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LAW OF THE FINANCIAL
COMMITMENTS
AND DELAYED PAYMENTS

Regarding the control measures for budgetary execution foreseen in the Financial
and Economic Assistance Program, it was published last February 21, Law no.
8/2012 (hereinafter designated as “Law of Commitments”)!, which establishes the
rules applicable to the assumption of commitments and delayed payments of
the entities referred to in article 2 of the Budgetary Framework Law, approved by
Law no. 91/2001 of 20 August?, and of the public entities of the National Health
Service. The principles conveyed in this law are also applicable to regional and local

sub-sectors, including public reclassified entities in these subsectors®.

This law - whose wording is not always the clearest - has set tight rules regarding the
assumption of financial commitments by the entities subject to it for the purposes
of avoiding delayed payments, as well as the assumption of commitments that they

cannot comply with.

As so, this law establishes that public entities may only assume financial
commitments* to the extent of its available funds (article 5). The “available
funds” refer to an amount available at very short term, generally available within
three months following the assumption of the commitment®. Exceptionally, “other
amounts can be accrued to the available funds” if expressly authorized by the

competent entities provided for in paragraph 1 of article 4 of this law.

! The Law came into force on the day following its publication

% According to article 2, no. 1 of the Budgetary Framework Law (hereinafter designated as “LEQ”), this law applies to the State
Budget, which covers, within the general government, the budgets for the central government subsector, including the services
and departments that do not have administrative and financial independence, the autonomous funds and services and the social
security as well as the corresponding accounts.

? Article 2., no. 5 of LEO considers integrated into the general government as autonomous services and funds, in their respective
central, regional and local government sub-sectors and of social security, the entities that, regardless of its nature and form,
have been included in eaci subsector within the European System of National and Regional Accounts in the last sectoral
accounts published by the national statistical authority referring to the year preceding the budget presentation.

# Pursuant to article 3., paragraph a) of the Law of Commitments, commitments are considered “the obligations to make payments
to third parties in compensation for the supply of goods and services or for the satisfaction other conditions.”

> Pursuant to paragraph f) of article 3. of the Law of Commitments, available funds are considered the amounts at a very short
term, which include, when applicable, and provided they have not been spent or committed:




Public entities may only assume
financial commitment

to the extent of its available
funds at very short term

The compliance with this Law
is a condition for the payments
to be made and, if not,
economic agents may not claim
from the State or from other
public entities the respective
payment or any compensation

According to this law, the assumption of commitments is only possible whenever

the public entity in question undertakes a formal course of action, such as the
issuance of a purchase order, order form or equivalent document, or the signing of
a contract, agreement or protocol, which may also be permanent and associated to
payments for an undetermined period of time, namely, as is provided in this law,

“wages, rents, electricity or payments for various services”.

Any public or private entity who enters into a contract with the entities subject to
these new rules must ensure, before fulfilling their obligations, that the rules set out in
this law were complied with, taking into account that:

-The payments can only be made when the commitments have been
concluded in compliance with the above mentioned legal requirements for
the implementation of expenditure and after the delivery of goods and services
or the satisfaction of other conditions (see article 9).

- The law establishes that economic agents who carry out the supply of goods
or services without complying with the above mentioned rules may not claim
from the State or from other public entities the respective payment or
any compensation, in any form (it shall only be demanded the entities

“responsible for the assumption of commitments”).

The Law of Commitments establishes that the entities subject to it shall be equipped
with computer systems, in which the available funds, the obligations, the liabilities,
the payable accounts and the delayed payments are registered, and with accounting
systems to support the implementation of the budget in order to issue a valid, unique
and sequential number of commitment, which will be reflected in the purchase
order or in an equivalent document. Without this number, the contract or obligation
shall be null and void (this effect may be overturned by a court or arbitral decision if

it is found that this situation is unreasonable or contrary to good faith).

The assumption of multi-annual commitments®, regardless of their legal form,
including new investment projects or its reprogramming, leases, agreements for
technical and financial cooperation with municipalities and public-private partnerships,
are subject to prior authorization from the:

i.  Government members responsible for finance and responsible for the sector,
when they involve entities belonging to the subsector of the direct, indirect
or central government, and to the social security and public entities of the
National Health Service, except when resulting from the execution of legally

approved annual plans;

i) The corrected amount without captives, for the three following months;
i) The transfers and subsidies from the State Budget, for the three following months;
iii) A effective revenue that has been collected or received as an advance;
iv) The forecasted effective revenue to be collected within the three following months;
v) The sum of the loans executed in accordance with the Law of Commitments;
vi) The transfers due to programs and projects of the National Strategic Reference Framework (QREN) which have not been
executed and whose invoices are receipted and duly certified or validated;
vii) Other amounts authorized under article 4. of the Law of Commitments.

are considered as commitments that

¢ Pursuant to art. 3., paragraph b) of the Law of Commitments, multi-
imply payments on more than one fiscal year.
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ii. Member of the Regional Government responsible for finance when involving
The ass umprmn Olelt/[Z—(ZVZVZ%d/ entities of the regional government
COMmmItments s s ué]w 1 to pi’ZOV iii. Municipal assembly, when involving local government entities.

authorization procedures

Finally, with regard to entities with delayed payments’®, article 7 of the Law of
Commitments determines that the budget execution cannot lead, at any time, to an

increase of the delayed payments towards the existing amount in the previous month.

The entities that do not comply with the above mentioned rule (Z) are prevented
from benefiting from the use of the foreseen revenue to be collected within the three
following months in order to determine the defined available funds and (77) can only
benefit from the temporary increase of available funds with the prior authorization of

the member of the Government responsible for finance.

The political officeholders, officers, managers or people responsible for accounting
who assume commitments which do not comply with the Law of Commitments incur
in civil, criminal, disciplinary and financial, sanctionary and repossession liability,
according to the legal terms (see article 11., no. 1). Moreover, the entities who do
not comply with the Law of the Commitments are subject to periodic audits by the

General Inspectorate of Finance, or by the sectorial inspection.

7 Pursuant to art. 3., paragraph e) of the Law of Commitments, delayed payments are accounts payable that remain in this situation
for more than 90 days after the due date agreed or specified in the invoice, contract or equivalent document.

* Note that the entities with delayed payments on December 31, 2011 are subject to the following limitations / obligations, which

cease only when those entities no longer have delayed payments:

%) The effective revenue forescasting to charge within the following three months has as upper limit 75% of the average of the
effective revenue collected in the %ast two years in the same perlo§ less the amounts of the sporadic or extraordinary revenue;

#i) Presentation to the Directorate General of Budget of a plan of settlement of payments within 90 days after the entry into force
of the Law of Commitments, and in the cases of local government to the Directorate General of Local Government.
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