnel msusing the
purchase card. [Ref. 26]

39



F. CONCLUSI ON

This chapter presents an overview of the structure of
the GSA contract that provides guidelines on the purchase
card, and the checkpoints and control nechanisns in place
to safeguard against inproper use. This chapter identified
GAO s authority as the investigative arm of Congress and
their audi t findi ngs of control weaknesses and
vul nerability of two local San Diego Navy agencies that’'s
essential to the overall integrity of the program A
review of SWDI V' s |ocal purchase card program was examn ned
identifying purchase card procedures and policies redefined
based on the audit findings conducted by GAO It also
identifies best practices of t he Navy, pr oposed
initiatives, and potential roadbl ocks and barriers that can
potentially inpact using the purchase card to the nmaxi mum
extent possi bl e as mandat ed.

Chapter IV will provide an overview and analysis of

how ot her Governnent agencies are inplenenting the purchase

card program specifically to cover m cr o- pur chase
transactions for pot enti al | essons learned or best
practices.
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V. OTHER GOVERNMENT AGENCI ES’ PROGRAMS

A GENERAL

After vyears of playing a mnor role in Federal
procurenent, the Governnent purchase card has becone a
popular tool for agencies |ooking to streamine the
procurenent process. Wth the Governnment purchase card,
Federal enployees can purchase required goods and services
simlar to credit cards used by the general public and the

commerci al sector.

This chapter wll review and analyze the mcro-
purchase prograns of other Governnent agencies — the U S
Arny Space & M ssile Defense Command, Marshall Space Flight
Center, and the Secretary of A r Force. The agencies
reviewed were selected randonmly as representative of other
Government agencies offering variety and diversity.

B. U S. ARWY SPACE & M SSI LE DEFENSE COMVAND

The US  Arnmy Space & Mssile Defense Comrmand
(USASMDC) is a Major Arnmy Conmand (MACOM) with a mission
to:

Serve as the Arny’s proponent for Space and

Nat i onal M ssile Defense, and as the Arny

integrator for Theater Mssile Defense. The

command ensures that Arny war fighters have
access to space assets and products to wn

deci sively Wi th m nimum casual ties - and

effective mssile defense to protect our nation

as well as our deployed forces and those of our
friends and allies. [Ref. 28:p. 1]

USASMDC s Commercial Credit Card program  USASMDC
Panphl et 715-8, establishes and prescribes procedures for
using the Government card to purchase commrercial supplies

41



and services. It defines key terms and outlines roles and

responsibilities. [Ref. 28]

1

Key Responsibilities

The responsibility of the cardholder <clearly

states, “Authority shall not be redelegated.”
[ Ref. 28] The cardholder is instructed to follow
al | m cro-purchase and sinplified acquisition

procedures prohibitions and controls that are in
pl ace for the Governnent.

The single purchase Iimt cannot be either broken
down or split into separate purchases to
circunvent the limt of $2500 and bel ow Wi | e
no maxi mum nmonthly limtation is annotated, the
cardholder is authorized to wuse the card for
purchases over $2500 wup to the Sinplified
Acqui sition Threshold using procedures of Federa
Acqui sition Regulation (FAR), Part 13.

The cardholder is required to be famliar wth
guidelines of the FAR Parts 13, 8, and other
supplenmental. A hyperlink to the FAR is provided
for quick reference.

The cardholder is not permtted to purchase an
item that is not in stock as back ordering is
prohi bi t ed.

The cardholder is remnded to inform the vendor
that the Governnment purchase card is being used
for the transaction and exenpt from state and
| ocal taxes.

Standard procedures for the cardholder to follow
when procuring actions under $2500 is outlined,

including instructions to the vendor, proper
docunent at i on, reconciliation, and paynment
pr ocedur es. A cardholder wusing the card for
other than official Gover nnent business is

considered attenpting to commt fraud and subject
to the fines and penalties wunder 18 U S. C
Section 641, “a fine of not nore than $10, 000, or
i nprisonment of not nore than 10 years, or both.”
[ Ref . 28]

A cardhol der that |eaves the comand w Il have
their card destroyed and a destruction notice
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2.

sent to the bankcard contractor. Cards are not
transferabl e from enpl oyees.

Al'l cardhol ders nust receive credit card training
prior to receiving the purchase card.

Restricted Vendors

The cardholder is restricted from doing business wth

the following types of vendors when using the Governnent

purchase card [ Ref. 28]:

Airlines/Airports
Rest aur ant s/ Bar s
Hot el s/ Mbtel s
Travel Agencies

Daycar e

The cardhol der is encouraged to use |ocal businesses,

to rotate

vendors to avoid the appearance of show ng

favoritism and to procure fromsmall businesses.

3.

Unaut hori zed Purchases

Cash Advances

Weapon systens and related itens

Handguns, firearnms and ot her sensitive itens

Hazardous materials such as chem cals, anmmunition
& expl osi ves

Rental or Ilease of nmotor vehicles, land or
bui | di ngs

Airline tickets, neals, lodging or other trave
costs

Drugs and control |l ed substances

Gas, oil, tires, or batteries, or repair of GSA
vehi cl es

Per sonal confort itens that are not m sSi on
essenti al
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. Per sonal itens such as busi ness cards,
stationary, hol i day decor ati ons, home-type
furni shings, coffee fund itens, refreshnents

. Janitorial, yard or naintenance service

. Menbership in Professional Organizations

. O fice Decorations

. Christmas Ornanents, lights, trees, or other

Chri st mas decorations

. Rol | - Top Desks

The purchase card s a procurenent t ool . Al
Cardhol ders are considered procurenent officials and are
subject to existing Federal, Departnental, and Agency
procurenent regul ations. The purchase card was designed to
reduce admi nistrative costs; avoid unnecessary burdens for
agencies & contractors; and pronote procurenent efficiency.

4. Arny Best Practices

The Departnent of the Arny incorporated m cro-purchase
reengi neering initiatives for using the Governnent purchase
card. The Arny uses the purchase card for over 90 percent
of its commercial purchases for goods and services val ued
at or below the mcro-purchase threshold, thus replacing
the traditional method of using purchase orders and
sinplified acquisition procedures for small dollar valued
itemns. Through this reengineering effort, the Arny is
estimated to save an average of $92.60 per transacti on when
using the Government purchase card. Once the Arny
stream ined their business practices, another $9.00 per

transaction savings was realized. [Ref. 5]

In accordance with M. Bruce Sullivan, Director of the
Depart ment of Defense Purchase Card Joint Program Ofice, a
hurdl e that procurenent personnel had to overcone was their
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reluctance to giving up control of the procurenent process.
By enmpowering a cardholder to utilize the purchase card to
acquire requirenents, procurenent  personnel relinquish
traditional controls that are exercised during traditiona
procurenents procedures. It was practically everyone's
opinion that they added value to the procurenent process by
using traditional procurenment nmethods versus the purchase
card, while in essence they were creating a hurdle. [ Ref .
37]

Today, the Arny, Navy, and Ar Force have the
capability to certify purchase card statenents on-Iline,
contributing to DoD s paperless initiative and overcom ng
potential hurdles. The traditional paper nethod would
require up to 3 weeks to conplete a transaction. Using the
on-line capability a mcro-purchase transaction can be
approved, certified, and paid within one week. [Ref. 37]

C. GEORGE C. MARSHALL SPACE FLI GHT CENTER

The George C. Marshall Space Flight Center is a
proponent of National Aeronautics and Space Act (NASA).
Their mssion is:

To advance and comrunicate scientific know edge

and understanding of the Earth, the solar system

and the universe and use the environnent of space

for research; To advance hunman exploration, use,

and devel opnment of space; To research, develop,

verify, and transfer advanced aeronautics, space,
and related. [Ref. 17]

1. Requirements that are Specific to the Space
Fl i ght Center Purchase Card Program

. | ndi vi dual purchases may not exceed $2500 with a
nonthly purchase limt not to exceed $10,000. A
witten justification IS required for an
I ncrease.
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Each cardhol der is required to conplete a m ninmm
of 4 hours of procurenent training prior to
receiving a card.

Each cardhol der IS authorized to purchase
conput er hardware, software and parts, which are
not avail able on an existing contracting vehicle.

Each  cardhol der is authorized to purchase
hazardous materials after coordinating wth
Envi r onnent al Heal t h. The cardhol der nmust

maintain a copy of the Material Data Safety
Sheets in the files.

To protect the Governnment and cardholder, the
credit card program has internal controls. The
nmerchant uses an electronic or telecomunication
method to obtain authorization on each purchase
to ensure that the cardholder is wthin the
limts of their authority. It also verifies the
type of purchase being nmade is authorized.

Aut hori zed Use of the Card

Itens available on the open market and off the
shel f

O f-the-shelf conputer hardware, software, parts,
& printers

Quality sensitive itens if coordinated wth
Qual ity Assurance

Hazar dous materi al s with Envi r onnent al
coordi nati on

Unaut hori zed Use of the Card
Cash Advances
Rental or Lease of Mtor Vehicles

Rental or Lease of Land or Buildings (Including
Conference Facilities)

Purchase of Airline, Bus, Train or Oher Travel
Rel ated Activities

Pur chase of Meals and Dri nks

Travel - Rel at ed Pur chase of Meal s, Dri nks,
Lodgi ng, or O her Travel or Subsistence Cost
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. Purchase of Gasoline or G|

. Repair of Interagency Fleet Managenent Autonotive
Vehi cl es
. Purchase or Rental of Tel econmuni cations and

Tel ephone Equi pnent

. Janitorial, Yard and WM ntenance Services O her
t han Repair Services

. Construction Services over $2,000 (except up to
$5, 000 under a BPA)

. Per sonal Cl ot hi ng, Footwear or Eye ( asses,
except for Safety

. Printing or Copying Services
. Tel ephone Cal |l s

. O fice Furniture

. Comput er software and hardware

. Training, Tuition, and Registration/Conference
Fees

. Wt er

. Expl osi ves, propellants, and pyrotechnics

. Flight hardware, flight software, or associated

Ground Support Equi prent

CGeneral information to the cardholder regarding Kkey
definitions, requirenments for issuance of the card, roles &
responsibilities, purchase procedures, and paynent are
consistent wth the guidelines of DOD Purchase Card
Pr ogr am

4. NASA Best Practices

NASA procured a comercial off-the-shelf tool-based
system for nanaging the acquisition process inclusive of
digital signature and authentication. Busi nesses wanti ng
access to NASA acquisitions can do so through NASA s

el ectronic comerce, enbracing the paperless initiative and
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removing traditional entry barriers for vendors wanting to

do business with the Governnment. [Ref. 5]

NASA also has an electronic renittance process that
provi des the vendor with information regarding paynent and
t her eby, reduces tel ephone inquires. [Ref. 5]

D. DEPUTY ASSI STANT SECRETARY OF THE Al R FORCE

The Deputy Assistant Secretary (DAS) of the Air Force

(Contracting/ Acquisition) (SAF/ AQQ):

Pl ans, develops, and inplenents Air Force-w de
contracting policies and procedures. Serves as
Senior contracting advisor to the Assistant
Secretary of the Ar Force for Acquisition

Manages approximately 8,500 Air Force mlitary
and civilian contracting personnel worldw de.
Perforns surveillance of WMjor Comrands (MAJCOM
contracting field activities worldw de. Serves as
the Conpetition Advocate GCeneral for the Air
For ce.

Provides contracting and acquisition technical

support to all Air Force MAJCOVE, Program

Executive O ficers, Desi gnat ed Acqui sition

Conmmanders, Direct Reporting Units, and Field

Qperating Ofices in the execution of their

acquisition programs, privatization, conpetitive

sourcing, and service and support efforts. [Ref.

1]

Air Force Instructions 64-117, dated 6 Dec 2000,
provides the overarching guidance for the Air Force
Government purchase card program Enconpasses in four
chapters <contains the purchase <card program overview,
authorized and wunauthorized usage, how to establish an
account, and the responsibilities & procedures for using
t he Government card. Six attachnents offer a glossary of

terms, sanple delegation letter, sanple training record,
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surveillance guide, certifying and accountable officer

requi renents, and fund cites authorization form [Ref. 1]

1

Aut hori zed Use

Wt hout exception, the inpact shall only be used
to pay for authorized U S. Governnment purchases

..may be used to purchase supplies, equipnment, and
non- personal services up to the mcro purchase
| evel which is currently $2500

It nay be used to purchase authorized itens from
Def ense Conm ssary Agency & Mlitary d othing
Sal es store

| f authorized to make purchases above the mcro-
purchase threshold of $2500, cardholder not in
the contracting organization wll use the
Government purchase card only to obtain itens
frompre-priced contracts and agreenents.

Medial item purchases will be Ar Force Capital
Wor ki ng Fund

Unaut hori zed Use
Cash advances

Travel related purchases including ..(purchase of
airline, bus, train tickets)

Rental or |ease of land or buildings exceeding 30
days

Purchase of aviation, diesel, or gasoline fuel or
oi

Repair of |eased vehicle when the |ease provides
for services/ maintenance

Purchase of tel ecomrunication services

Purchase of hazardous/dangerous itenms such as
expl osives, munitions, toxins, firearns

Purchase of janitorial, vyard, and maintenance
service or other repair services covered by
contracts al r eady witten for t hese

services..unl ess in an energency
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. Purchase of printing or copying provided by
commer ci al sources

. Purchase of personal services

. Purchase of classified itens and sensitive itens

. Purchase of construction exceedi ng $2000

. Purchase of MAR peculiar itenms such as athletic

shoes, clothing, supplies, equipnent, etc.

. Pur chases of i ndi vi dual equi prrent and
organi zational clothing itens

The Air Force Purchase Card program ensures that the
Governnment purchase card is used whenever feasible as the
paynent vehicle for all goods and services valued at the
m cr o- purchase threshol d.

3. Air Force Best Practices

The A r Force encourages cardholders to utilize
el ectronic nethods to expeditiously acquire goods and
services valued at or below the mcro-purchase threshold. A
direct link to GSA on-line catalog is available to ensure

accessibility by the cardhol der.

In an effort to use the Government purchase card to
the maxi num extent possible, the Air Force continues to
review their purchase card program for inprovenents. The
Air Force identified the following initiatives for

i mproving their electronic purchase card program [Ref. 5]

. Significant product, manpower, and procurenent
cost savings

. Less frustration for requestors, cardholders, and
billing officers

. Conpl i ances and enforcenents

. Credit for small business dollars

. Greater visibility for Air Force |eadership
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. Create |everaged buying power wth national
vendor agreenents

. | mbed CGovernnent purchase card business rules
W thin system

. Streamline and automate shoppi ng, approval ,
status, receipt and acceptance via single portal

. Provi de for business trend anal ysis
E. PURCHASE CARD PROGRAM STATUS

Since the National Performance Review identified the
purchase card as a major

that all

acqui sition reform and recomended

Federal agencies increase their use of the card,

enphasi s on using the purchase card has grown over the |ast

decade. [Ref. 11]

The Defense Reform Initiative goal of using the card

for at least 90 percent of mcro-purchase transactions by
Fi scal Year (FY) 2000 was exceeded. Statistics show that
the total of mcro-purchase transactions, using the
purchase card, by the end of Fiscal Year 1999, represented
over 91 percent.
Per cent age
Nurmber of Nurmber of of mcro-
car dhol ders transacti ons Sal es pur chases
DOD- wi de 242,551 8,932, 080 $4,596, 122, 1 |91.6
24
Air Force 74,820 2, 480, 193 $1, 086, 317,345 [908. 2
Ar nry 108, 425 3,637, 817 $1, 756,841,0 | 97.6
43
Navy 49, 068 2, 356, 379 $1, 405, 865,0 | 96.7
02
Def ense 10, 238 457, 691 $ 42.7
Agenci es 347,098, 734
Tabl e 3. Purchase Card Transactions by DOD Conponents

(Fiscal Year 1999 Totals).

From Ref. 11.
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The Federal Acquisition Streamining Act of 1994
established $2500 as the mcro-purchase threshold. In
FY94, less than 1 mllion transactions were made using the
purchase card, representing approximtely 15 percent of
DoD s micro-purchases. In FY98, the transaction volune
grew to approximately 7.5 mllion, then to over 9 mllion
in FY99. The purchase card program has exceeded DoD s
reform goals and DoD continues to seek ways to inprove the
card and to expand its use. [Ref. 11:p. 5]

1. Enphasi s on I nproving the Card

Sever al i mprovenent s have been post ul at ed for
expanding use of the purchase card, including the
fol | ow ng:
. Using the card as a paynent vehicle for |arger
procurenents placed on existing contracts. [ Ref
11]

. Increasing the purchasing limtations of forces
depl oyed overseas. [Ref. 11] As of 1 Novenber
2001, a final rule was i ssued al | owi ng

Contracting Oficers to use the purchase card for
contingency operations up to the contingency
sinplified acqui sition t hreshol d, whi ch IS
currently $200,000. [Ref. 36]

. Providing the card to staff nenbers outside of
the procurenent offices [Ref. 10:p. 10]

. Establishing electronic malls. El ectronic malls
are electronic versions of supplier’s catalogs
that are available through the Internet. [Ref.

13: p. 26]

. Establishing electronic neans for agencies to
share best practices and |essons |earned. [Ref.
10: p. 12]
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The netrics provided below offer current data, as of
Fiscal Year 01, pertaining to the purchase card usage by

DoD agenci es.

FY 01 DoD Purchase Card Usage, US Bank and Citi bank

Total Accounts Fi scal Year Thru Sep 01
Agency B/ O Car dhol ders Sal es Transacti ons
Navy - -- 1, 848, 498, 147 2, 783, 640
Arny 26, 018 109, 446 2,389, 429, 830 4,427, 475
A'r Force 19, 738 79, 928 1, 388, 996, 126 2, 847, 258
Def ense 4,177 13, 346 $479, 104, 749 610, 065
Agenci es
TOTALS 49, 933 202, 720 $6, 106, 028, 852 10, 668, 438
Tabl e 4. Metrics for FY 2001.
From Ref. 5.

DoD s goal was to use the purchase card for 90 percent

of the mcro-purchases by FYO0O. In accordance wth

statistics provided, DoD achieved this goal a year early.
Use of the purchase card in FY99 accounted for 91.6 percent
of mcro-purchases, resulting in significant savings for
the Governnent. [Ref. 5]

DoD doesn’t have a goal of adjusting the percentage
from 90 percent. The focus is on inproving the purchase
card in other areas such as reducing delinquencies,
measuri ng the nunber of agency accounts that are certified
on-line, and nmeasuring the days required to pay for mcro-
purchases. Al are input for rebate neasurenents. [Ref. 37]

The smaller the anpbunt of days required for paynent of
m cro-purchases, the larger the rebate for the agency.
Wth the exception of the Navy, rebates go back to the
agency billing office to use, thereby offering incentive to
generate rebates. The Navy rebates are centrally coll ected.
[ Ref . 5]
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F. ANALYSI S

The Governnent purchase card program was designed to
expedite the acquisition of essenti al supplies and
servi ces, stream i ne paynent pr ocedur es, and reduce
adm nistrative costs associated wth traditional paper-
based paynent net hods.

The agencies reviewed incorporated procedures and
gui delines of m cro-purchase requirenents into their
overall purchase card program |Incorporating the mcro-
purchase guidelines into the overall purchase card program
ensures that the cardholder is famliar with all aspects of
the card’s usage. A certified cardholder is not limted to
using the card strictly for purchases at or below $2500
which conplies with reforminitiatives to expand use of the
card.

Anal yzi ng t he t hree Gover nent agenci es, t he
researcher notes that while their local policies and
procedures are in conpliance wth DoDs overarching
gui dance, each programis tailored to the business-line of
the particular agency to ensure that their specific

requi renments are net.

In analyzing the purchase card prograns of the
agencies, a conparison is conducted with the four key

weaknesses |l eading to the breakdown of internal control as

identified by GAO in Chapter 111. The specific findings
are unmanageabl e span of control, deficient policies for
rebate mnagenent, lack of sufficient training, and

i neffective use of internal reviews & audits.
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1. Unmanageabl e Span of Contro

Each agency revi ewed enf or ces controls and
checkpoints. Al include a variation of the statenent that
purchases using the CGovernnent purchase card are for
of ficial purposes only. Strict guidelines are detailed on
the ramfications of msusing the card. Defining roles and
responsibilities proved checks and balances to ensure
separation of functions. Agencies are in conpliance with
reduci ng the span of control.

2. Deficient Policies for Rebate Managenent

Agencies reviewed include instructions in their
overall purchase card program to address taking ful
advant age of rebates offered by nerchants. The car dhol der
is given explicit guidance on paynment procedures to ensure
that pronpt paynments are processed by the Governnent and
received by the nerchant which aides in the Governnent
receiving potenti al rebat es. Logs are nmaintained
docunenti ng t he pur chases and capturing hi stori cal
informati on such as vendors, prices, rebates, etc. Thi s

information is val uable when making sim |l ar purchases.

Conti nuous efforts are underway by the Director of the
Department of Defense Purchase Card Joint Program Ofice to
nmeasure rebates obtained by a specific agency.

3. Lack of Sufficient Training

One of four approved courses, which normally take four
to six hours to conplete, is mandated and conpleted prior
to issuing a purchase card to the cardholder. Specific
interactive training relating to contracting is provided
with refresher training required every two years from the

date of original training. Cccupying a contracting
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position is not a prerequisite to qualifying to becone a

cardhol der.

The necessity for docunented training is at the
forefront of the purchase card prograns reviewed. It’s
al so evident by the DoD purchase card stand-down training
day in which every participant of the purchase card program
was required to conplete.

4. I nefficient Use of Internal Reviews & Audits

Each agency shares comonality & uniqueness wth
regards to procedures that can greatly assist wth
inproving the mcro-purchase policy. The FAR allows
purchases less than $2500 to be made wi thout obtaining
conpetitive quotations if a determnation of fair and
reasonabl eness price can be achieved. The purchase card
becones an inportant acquisition tool as it provides a
quick and responsible vehicle to satisfy small dollar
requirenents. Not only does the card streamine existing
processes and paynment pr ocedur es whil e reduci ng
adm nistrative costs, it also inproves cash nmanagenent
practices, reduces acquisition Ilead-tine, and permts
resource flexibility while establishing an audit trail for

review or inprovements.

Each agency has an Agency Program Coordi nator (APC)
who appoints the individual cardholder as an ordering
officer in witing. The APC is responsible for devel oping
a department-wide inplenentation plan that incorporates
DoD's overarching guidance for using the Governnent
purchase card. Prior to their appointnent, the prospective
cardhol der nust successfully conplete a mninmm nunber of
hours on specific purchase card training.
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Each agency has in place standard operating procedures
for the Government purchase card that provides usefu
information concerning authorized and unauthorized use of
t he card, i ndi vi dual responsi bilities, pur chase
l[imtations, procedures for placing orders, conpetition,
price reasonabl eness, bill pr ocessi ng, and records,

managenent .

Sanple formats are provided to the cardholder to
assist with the overall success of the program and to
establish nethods of controls and checkpoints.

G CONCLUSI ON

The Governnent purchase card was designed to expedite
the acquisition of essenti al supplies and services,
stream i ne paynent procedures, and reduce admnistrative
cost associated wth traditional paper - based paynent
nmet hods. Utilizing the Government purchase card, through
the GSA SnartPay, Federal agencies have inplenented | ocal
purchase <card prograns that elimnate the regulatory,
statutory, and process inpedinents that have hindered

Gover nment acqui sition.

Wth each purchase card policy offering oversight,
gui dance, internal controls, initiatives for expanding use
of the card, and best practices, agencies ensure that their
prograns acconplish the goals set by DoD, and offer a nore
efficient and less costly way for end users to receive

goods and servi ces.

The status of the purchase card program denonstrates
that DoD has exceeded the reform initiative of utilizing
the purchase card for 90 percent of mcro-purchase
acqui sitions. Many of the policies reviewed have included
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information to ensure that the agency is prepared to

i npl enent an increase in the usage of the purchase card.

In the next chapter, a review and analysis of three
commercial firns is conducted. The firms frequently do
business with the Governnent and can offer insight into
obstacles they face when conducting business wth the

Gover nnent .
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V. COMMERCI AL PRACTI CES

A GENERAL

Usi ng purchase cards, Federal enployees are able to
take advantage of the latest prices and buy supplies &
services faster. The purchase card program reduces
paperwork, gets paynents to vendors faster, and greatly
reduces the acquisition admnistrative tine. The Ceneral
Services Adm nistration (GSA) SmartPay gives the Governnent
a virtually bureaucracy-free way of doing business. The
Governnment is able to get the sane technol ogi cal advant ages
that are available in the commercial sector. [Ref. 5]

This chapter documents the interviews with commerci al
busi nesses that routinely conduct business wth the
Gover nnent . It reviews their processes, policies, and
potential barriers encountered wth the Governnent purchase
card.

Contractors can’'t use the Governnent purchase card to
acquire goods and services, as this constitutes obligating
t he Governnment, which is an inherent Governmental function.
Usi ng cost reinbursable contracts, a contractor can set up
his own account with the General Services Admnistration
(GSA) to acquire necessary itens to conplete the Governnent
contract. [Ref. 37]

B. OBJECTI VE OF | NTERVI EW5

The objective of the following interviews is to obtain
information from the contractors on their experiences wth
accepting the Governnent purchase card, procedures they use
to acquire small dollar-valued itens, and potential |essons
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| earned that can be of value for inproving the Government’s
pur chase card procedures.
C. METHOD OF | NTERVI EWS

Seni or personnel from each conpany were interviewed.
The interviewees were: Harvey Di xon, President of the
D xon Conpany; John Bryan, Procurenent Branch Manager of
San Diego Gas & Electric; and Jeff Waggins, Senior

Procurenment Manager of Phillips National, Inc.
The i ntervi enees wer e asked seven, open- ended
questions and allowed to elaborate in other areas. The

guestions asked of the interviewees are |isted at Appendi X
C.
D. PERSONAL | NTERVI EW6
1. Harvey Di xon Pr esi dent The Di xon Co.
Harvey Dixon is the President of the Dixon Conpany
|ocated in Santa Ana, California. The Di xon Conpany, a
| eading construction firm is classified by the Snal
Busi ness Adm ni stration ( SBA) as an 8(a) HubZone
contractor. SBA classifies an 8(a) and HubZone, in
accordance with the guidelines of the Federal Acquisition
Regul ation (FAR), Part 19 as defined: [Ref 33]

8(a): Section 8(a) of the Small Business Act (15
U S C 637(a)) established a program that

aut horizes the Small Busi ness Admi nistration
(SBA) to enter into all types of contracts with
ot her agenci es and | et subcontracts for

perform ng those contracts to firns eligible for
program participation. The SBA's subcontractors
are referred to as "8(a) contractors.”

HubZone (Historically Underutilized Busi ness
Zone): Status as a qualified HubZone snall
business concern is determned by the Snall
Busi ness Adm nistration (SBA) in accordance wth
13 CFR part 126
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If the SBA determines that a concern is a qualified

HubZone  smal | busi ness  concern, it wi || issue a
certification to that effect and will add the concern to
the List of Qualified HubZone to provide Federal
contracting assistance. This is part of SBA's efforts to

i ncrease enploynment opportunities, investnent, and economc

devel opnent in those areas.

The Dixon Conpany is a snall business wth
approximately 22 people. The business inconme is

approxi mately $5M annual ly. [Ref. 6]

Wen posed with the questions, M. D xon had the
foll owi ng responses: [Ref. 6]

. Are you Famliar with and do you Accept the
Gover nment Pur chase Card?

Yes, we are famliar with the Governnent credit
card program and gladly accept purchase card
actions valued at $2500 or |ess. We continue to
i nprove our electronic capabilities to keep pace
with the Governnent.

. Does your Conpany have a Simlar Program or
Pol i cy?

We do not currently have a purchase card program
or a credit card program but we do anticipate
starting one once our conpany grows.

The process we wuse when we need repairs or
services is to call a reliable contractor to
conpl ete the work. The contractor bills us once
the work is conplete and we instantly wite a

check for the services. Wrk of this type
generally takes three to four days to conplete so
the contractor is paid imred ately. W do not

currently have a formal process.
. Are Potential Successes & Roadbl ocks Encountered
wi th Accepting the Governnent Purchase Card?
W haven't had any bad experiences wth the
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Gover nment per say. The only challenge that we
have faced is the paynent process for [|arger
dol lar value contracts. Sonetines, it takes a
while to get notification from Defense Finance
and Accounting Service (DFAS) when an invoice is
incorrect and paynents are not processed as
tinmely as needed.

O her than that, we are happy to do business with
the Governnent, particularly the field teans such
as Resident Oficer | n- Charge  of Contracts
(RO CC), Point Loma, San Di ego, California.

. Have you Experienced Expedited Paynents and
Reduced Paperwork with Itens Procured Using the
Pur chase Card?

Yes, | mnust agree that the paperwork is reduced
when actions are placed using the purchase card.
That was a good nove by the Governnent.

. | s your Business Relationship with the Governnent
Enhanced when Using the Purchase Card?

Qur relationship with the Governnment is enhanced

whenever they initiate process inprovenents.

. Do you have Recommendations for Inproving the Use
of the Purchase Card for Transactions?

| believe an initiative is already under way to

expand the use of the purchase card.

. s there Anything Else that you Want to Add?

Using the purchase card is convenient for the
Gover nnent and ensures t hat the CGovernnent
receives itens faster.

2. John Bryan Procurenment Manager SDG&&E

M. Bryan is the Procurenment Branch Manager of San
Diego Gas & Electric (SDG&E), located in San Diego, CA
SDG&E is a subsidiary of Senpra Energy. SDG&E is a |arge
utilities conmpany that provides electric service to 3
mllion clients in San Diego and southern O ange Counties

and natural gas to San Diego counties. [Ref. 19]
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Through their Federal branch of the conpany, SD&E has

partnered with the Federal Governnment to provide design and

construction services. SD&EE offers the Governnent
fi nanci al i ncentives and ot her benefits t hr ough
parti ci pating in demand reducti on type progr ans.

Basically, the program ensures design and construction
projects are developed to support energy conservation
efforts and reduce energy consunption. The CGover nnment
receives benefits from constructing projects that support

the conservation efforts. [Ref. 19]

Wen posed with the questions, M. Bryan had the
foll owi ng responses: [Ref. 19]

. Are you Famliar with and do you Accept the
Gover nment Purchase Card?

Al though we are equipped to handle credit card
transactions, we generally conplete projects for
the Government valued at over the mcro-purchase
threshold of $2500. In today’'s conpetitive
mar ket pl ace, providing custoners wth convenient
paynent options is alnost as inportant as selling
a quality product or service.

. Does your Conpany have a Simlar Program or
Pol i cy?

Al t hough we do have a conmercial credit card, for
repairs and services we contact the appropriate
personnel in our facilities departnent. The
Foreman will cont act one of our i n-house
personnel to conplete the work or contact one of
our subcontractors. Basically, we do business
wi th our subcontractors that we enploy for |arger
Government projects. W know their work and
trust their estimates.

. Are Potential Successes & Roadbl ocks Encountered
wi th Accepting the Governnent Purchase Card?

W have partnered with nmany agencies of the
Governnment and offer them a variety of denmand
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reduction programs in which to participate. Ve
have had many successes with the Government and
provide quality design and construction services.

Roadbl ocks that we face are paynents and possibly
getting wus involved early in the procurenent
process. Oten tinmes we are brought in after
soneone else has conpleted the design or the
construction projects, only to find that our
conpany could have offered the Governnent val ue-
engi neering savi ngs.

. Have you Experienced Expedited Paynents and
Reduced Paperwork with Items Procured Using the
Pur chase Card?

W routinely use electronic nethods for paynment
processing so |I’m not aware of expedited paynents
fromthe Governnent.

. | s your Business Relationship with the Governnent
Enhanced when Using the Purchase Card?

Qur business relationship with the Governnment is
enhanced not only because of the purchase card
use, but also because of our partnering efforts.
We are continuously inproving our services to the
Gover nnent .

. Do you have Recommendations for Inproving the Use
of the Purchase Card for Transactions?

The snmallest project that | can renenber our
conpany having conpleted for the Governnent was
to relocate a wutility pole, valued at $6500.
That was conpleted a couple of years ago and
woul d have been a good candidate to place on the
Government purchase card had the limt Dbeen
i ncreased. |  would also recomend placing
smal | er val ued change orders on the card to speed
up paynment s and elimnate t he paper wor k
associated with change orders. This is wusually
time consuming and delays negotiations and
paynents.

. |s there Anything Else that you Want to Add?
No.

64



3. Jeff Wggins Sr. Manager Phillips National

M. Jeff Waggins is the Senior Mnager of the
Procurenent Departnent for Phillips National Inc. |ocated
in Solana Beach, CA Phillips National is a general

contracting firm that was awarded SWIV's nulti-trade,

Indefinite Quantity contract. Phillips specializes in
managenent , housi ng mai nt enance, and construction.
Phillips has a broad range of experienced personnel trades

i ncludi ng plunbing, electrical, heating, air conditioning,
carpentry, painting, and nanagenent. They have over 18

years of experience with the Federal CGovernnment. [Ref. 18]

When posed with the questions, M. Wggins had the
foll owi ng responses: [Ref. 18]

. Are you Famliar with and do you Accept the
Gover nment Pur chase Card?

W are quite famliar wth the Governnent
purchase card program and ready to accept those
types of actions. Qur current multi-trade
contract has a mnimum of $2000 for construction
actions but we can accept smaller projects to
satisfy our customers. W understand the
i nportance of putting the custonmer’s needs first.
We remain confident that we can neet and exceed
the custoner’s expectations.

. Does your Conpany have a Simlar Program or
Pol i cy?
W have policies and procedures that we use but
not just for purchases. W have the expertise
in-house to conplete mnor repairs and services
that we nmay need. W have also established
accounts wth local supply conmpanies to neet
those types of needs. W also use comerci al

credit cards for small purchases.

. Are Potential Successes & Roadbl ocks Encountered
wi th Accepting the Governnent Purchase Card?
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The notion that the Governnment has nore red tape

than the private sector is a myth. O | haven't
experienced any nore red tape with the Governnent
as | have with private businesses. Wth the
Governnent, although it takes a while, you know
you are going to get paid. Wth private
busi nesses, it takes just as long to get paid.

Then you have to worry about the business going
out of business and not receiving paynent at all.

Qur overall experience with the Governnent has

been good, mainly due to our partnering

phi | osophy.

. Have you Experienced Expedited Paynents and

Reduced Paperwork with Itens Procured Using the
Pur chase Card?

|’ m not aware of expedited paynents but there is
reduced paperwork when itens are placed using the
pur chase card.

. | s your Business Relationship with the Governnent
Enhanced when Using the Purchase Card?

Phillips is a strong advocate of partnering for

our maintenance and construction projects. W

partner with our contractors and custonmers to
hel p develop and achieve comon goals through

cooperation and open comrunicati on. This |eads
directly to win-wn relationships. W have a
strong local presence with well-established ties
to local vendors and subcontractors. W have

created many positive relationships with owners,
vendors, and subcontractors so that prices are
fair and reasonabl e.

. Do you Have Recommendations for Inproving the Use
of the Purchase Card for Transactions?

Continue to use electronic neans for allow ng
contractors access to t he Gover nnent
requirenents.

. |s there Anything Else that you Want to Add?

Not really. Qur relationship wth the Governnent
is very good and beneficial for us both.
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E. ANALYSI S

The three firnms interviewed denonstrate that they are
willing and able to adjust to the changing needs of the
Gover nnment . Although not all of the firnms interviewed
maintain a purchase card process simlar to the
Governnent’s purchase card program for handling snaller
dollar value purchases, they all recognize the need to
expedite the process for smaller dollar valued itens either
t hrough in-house support, or by placing the orders wth
conpani es whom they are accustoned to doi ng busi ness.

A commonality shared with the Governnent is the need
to obtain small dollar valued itens expeditiously, better

safer, and inexpensive for the custoner.

Basically, comrercial firns are not mandated to
mai ntain formal policies and procedures for procuring small
dollar valued itens. Commercial firms are not notivated by
the sane requirenments as the Governnment, such as the FAR
DFARS, and other regulations & policies. The conmmerci al
firmse are not charged with managing the funds of the

t axpayer, as is the Federal acquisition workforce.

Better, faster, safer, and inexpensive has becone
common practice for the Governnent and the comrercial
sector. Both needing to ensure that those elenments are a
part of their procurement structure and the way they
conduct business or face the dire consequences of not

recei ving repeat business.

Red tape and roadbl ocks exist for the commercial firns
as they do for the Governnent. The key to a successful
business strategy is cutting through the red tape and
overcom ng the roadblocks while continuing to neet the
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requi renents of the custoners. Creative partnering has
been successf ul in over com ng t he r oadbl ocks and

successfully facilitating a positive relationship.

The CGovernment and the contractors have the same
underlying goal of neeting and exceeding custoner’s
expectations. The rules may be different but the goals are
t he sane. Both realize that to keep pace with the rest of
the world, we have to streamline our processes, use the
nost efficient and effective nethods available to overcone
r oadbl ocks and obstacles or get left behind as road kill.

F. CONCLUSI ON

This chapter presents personal interviews conducted
with contractors who routinely conduct business with the
Gover nnent . The interviews allowed the researcher to
present and analyze data from the private sector’s
per specti ve. The data is also used in the fornulation of
the conclusion and reconmendations as presented in the

foll owi ng chapter.

Chapter VI is the final chapter of this research. | t
will form conclusions to the thesis questions posed at the
beginning of this thesis, provide recomendations, and

suggest topics for further study.
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VI . CONCLUSI ON AND RECOMMENDATI ONS

A GENERAL

Thi s t hesi s anal yzed successf ul m cr o- pur chase
practices of Governnent agencies and the procedures of
comercial firns. Particular enphasis is placed on the
Sout hwest Division policies and procedures as it ensures
conpliance wth Naval Supply  ( NAVSUP) Purchase Card
Program General Accounting Ofice’'s (GAO audit findings,
Department of Defense’'s (DoD) regul ations, guidance of the
Federal Acquisition Regulation (FAR) & Defense Federal
Acqui sition Regulation Supplenent (DFARS), and ultimately
streamlining initiatives as recomended by National
Perf ormance Revi ew (NPR)

Interviews were conducted and valuable concepts were
obtained from comrercial firnms that routinely conduct
business wth Southwest Division (SWIV) and provide
smal | er doll ar val ued goods and services to the command.

This thesis identifies issues and barriers facing
cardhol ders who are using the Governnent purchase card to
procure snall dollar valued goods and services. I n
accordance with FAR Part 1.6, the cardholder 1is not
required to be a nenber of the acquisition workforce. A
cardhol der can basically be unfamiliar with the intricate
details  of the regulations and policies governing
acqui sition. In sone instances, a cardholders only
exposure to acquisition is from conpleting the required

purchase card training or physically using the card.
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B. ANSVEER TO RESEARCH QUESTI ONS
1. Primary Research Question

. VWat are the elenents and actions necessary to
develop and inplenent a standardized purchase
card program for Sout hwest Division?

The elenents necessary to develop and inplenent a
standardi zed purchase card program for Southwest Division
(SVDI V) i ncl ude SWDI V pur chase card gui del i nes
( SWNAVFACI NST 4200. 1), out|ining t he rol es and
responsibilities of those involved in the purchase card
process, obtaining buy-in from the stakehol ders, continuous
training, and feedback nmechanism for increasing the use of
the purchase card. Uilizing a standardized franmework,
addressing the weaknesses identified by GAOs audit, and
i ncorporating recommendations of this thesis research wll
help ensure that the elenents and actions necessary to
i npl enent the purchase card procedures are achi eved.

This research reveals that a standardized framework
that allows for flexibility is necessary. Each agency
reviewed has tailored their purchase card policy to their
i ndi vidual requirements and denonstrated conpliance wth
t he overarching purchase card regul ati ons.

Agencies incorporated internal controls to conbat
weaknesses identified by GAO during an audit of SPAWAR
System Center and Navy Public Wrks Center, San D ego:

a. Proliferation of Purchase Cards Resulting in
Unmanageabl e Span of Contro

Purchase card procedures define roles and
responsibilities that provide checks and bal ances to ensure
separation of functions. Strict guidelines are provided on
the ramfications of m susing the card.
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b. Deficient Policies for Rebate Managenent

Purchase card prograns provide explicit guidance
on paynment procedures and encourage cardholders to take
full advantage of rebates. Hi storical |ogs are maintained
with valuable data relating to the purchase that can be
used to neasure rebates, and provide input for other
measur enents conposed by the Departnent of Defense Purchase
Card Joint Program O fi ce.

C. Lack of Sufficient Training

The purchase card prograns researched for this

thesis mandates the conpletion of approved training prior

to receiving the card. Refresher training is required
every two years. The training requirenment can be
acconplished by a variety of nethods: by completing a

resident course, on-line interactive using the web, or CD
ROM

In Septenber 2001, the Departnment of Defense
conducted a purchase card training stand-down day. Each
agency was responsible for ensuring that key players
attended the training.

d. | nefficient Use of | nt er nal Revi ews and
Audi ts

Wthin the structure of the GSA purchase card
contract, in reference to the overall control nechanism
each agency has the flexibility to structure their program
to ensure appropriate oversight and key checkpoints are in

the internal control process.

Sout hwest Division internal policy contains the
internal operating procedures, SWNAVFACINST 4200.1, that
are applicable to all tenant activities within the commuand.
The instruction clearly identifies t he rol es and
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responsibilities of the Agency Program Coordi nator,
Approving Oficial, and Cardhol der. Dol I ar threshol ds and
paynent procedures are also outlined. The key elenents and
actions necessary to standardi ze the purchase card program
for Southwest Division are contained wthin SWAVFACH NST
4200.1 as outlined by the guidance of NAVSUP Instructions
4200. 94.

Conducting the mandatory purchase card training
stand-down day in Septenber 2001, with key stakeholder in
the purchase card process, assisted with enforcing the
policies and is a necessary action required to standardize
t he program

2. Subsi di ary Research Questions

. VWat are the policies and procedures governing
t he purchase card usage for m cro-purchases?

Chapter Il outlines the policies and procedures
governing the wuse of the purchase card for South West
Di vi si on. SWNST 4200.1 incorporates Navy Instructions
4200. 94 that contains the policies and procedures governing
the Navy' s inplenmentation and overall managenent of the
purchase card program As with nost progranms, specific
gui dance pertaining to mcro-purchases are enbedded w thin

the overall guidelines of the purchase card program

The policies reviewed, as well as that of SWIYV,
incorporate streamlining initiatives of the Federal
Acquisition Stream ining Act of 1994 as recomrended by the
Nat i onal Performance Review and endorsed by the President
with executive Order 12931. NPR recomended that agencies
increase their use of the Governnment purchase card and take
maxi mum advantage of the mcro-purchase authority to the

maxi mum ext ent practicabl e.
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The policy was further endorsed by the Under Secretary
of Defense in a policy letter mandating that orders for
goods and services valued at or below the mcro-purchase
threshold are placed on the Governnent purchase card. To
wai ve this requirenent, a witten determnation is required
by a Senior Executive Service, Flag Oficer, or a General
Oficer.

SWDIV's policy also incorporates the guidelines of FAR
and DFARS as outlined in Chapter Il of this thesis. FAR
Part 13 nanes the purchase card as the preferred nmethod for
acquiring mcro-purchase itens. Cl auses and provisions
that are generally required in standard contract are not
required for mcro-purchase acquisitions. Conpetitive
guotes are not required if prices are considered fair and
reasonable. Goods and services that are generally provided
by mandatory sources apply to mcro-purchases actions as
well as to procurenents above the m cro-purchase threshol d.

The FAR and DFARS also provide broad purchase
guidelines that are nore defined within SWIV s policy on
t he purchase card usage.

. Wat is the current structure for the purchase
card usage when nmaking purchases at the mcro-
pur chase t hreshol d?

Chapter 111 reviewed the GSA contract structure that
governs the purchase card program Each agency has the
flexibility to structure their program in a nethod that’s
beneficial to that particular agency. The intent is to

maxi m ze the use of the purchase card.

Agency Program Coordinator (APC) bears the overall
responsibility for the success of the purchase card

pr ogr am The APC conducts a sem-annual review of the
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Government Purchase Card Program and initiates actions for

i nprovenents or corrective actions, if necessary.

The Approving Oficer (AO reviews and approves
account-billing statements and ensures the appropriate
docunent s are sufficiently mai nt ai ned and paynent s
accurately processed. The APC and AO can be the sane
per son. If this is the case, an alternate AO should be
appointed to ensure the necessary checks and bal ances are

in place.

The Cardholder nust receive appropriate training
before a purchase card is issued. The cardholder is tasked
with the ensuring that all prerequisites are conpleted

prior to making a transaction.

The Cardholder is responsible to ensure that the end-
user or receiving personnel signs the receipt when itens
are shi pped and received.

The Cardholder is responsible for reconciliation of
accounts. All  must enforce prohibitions and special
attention itens. Cardhol ders, AGs, APCs, and other
purchase card program participants are responsible to
ensure that the purchase <card 1is wused appropriately.
M suse, abuse, and other inappropriate use of the purchase
card can have serious di sci plinary consequences.
I ndividuals failing to conply with the purchase card policy
and procedures mmy have instance included in their

per f ormance eval uati on

The single purchase limt for mcro-purchases is
$2,500 for the procurenent of goods and service and $2, 000

for t he pr ocur enent of constructi on. | ndi vi dual
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cardholders are limted to the anpunts indicated in their
appoi ntnment |etters. Purchases may not be split to nmake

several purchase card transactions.

Government personnel are required to conplete approved
training prior to participating in the purchase card
pr ogram Every two years, those involved in the purchase
card process require refresher training.

. What net hods are private industries using?

Al though not all of the firns interviewed nmaintain a
purchase card process simlar to the Governnent’s purchase
card program for handling smaller dollar value purchases,
they all recognize the need to expedite the process for
smaller dollar valued itens either through in-house
support, or by placing the orders with conpani es whom they

are accustonmed to doi ng business.

A comonality shared with the CGovernnent is the need
to obtain small dollar valued itens expeditiously, better,
safer, and inexpensive for the custoner. Both needing to
ensure that those elenents are a part of their procurenent
structure and the way they conduct business or face the

di re consequences of not receiving repeat business.

Red tape and roadbl ocks exist for the commercial firns
as they do for the Governnent. The key to a successful
business strategy is cutting through the red tape and
overcom ng the roadblocks while continuing to neet the
requi renents of the custoners. Creative partnering has
been successf ul in over com ng t he r oadbl ocks and
successfully facilitating a positive relationship.

The Governnment and the contractors have the sane
underlying goal of neeting and exceeding custoner’s
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expectations. The rules may be different but the goals are
t he sane. Both realize that to keep pace with the rest of
the world, we have to streamline our processes, use the
nost efficient and effective nethods available to overcone

r oadbl ocks and obstacles or get left behind as road kill.

. VWat are the potential barriers and roadbl ocks?
Chapt er 1] identified barriers and roadbl ocks
experienced by the Governnment Cardhol ders. Chapter V

identified roadbl ocks experienced by comercial firnms who

accept the Governnment purchase card.

. M cro-purchase threshol d. The m cro-
purchase threshold limt of $2500 is too
low. Chapter |1l presented an exanpl e where

the  Governnent could have potentially
benefited had the mcro-purchase threshold
increased to potentially $5000. RO CC Point
Loma executed 103 year-end actions, using
conventional rmethods, of which 25 percent of
t hose actions were valued at or bel ow $5000.

In accordance wth an Integrated Product
Team from the Ofice of the Under Secretary
of Defense, research denonstrates that 96
per cent of the Departnent of Def ense
contract actions can potentially be
purchased with the purchase card if the
t hreshol d was increased to $25, 000.

. Cultural Mndset. Custoners pay up-front
cost for mcro-purchase services. Sout h
West Division has successfully negotiated
with current contractors to incorporate the
use of the Governnent purchase card for
goods and services valued at or below the
m cro- purchase threshol d. Custoners are
allowed to place one-tinme orders, valued at
or below the mcro-purchase threshold,
directly with the contractor wusing their
pur chase card. Yet, customers are hesitant
or reluctant to take advantage of the
opportunity to expeditiously acquire goods
and services using their Governnent purchase
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card. The cultural mndset is focused on
status quo procedures.

Acquisition planning and wusing historical
data plays a significant role in this

situation. | f services becone predictable
and frequent, they should be included into
the basic contract. Custoners benefit when

they are allowed to use the purchase card
simlar to using a regular credit card. The
custonmer has total control over the item
procured and gets around the challenges of
obt ai ni ng goods and services usi ng
traditional nethods.

Local pol i ci es. Local policies are
consi dered vague. As outlined in Chapter 1|1
under FAR Part 1.6, the cardhol der does not
have to be a nenber of the acquisition
wor kf or ce. Car dhol ders who are not nenbers
of the acquisition workforce may not be
famliar with the acquisition policies and
pr ocedur es. Conducti ng pur chase card
training as did DOD in Septenber 2001, wth
a mndatory DOD-wi de purchase card stand-
down day, offers a venue for cardholders to
receive feedback to purchase card issues
that may exist.

NAVSUP has a website | ocat ed at
WWW. havsup. navy. ml that 1is an inportant
t ool f or el ectronic access to current

purchase card topics. NAVSUP also offers
interactive CD-ROM training that provides an
introduction to the purchase <card and
provi des valuable information on using the
card.

| nherent Ri sk. There is inherent risk
associated with ensuring conpliance with the
purchase card. Custoners are not famliar
with acquisition requirenents. Cust oners
are concerned wth being held personally
accountable for acquisition requirenents

when usi ng t he pur chase card. As
denonstrated in Chapter 111, custonmers not
famliar wth the purchase card procedures
will normally continue to do business as

77



usual . Placing an order with the purchase
card, it is the responsibility of the end-
user or receiver of the goods and services
to inspect the itens for conpl i ance.
Al though an individual credit check is not
prerequisite to obtaining a purchase card,
individuals my be held accountable for
m suse and abuse of the purchase card policy
and procedures.

. Payment I ssues. In  Chapter Vv, t he
contractors interviewed indicated paynent
issues mainly with large dollar value itens.
Paynments issues are not new to the
Gover nnent . Contractors conti nue to
conplain about wuntinmely paynents from the
Gover nnent . The purchase card procedures
outline t he car dhol der and approvi ng
officials roles and responsibilities for
ensuring tinmely paynents.

C. AGENCI ES' BEST PRACTI CES

Usi ng the CGovernnent purchase card for mcro-purchase
actions is beneficial for all stakeholders. The Cardhol der
has purchasi ng conveni ence, is enpowered to nake purchases
wi thout an invoice or having to issue checks, and receives
expedi ted goods and services. An agency using the purchase
card ensures efficient purchasing and paynent process,
effective Internet nmanagenent capabilities, el i m nat es
unnecessary and redundant work, enhances accountability and
provi des valuable information to mnmanagenent. The Vendor
recei ves expedited paynents, reduced paperwork to conplete,
and t he pur chase card pr onot es positive busi ness

relati onships with the Governnent.

Today, we use the CGovernnent purchase card nuch the
same as commercial firnms and other Governnent agencies.
Best practices as identified throughout this thesis are

|i sted bel ow
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M cro-purchase initiatives. | ncorporate m cro-
purchase reengineering initiatives for using the
Government  purchase card. The Arnmy wuses the
purchase card for over 90 percent of its
comrer ci al purchases for goods and services
valued at or below the mcro-purchase threshold,
thus replacing the traditional nethod of using
pur chase orders and sinplified acquisition
procedures for smal | dol | ar val ued itens.
Through this reengineering effort, the Arny is
estimated to save an average of $92.60 per
transaction when using the Governnment purchase
card. Once the Arny streamlined their business
practices, another $9.00 per transactions savings
were realized. [Ref. 5]

Streanline approval process. Streanmine the
approval process to elimnate hurdl es encountered
by cardholders and other participants of the
purchase card program [Ref. 37]

Capabilities of purchase card. Utilize existing
capabilities of the purchase card. Agencies have
t he capability to certify pur chase card
stat enent s on-1i ne, contributing to DoD s
paperless initiative and overcomng potentia
hur dl es. The traditional paper nethod requires
up to 3 weeks to conplete a transaction. Usi ng
t he on-1ine capability a m cr o- pur chase
transaction can be approved, certified, and paid
wi thin one week. [Ref. 37]

El ectroni ¢ signatures. Procure a comrercial off-
t he-shelf tool-based system for rmanaging the
acqui sition process i ncl usi ve of di gi tal
signature and authentication. Busi nesses wanti ng
access to CGovernnent acquisitions can do so nore
easily using electronic comrerce, enbracing the
paperless initiative and renoving traditiona
entry barriers for vendors wanting to do business
with the Governnent. [Ref. 5]

El ectronic paynent. | nprove the electronic
paynment process and adopt a system that provides
the vendor with information regarding paynent and
t herefore, reduces tel ephone inquires. [Ref. 5]
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. El ectroni c cat al og. I mplenment a Wrld Wde Web-
based electronic catalog with on-line ordering
capabilities for Government personnel using their
Governnent purchase card to order a variety of
products and services. [Ref. 5]

. O her initiatives. O her initiatives include
i nprovenents in rebates and delinquencies, new
help desk process and website, and inproved
conmuni cations. [Ref. 5]

D. CONCLUSI ON

The purchase card program has undergone a trenendous
anount of growth since its inception. Agencies are re-
engineering their prograns and streanmlining their processes
to beconme nore efficient and effective. Yet, in accordance
with the GAO audit, there appears to be room for
i mprovenents.

Managenent data are deficient. Agenci es are severely
affected by the lack of conprehensive and reliable data for
measuring the purchase card program success. Al t hough the
GSA SmartPay contractor has the capability to track
val uabl e data relating to purchases, evidence doesn't exist
that the Agency Program Coordinator are requesting or
utilizing the data.

| ncentives for seeki ng and i npl enenti ng change
I ncr eases. In many cases agenci es have re-engineered their
purchase card prograns to take full advantage of its use
The card offers managers incentive to inprove their
acqui sition approach. The purchase process is faster to
conplete, places the card in the hands of the end user,
reduces administrative lead-time and non-value added
processes, and thereby reducing overall procurenment cost
while offering an agency the ability to continue to provide

qual ity customer service to its custoners.
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Cultural barriers limt opportunities for change.
Each agency has its own way of doing business, its own
budget and authority, and its own interest in maintaining
status quo. I mpl erenting a reform initiative requires
wi despread support throughout the agency and DoD and
requires up-front investnent by nanagenent. | mpl emrent ati on
pl ans are required and accountability has to be consistent
with clear, results oriented and neasurable goals.
Ofering interactive training is a positive nobve towards
reduci ng the barriers.
E. RECOMVENDATI ONS

Based on the results of this research, the follow ng
recommendations are germane to the effective inplenentation
of the purchase card for mcro-purchases at SWI V.

. To control potential abuse of the Governnent
Purchase Card as identified by GAOs audit, the
researcher recomends that the Approving Oficia

ensure the follow ng: Identify by nane those
persons who are authorized to use the card, set
i ndi vidual spending limts for cardholders and

of fices, approve purchases and ensure funds are
avai l abl e before goods and services are bought,
and reconcil e and approve cardhol der’ s
st at enent s.

. Expand wuse of the card to include on-line
I nternet purchases and other electronic mall type
purchases. Devel op automated tools for use.

. Provide continuous training to the cardhol ders.
Annual group training session, such as the
Purchase Card Stand-down training session, offers
a good opportunity for individuals to share
i nformation. | ndi vidual training or smaller
group training offers a better opportunity for
interaction and feedback.

. Continue to streanmline and elimnate excess
paperwor k associated with using the card in order
to achieve full benefit of the card.
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. Establish a local and global website for card
users to share experiences and innovations.
Websites offer a good opportunity for cardhol ders
in the procurenent field and those outside of the
procurenent field to ask questions, provi de
f eedback, and share | essons | earned.

. | ncrease the single purchase limt from $2500 to
a hi gher anount.

. Establish a nmethod of accountability for agencies
to denonstrate that they are taking ful
advant age of rebates offered by contractors.

. Encourage feedback on existing mcro-purchase
policy and procedures and revise annually, if
necessary. Invite other agencies to share best
practices encountered with their purchase card
program

. Devel op a strategy to change the cultural m ndset

on using the Governnment purchase card.

| mpl ement i ng t hese recommendat i ons wil | advance
i nprovenents in the realized efficiency and effectiveness
of the purchase card program
F. SUGGESTED TOPI CS FOR FURTHER RESEARCH

The DoD Purchase Card Program plans to further
| everage the use of technology by providing nmany web-based
services for the cardholders use when using the purchase
card. Below are suggested topics for further research

. Purchase Card Paynment Methods: Using the purchase
card as a nethod of paynent for actions above the
m cro- purchase threshol d.

. Internet Purchases-DoD Electronic Mall: An
el ectronic process for acquiring goods and
services by paying wth either a Governnent
Purchase card or the traditional Fund Cte.

. Taki ng advant age of cyber space vi rtual
contracting.

. The Gover nnent Smart car d: The Smartcard
technology is designed to provide custoners wth
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easy and safe access to a wi de range of services,
including public transport, bill paying over the
Internet and parking, with a single card. It has
a new mcrochip technology, which promses to
deliver faster, cheaper and better.

The CGovernnment Travel Card Program To help
manage the activities associated with official
travel

Usi ng t he pur chase card for conti ngency
oper at i ons.
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APPENDI X A. GLOSSARY
TERM DEFI NI TI ON
APC Agency Program Coor di nat or
AO Approving Oficia

Billing Cycle
office Limt

A dollar limt assigned to each
cardhol der under each AO as determ ned by
the ordering DoD activity. Any office
limt may be assigned in increnents from
$100 to $999, 900.

Custoner/ d i ent

An i ndividual or organization that
requi res goods and servi ces.

DFARS Def ense Federal Acquisition Regulation
Suppl enment

DoD Depart nent of Defense

FAR Federal Acquisition Regul ation

FASA Federal Acquisition Streamining Act of
1994

GSA General Services Adm nistration

M cr o- pur chase

A single acquisition of supplies or
services froma vendor, the aggregate
amount, whi ch does not exceed $2500 and
$2000 for construction.

NAVSUP Naval Supply Conmand

QUSD ( A&T) O fice of the Under Secretary of Defense
(Acqui sition and Technol ogy)

QUSD (O Ofice of the Under Secretary of Defense

(Conptroller)

Reconciliation

The process by which a cardhol der
verifies the cost, quantity, vendor,
destination, accounting information, and
other identifying criteria before paying
an invoi ce.

Sinplified
Acqui sitions

Purchases of supplies or services using
procedures identified in FAR Part 13.

Si ngl e Purchase
Li mit

The dollar limtation assigned to each
cardhol der for a single purchase.

Splitting An illegal tactic to circunvent the
single or nonthly purchase limts.
VW Wrld Wde Wb
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APPENDI X B. SOUTHWEST DI VI SI ON NAVAL FACI LI Tl ES
ENG NEERI NG COMVAND | NTERNAL OPERATI NG PROCEDURES
FOR THE COMMERCI AL PURCHASE CARD PROGRAM

The General Services Admnistration (GSA) has awarded a
contract to ClITIBANK Governnent Card Services to adm nister
t he Governnent-w de Commerci al Purchase Card Program  This
contract provides comercial purchase cards to civilian and
mlitary Governnment enployees for official Gover nent
pur chase.

AGENCY PROGRAM CCRDI NATOR ( APQ)

The APC, Code O01LS, serves as liaison between SWIYV,
CI TIBANK, and GSA. The APC oversees the overall Governnment
Comrercial Purchase Card Program and ensures that SWIV
gui delines are consistent with current regul ations.

Responsibilities of the APC

. Establish/review revise internal operating procedures
in accordance with current regul ations.

. Appoi nt Appr ovi ng Oficials and Car dhol ders -

appoi ntnments will be in witing.

. Establish cardholder purchase I|imtations (single
purchase and nmonthly billing cycle limts).

. Mai ntain account listings of Approving Oficials and
Car dhol ders.

. Perform sem -annual review of accounts-reports results

to the appropriate chain of conmand.

. Conduct initial training and refresher training every
2 years or nore if necessary.

. Monitor account activity for msuse and delinquency
and take appropriate acti on when necessary.
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APPROVI NG OFFI G AL (AO

The AO is the individual responsible for reviewng and
verifying the nonthly purchase cardhol der statenents. The
AO nust have conpleted the required training and conply
with the Letter of Appointnent issued by the APC.

Responsibilities of the AG

. Enforce the provisions of these internal procedures
and initiate disciplinary procedures for msuse of the
card.

. Ensure all transactions neet requirenents and that
adequat e docunent ati on IS avai |l abl e for audi t
pur poses.

. Ensure proper inplenmentation of dispute procedures

when a transaction is questioned.

. Reconci | e, certify, and forward nonthly billing
statenents to the Accounting Section, Code O1RA, for
paynent .

CARDHOL DER

The Cardholder is the individual to whom a purchase card is
i ssued. The Cardholder is responsible for the purchase of
goods and services in accordance with appl i cabl e
regul ati ons. The Cardholder nmust have conpleted the
required training and conply with the Letter of Appointnent
i ssued by the APC

Responsibilities of the Cardhol der:

. Ensure that purchases do not exceed pre-approved
spending limts.

. Ensure that itens purchased are not for personal use
or for the personal use of the receiving individual.

. Ensure that itenms purchased are not specifically
prohibited by the command or by statute (e.g., real
estate, transportation, and travel).
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. Ensure that purchases are not part of a system or
| arger purchase exceedi ng $100, 000 in val ue.

. Ensure that purchases are not split into smaller
segnents to stay under the mcro-purchase limt
($2500) .

DESI GNATED BI LLI NG OFFI CE

The Accounting Section, Code Ol1RA is the Designated Billing

Ofice. This office will ensure billing statenments are
reviewed for <correct funding, required signatures, and
docunent ati on. Additionally, they will forward statenents

to Defense Finance and Accounting Services (DFAS) for
payment .

TRANSACTI ON DI SPUTE OFFI CE

The Transacti on Di spute Ofice, Code 01LS, shal
coordi nate, process, and nonitor all disputed purchase,
credit, or billing errors.

TRAI NI NG REQUI REMENTS

Al Cardholders and AGCs nust receive training before a
purchase card can be issued. The APC or alternate wll
provi de this t rai ni ng in accordance Wi th NAVSUP
regul ations. Refresher training is required at |east every
two years for Cardholders, AGs, others involved in the
purchase process. Refresher training will provide a review
of existing operating procedures and updates to changes in
directives and/ or procedures.

PURCHASE LI M TS

Single Purchase Limt. The single purchase limt is the
maxi mum dol |l ar anmount allowed for each transaction. The
single purchase [limt is $2,500 for pur chase  of

supplies/services and printing, $2,000 for construction,
$25,000 for training, and $100,000 for Federal supply
contracts. However, cardholders are limted to amounts
stated in the Letter of Appointnent.

Billing Cycle Limt. The billing cycle limt is the
maxi mum dollar anount that can be purchased wthin a
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monthly billing cycle. This limt my be assigned in
increnments up to $100, 000.

CARD SECURI TY AND UNAUTHORI ZED USE OF THE PURCHASE CARD

It is the Cardholder’s responsibility to safeguard the

purchase card and its account nunber at all tines. The
Car dhol der nust not allow anyone to use his/her card or
account nunber. Cardholders can be Iliable for any
unaut hori zed pur chases made t hr ough m suse and/ or
negligence and will be subject to appropriate disciplinary
action.

PURCHASE CARD USE RESTRI CTI ONS

Below is a partial list of prohibited and special attention
items related to purchase card buys. Refer to NAVSUPI NST
4200.94 for a conplete list of prohibited and special
attention itens.

. Adverti sing

. Cof fee pots, cof f ee, refreshnents, refrigerator,
m crowaves

. Federal Information Processing Resources

. Fuel , al, Servi ces, Mai nt enance, Repairs (GSA
Vehi cl es only)

. Menber shi p dues

. Pl aques, ashtrays, paperweights, and other nenentos as
gi ve-away itens

. Printing and duplication
. Travel or travel rel ated expenses
. Uniformitens
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ACCOVMODATI ON_CHECKS

Accomodati on checks are used if the vendor does not accept
pur chase cards. However, each check is assessed a 1.25%
service charge on the total purchase anmount.

. The APC, Code O01LS is the assigned Accommobdati on Check
Cust odi an. He/she is authorized to sign and issue
acconmmodat i on checks on behalf of the conmand.

. Acconmmpdation checks nust only be used after the
command has nmade every attenpt to use the purchase
card.

. The maxi mum amount is $2,500 ($10,000 overseas in
support of contingencies declared by the Secretary of
Def ense) .

. Only one Accommodation Check Custodian can be
appoi nt ed

. The Accommodati on Check Custodian will be provided a

safe or |ocking cabinet for storage of checks.

. Activities shall establish internal controls to
i ncl ude approval at |east one |evel above the cashier.

. The account will be subject to audit quarterly on an
announced basis by the Conmand Eval uation O ficer.

PURCHASE PROCEDURES

The Cardhol der will:

. Receive SWDIV Purchase Request Form or e-mail, etc.
containing list of items to be purchased from the
request or.

. Ensure sufficient funds have been approved and
coommitted by the Conptroller, Code O01BR prior to
pur chase.

. Screen for mandatory sources and obtain appropriate

wai vers if mandatory sources are not used.
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. Revi ew t he purchase card use restrictions.

. Determine if prices are “fair and reasonable.”
. Ensure purchases are rotated anong vendors, whenever
possi bl e.

. Notify the Property Manager , Code O1RA, when
accountabl e/ pilferable property is purchased for
inclusion in the command’s property inventory system

. I nstruct vendors not to charge sales tax unless the
State does not have tax-exenpt status under its state
and local laws (i.e., Arizona, Hawaii).

. I nquire  about Gover nnment rat es/ di scount s (Not e:
vendors are not required to offer discounts).

. Record all purchases in the SWDIV Purchase Card Log.
SHI PPI NG AND RECEI VI NG

A two-way separation of functions is required in order to
protect the integrity of the receipt process. If the
Cardholder is picking up the mterial at the vendor’s
| ocation, the end user or receiving personnel nust sign for

final receipt. Wen the Cardholder is the end user,
anot her individual nust sign for final receipt. The
recei pt document may be a <charge slip, cash register
receipt, packi ng list, etc. The  Cardhol der for
reconciliation and audit purposes will retain the receipt
docunent at the end of the billing cycle.

|f ordering an item for delivery, the follow ng information
is required on the shipping docunent or packing |ist.

. Nanme and address of vendor

. Car dhol der - name, code, tel ephone nunber

. Order, delivery, and shi pnent dates

. Item zed list and guantity of suppl i es

del i ver ed/ shi pped.
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PAYMENT METHCOD FOR TRAI NI NG

The purchase card is the authorized nmethod of paynent for
all comercial training requests valued at or bel ow $25, 000
using the DD Form 1556. This formis authorized for costs
associated wth individual and group attendance a the
traini ng when rai ni ng IS an of f-the-shel f event,
conference, or instructional service available to the
general public and priced the same for everyone (i.e.,
price per student, course, program service, or training
space). The Cardhol der may al so use the purchase card to
purchase or pay for training devel oped for and attended by
only Navy personnel (mlitary and/or civilian).

PAYMENT METHCOD FOR PRI NTI NG

Al printing or duplication procurement in the US. is
strictly controlled and nust be forwarded to the Defense
Automated Printing Service (DAPS). The purchase card shal
be the method of paynent for all governnent printing orders
up to $100, 000. Al'l questions concerning the definitions
of printing, duplicating, printing services, etc. should be
referred to DAPS.

RECONCI LI ATI ON OF ACCOUNTS

Car dhol der St at enent of Account : The cardhol der’s
statenent of account contains all purchases, credits, and
ot her transactions that the Cardhol der has nade within the
monthly billing cycle.

Upon receipt of the statenment of account, the Cardholder
will:

. Review all information on the nonthly statenent
agai nst the purchase card | og.

. Verify +the accuracy of transaction, credits, and
returns. Retain the transaction docunentation if a
credit does not appear on the current statenent, and
ensure that it shows up on the next statenment. |If the

Car dhol der di scovers any errors or unaut hori zed
charge(s), he/she nust notify the AO and inmediately
contact the Transaction Dispute Ofice, Code O0lLS to
initiate billing error and di spute procedures.
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If itenms purchased are found to be defective, the
Car dhol der shall process the charge as normal subject
to contacting the vendor to arrange for replacenent,
exchange, or return for credit. |If the vendor refuses
to take appropriate action or fails to replace,
exchange, or issue a credit within 45 days of the
billing; the charge nust be disputed.

Annotate the Msc. Docunment (MD) and Acryn to which
each line itemw || be charged.

Sign the statenent of account. By signing this
statenent the Cardholder is certifying that all
charges are proper and conply with regul ati ons.

Attach al | docunent ati on required and forward
i medi ately to the AOw thin two days of receipt.

Approving Oficial Account Billing Statenent: The billing
statement is a sunmmary sheet for all cardholders |isted
under an AQO

Upon receipt of the billing statenent, the AOw lI:
. Date stanp the statenent

. Ensure that the Cardholder’s nonthly statenent of
account is received from each cardhol der

Review the billing statenent to ensure:

. Goods and services were not for personal use and were
made in accordance with NAVSUP regul ati ons.

. Orders were not split (purchases broken down or split
into separate purchases to circunvent the dollar
limtation).

. Resol ve al | guesti onabl e pur chases Wi th t he
Car dhol der. I f unauthorized use is detected, hel/she
will notify the APC to begin investigation of the

al | eged unaut hori zed purchase.
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. Sign the billing statenent (by signing this statenent
the AO is certifying that all charges are proper and
conply wth regulations), attach copies of each
cardhol der’s statenent, and forward to the Accounting
Section, Code Ol1RA, for paynent processing within 3
days of receipt.

. If the Cardholder is absent, proceed wth the
certification of the billing statenent and reconcile
wi t h Cardhol der upon hi s/ her return.

. Establish an alternate AO for back up purposes.
. Retain copies of purchase |og, docunentation, and
copies of billing statenents for six years and 3

mont hs for audit purposes.

Bl LLI NG OFFI CE POCEDURES

Code 01RA (DBO shall:

. Ensure billing statements are received from the AGCs
bef ore due date.

. Review MD and ACRYN for accuracy and availability of
f unds.
. Post accrual anount of billing statement per line

accounting to FIS.

. Certify and send the billing statenent to DFAS San
D ego for paynent processing.

REVI EW OF LOCAL PROGRAM

A sem -annual review of the CGovernnent Commercial Purchase
Card Program will be conducted by the APC The APC will
imrediately initiate actions to inprove the program and
initiate corrective actions on problem areas di scovered.

The follow ng areas will be revi ened:

. Local internal operating procedures are in conpliance
with current directives
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Proper del egation of Authority.

Pur chase request process.

Fundi ng procedures.

M cr o- pur chase procedures.

Recei pt, inspection, and acceptance procedures.

Pronpt paynent issues/delinquencies.
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APPENDI X C. | NTERVI EW QUESTI ONS

1. Are you famliar with and do you accept the Governnent
pur chase card?

2. Does your conpany have a simlar programor policy?

3. Are potential successes & roadbl ocks encountered with
accepting the Governnment purchase card?

4. Have you experienced expedited paynments and reduced
paperwork with itens procured using the purchase card?

5. | s your business relationship with the Governnent
enhanced when using the purchase card?

6. Do you have recomendations for inproving the use of
t he purchase card for transactions?

7. | s there anything el se that you want to add?
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