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REFERENCES:  FAR Part 32 and supplements, AFMC Financial Management Handbook Updated May 2001

DEFINITION:  Financing:  to supply with capital or obtain or furnish credit for.  Financial assistance to contractors helps in expanding production capacity, increases competition, speeds performance and furthers the Government’s Small Business Program.  To obtain these benefits, it is the Government’s policy to help finance contracts.

KEY INFORMATION:  Non-Commercial Item Purchasing - Order of Preference:

(1) Private Financing without a Government guarantee

(2) Customary Contract Financing means financing deemed by an agency to be available for routine use by the contracting officers.

a. Customary Progress Payments are made to a contractor as work progresses, even though supplies or services have not been delivered.  For most contracts, they are based on incurred costs.  The exceptions are construction, shipbuilding, ship repair and ship conversion where progress payments are based on a percentage of the work completed.  DFAR 232-501-1 sets the rate at 80% for large business, 90% for small business and 95% for small disadvantaged firms.  

b. Performance-based payments:  are made on the basis of (1) performance measured by objective quantifiable methods; (2) accomplishment of defined events; or (3) other quantifiable measures of results. 

(3) Loan Guarantees under which the Government acts as the “guarantor” to private financial institutions, which lends money to the contractor.  No federal funds are expended unless the borrower defaults on his loan or the lending institution demands purchase by the Government.

(4) Unusual Contract Financing is any financing arrangement that is legal and proper, but requires specific reviews or approvals by higher management.

(5) Advance Payments are advances of money by the Government to a contractor without regard to progress or receipt of goods.  Least preferred and should not be used if any other form of financing is available.  

Commercial Item Financing can be tailored to the marketplace standard commercial practices.  

(1) Commercial Advance Payment is a payment made before any performance of the work and cannot exceed 15%.  

(2) Commercial Interim Payment is given after some work has been done and can be based on milestones or passage of time.

(3) Delivery Payment for accepted supplies or services.

