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Mr. Chairman and Members of the Committee:

     Thank you for the opportunity to appear before this committee to discuss the views of the Department of Defense (DoD) on H.R. 4181, the "Debt Payment Incentive Act of 2000."

     H.R. 4181 would prohibit federal agencies from awarding contracts to individuals who are delinquent in the payment of tax debt or any other federal debt.  The bill would define a delinquency for a tax debt as an amount not paid within 90 days of an assessment of a tax, penalty, or interest under the Internal Revenue Code of 1986; excluded are debts being repaid in a timely manner under a deferred payment agreement.  The bill does not define what constitutes a delinquency for other types of federal debt.  

     DoD is concerned that prohibiting the award of contracts to federal debtors may be more punitive than is necessary, and that it may not accomplish the goal of providing an incentive to delinquent debtors to pay their debts but may instead be counterproductive to the prompt payment of federal debts.  Currently, when federal contractors owe debts to the government, they may be handled in one of two ways:

· The Treasury Department maintains an offset program to collect non-tax debt.  Under this program, contract payments owed to a contractor may be used to offset debts the contractor owes to the government.  We believe this program has worked effectively to ensure debts owed by contractors are collected promptly and with minimal disruption to the contract payment process.

· Federal agencies routinely report contractor taxpayer identification numbers to the Internal Revenue Service (IRS) when contracts are awarded.  This enables the IRS to issue tax levies to the agencies if a contractor has unpaid tax debt.  Under this process, contract payments owed to a contractor are used to offset tax debts.  

It may be more effective to expand or improve these programs than to prohibit the award of contracts to federal debtors.  These programs actually ensure the government is able to recoup contractor debts in a timely manner. 


The Department is also concerned that compliance with this bill's requirements would compel federal agencies to implement a contract clearance process with the Treasury Department to ensure no contract was awarded to a delinquent debtor.  This process would undoubtedly delay contract awards until automated systems were implemented.  DoD awards hundreds of thousands of contracts each year that could be delayed.


The Department's other concerns are:

· The definition of delinquent tax debt may not provide adequate due process for contractors, particularly if the debt is disputed.  The definition in Treasury regulations for delinquent non-tax debt (31 C.F.R. Part 285.13), however, appears to provide due process for debtors, including situations where the debt is disputed.  Recommend a definition similar to that included in the Treasury regulations be included in the bill for delinquent tax debt.

· This bill may hurt small businesses.  A small business that relies on the federal government for much of its income may be put out of business if all federal contract awards stop.  This would seem to reduce the probability that the company would be able to repay any debts it owes to the government. 

· It appears that no debt is too small to trigger a suspension of contract awards.  A dollar threshold should be added so contract awards are not suspended because of small debts.

· The bill currently provides an exception for contracts designated by the President as necessary to the national security.  The bill should be revised to enable the Department of Defense to establish exceptions to meet national security needs.  Additionally, the bill should be revised to permit the Senior Procurement Executive in each agency to waive the bill's requirements in situations where failure to award a contract would have significant unfavorable impact on the agency.

     Thank you for providing me the opportunity to present the Department's concerns with this bill.  I would be happy to answer any questions you may have.
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