What benefits and savings can an organization
realize from this program?
The purchase card represents a dramatic change in procurement practice - it transfers small, or micropurchasing away from the procurement shop over to program personnel. By doing so, it eliminates procurement lead time, has major transaction costs savings and reduces the workload on procurement offices. Furthermore, it empowers the workforce and increases motivation and morale. Over the next few years the card should eliminate purchase orders by 50% for buys under $2,500, saving at least $250 million in transaction costs. 

The General Accounting Office (GAO) reviewed the purchase card program in 1996 (GAO Report GAO/NSIAD-96-138, "Acquisition Reform - Purchase Card Use Cuts Procurement Costs, Improves Efficiency"). It concluded that card use produced process changes that actually reduced the administrative costs of purchases. GAO took a closer look at 17 organizations that participated in the Purchase Card Council interagency group's cost-benefit study. The study focused on labor costs of requisitioning, purchasing, administering, receiving, invoicing items, and processing bills through finance offices for payment to determine the real impact of using the purchase card versus purchase orders. 

As a result, GAO noted that purchase cards were not only less expensive than purchase orders across-the-board, but:

· Costs were cut by at least 33% for 15 organizations. 

· Eight of the organizations were able to reduce costs by over 50%


Furthermore, as noted by the Council Study, the savings associated with each transaction varied from $1.42 to over $142, with an average saving of about $54.

Subsequently, agencies have undertaken other cost benefit studies and although the means of determining savings varies from office to office, GAO reported that all have found the card to be less expensive. As can be expected, the range of savings is not linked to just one procurement method. The benefits each agency achieves may vary as the card is used to partially replace transactions which were previously made by several different methods, such as purchase orders, imprest funds, and blanket purchase agreements. Cost savings will also be affected by local procedures, the dollar amount, and the degree to which processing systems may be automated.

In terms of administrative costs, there has been a governmentwide savings of as much as 14 percent through the streamlining of financial and accounting processes associated with the purchase card program. GAO anticipates even more savings in the future. For example, the Department of Health and Human Services identified potential savings of about $5.7 million a year by use of the card. The Postal Service estimated reduced costs of about $22 per transaction. Given a volume of almost 700,000 transactions, this translates into cost reductions of over $15 million. This is significant in that the Postal Service is one of the largest card users. In calculating these savings, the Postal Service found the shortest time for processing purchases without the card was eight times longer than the shortest time with the card, for a labor savings of $15.65 a transaction. It also estimated payment savings of over $6.00 a transaction, based on the cost of paying for transactions individually versus paying for all purchase card transactions with a single monthly check.

Further savings can be obtained by streamlining processes, empowering employees, and eliminating unnecessary paperwork; and by identifying high-dollar aggregate purchases from individual merchants and negotiating discounts with them. 

The GAO also notes that benefits can be seen in improved efficiency and service delivery from office to office. The card has virtually eliminated procurement lead times and empowered program staff to make direct purchases to effect better delivery of services. For example, the vocational rehabilitation and counseling program offices in the Department of Veterans’ Affairs reduced the time veterans had to wait for services by an average of 22 days. By using the purchase card to pay for books, tools, and other items veterans needed to enter rehabilitation programs, staff reduced the time veterans needed to wait to attend classes or to obtain the tools or books needed for classwork.

The Defense Mapping Agency's (DMA) database to facilitate purchase card reconciliations marks one of the first approaches to reengineer the card program to enhance potential and benefits. In this instance, to implement full scale usage of the card, DMA simplified the method of reconciling the funding and bank statements with records in the finance and payment offices by creating a multi-use database. After receiving two days of formal training in the database language, two procurement analysts wrote the code, together with visual tools, and developed a prototype program in seven weeks for approximately $20,000. DMA distributed the database with a run-time version of the underlying commercial software to each user. GAO characterized the result as phenomenal, noting that once trained, users find the database extremely friendly, and it eliminates manual paperwork and the feeling that users were doing procurement's job. Users are able to order requirements with the purchase card quickly, using a verifiable database that captures their orders for funding, delivery, reconciliation, and audit purposes. DMA estimated a monthly labor savings of approximately $30,000 throughout the agency and has distributed numerous other copies of the software throughout the Government. The program has received consistent praise for its usability and its ability to simplify purchase card tasks. 

By serving as a catalyst to streamline and reengineer payment processes, additional benefits have been precipitated. For example, improved bill payment has resulted in larger rebates for various agencies. The Department of Veterans Affairs led the way, earning approximately $1.9 million in rebates for just one quarter of Fiscal Year 1996. Rebates can be generated by paying bills electronically. Maximum rebates can be gained at the rate of $6.60 for each $1,000 purchased by paying daily through electronic commerce.

