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COMPTROLLER GENERAL OF THE UNITED STATES
WASIHINGTOW, D.C. 20348

OCT 2 51097

B-159797

The Honorable Abraram A. Ribicoff

Chairman, Coomittee on Govermmental“
Affairs

United States Senate

4

Dear Mr. Chairman:

Under the Budget and Accounting Act of 1950, the General Accoumting
Office is responsible for prescribing accounting principles to be followed
by executive agencies and reviewing systems designed by such agencies to
see that they comply with these principles. We prescribed such standards
in Title 2 of the General Accounting Office Policy and Procedures {amual
for Guidance of Federal Agincies and have been working with the executi-e
agencies over the years to gec them adopted by the agencies and put into
practice. About 99 percent of the agencies have adopted accounting
principles that are in accord with ours and about 52 percent of the
accounting systems have been approved by us as designed in conformity with
our principles. . .

We recently have encountered a problem with the Pepartment of Defense
(DOD), in which the Congress has, in essence, instructed the Department to
follow an accounting principle which conflicts with our principles and
could result in the overobligation of DOD appropriations. The Devartment
is applying for our approval of several accounting systems affected by this
principle and even though we diszgree with what they are doing we find it
difficult to withhold such approval since the record indicates the Depart-
ment is following a congressional mandate.

The situation is this. The Services maintain stock funds whick have
stock on hand of commonly-used items that military organizations finzanced
with appropriated funds can buy as needed. Frequently, howz=ver, the
organizations financed with appropriated funds need equipment or parts
that are not normally stocked by the stock funds. When this happens the
appropriated fund organization places an order with the stock fund asking
it to buy the item. The problem comes because the appropriated fund organi-
zation does not obligate its funds far this order. The stock fvnd does
obligate but this is not sufficient becanse the stock fund regards tke
transaction as a wash--an immediate sale when the merchandise comes in.

What could and may be happening is this. Appropriated fund financial
organizations may be ordering stock of nonstandard items in excess of
avajlable funds. It is entirely possible at the end of the fiscal year
tbat such an organization could have $1,000,000 in unused obligating autho-
rity but $3,000,000 in unrecorded obligations for the purchase of nonstandard




stock through the stock funds. In essence, this means the organization
is overobligated but no one would know because the obligations for the
nonstandard material are not recorded by the ordering organization.

The Department brought this to the attenmtion of the Congress and
requested additional obligational authority to correct the problem. The
Congress denied the funds and instructed the Department not to make the
accounting change (Conference Report No. 93-1363).

In view of the above, we propose to give conditional approval of
the affected Defense accounting systems recommending that they change
their accounting procedures whenever permitted to do so by the Congress.

Further details on this matter are set forth in the Appendix.

We are sending a similar letter to the House Committee on Government
Operations. Copies of both letters are being sent to the Senate and
House Appropriation Committees, to the Secretary of Defense and to the
Director of the Office of Management and Budget.

Sincerely yours,
- R.F. KELLER

z a-62¢  comptroller General
of the United States

Enclosure




. ‘ APPENDIX

In 1968 we informed the Congress that in our opinion the new Depart-
ment of Defense accounting system for operations (known then as Project
PRIME) was designed to prevent violations of the Anti-Deficiency Statute.
Our approval of that system, among other considerations, was based on the
fact that the design provided for an operating activity to obligate its A
funds when it ordered items from a source other than the local stock fund.
The Department, however, did not implement this provision. Instead of
obligating the ordering activity's funds when the requisition was sent
to the stock fund to make the purchase, such funds were not obligated
until the items purchased were received.

In our report of March 4, 1970 (B-159797), we called this deficiency
to the attention of the Congress and stated:

"Wher items must be obtained from sources other than
the local stock fund retail inventory, an obligation should
be recorded against the appropriation for which material
is ordered so that the appromriation correctly identifies
the portion of the funds which is earmarked for such orders
and the portion which remains available for other expenditures.
The recording of an obligation on the stock fund, rather than
on the consumer funds, for material ordered Ly a consumer
activity does not accomplish this.,”

We were informed by the staff of the Assistant Secretary of Defense
(Comptroller) that .this deficiency would be remedied. In a letter dated
July 30, 1970, we reminded the staff that Department of Defense Instruc-
tion 7220.28 should be revised to cover this point. However, the Devart-
ment chose not to comply witl this portion of the design which we had

approved.

In our letter of July 30, 1970, we also pointed out to the Department
that: .

"The use of stock funds to finance the procurement lead
time of items of material when there is no inventory to be
established and no level of supply to be maintained by the
stock fund, is neither authorized nor intended by the National
Security Act of 1947, as amended (Codified as 10 U.S.C. 2208).
Stock funds are authorized by the Congress to finance inven-
tories of stores, supplies and equipment.

"The use of stock funds to record obligations which are
incurred by ordering or comtracting for items not carried in
the local stock fund inventory or level of supply is not an
authorized use of stock funds and cannot be approved under
present legislation. Such obligations should be recorded on
the records of the consumer activity at the time the items
are contracted for or ordered from a source other than the
local stock fund."”



When the Department submitted its estimates for its 1975 appropriatioms
it incluled in its Operation and Maintenance (0&M) estimates an amount of
$155 million which it claimed was necessary in order to obligate O%M funds
for noninventory items ordered through the stock funds. Tae House of Repre-
sentatives granted the increase. But the Senate Appropriations Committee,
in its Report No. 93-110h said:

"It is deemed inappropriate to provide an additional
$155,000,000 to Operation and Maintenance appropria-
tions for a change in accounting procedure in the
current environment of limited resource availability.
Therefore, the change in accounting procedure will
not be implemented and the funds recommended for
reduction are shown under the various appropriations
of this title of the report.”

The Conference Report (No. 93-1363) said:

"The House allowed full funding of this new procedure.
The Senate denied the full amount on the basis that
additional funds for the implementation of the proposed
procedure is not required. The Conferees agreed with
the Senate position.”

-
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The Honorable Jack Brooks

Chairman, Comnmittee on
Governnent Operations

House of Representatives

Dear Mr. Chairman:

Under the Budget anl Accounting Act of 1950, the Gene—=l Accounting
Office is responsible for prescribing accounting principles to be followed
by executive agencies and reviewing systems designed by such agencies to
see that they comply with these principles. We prescribed such standards
in Title 2 of the Genera™ Accounting Office Policy and Procedures Manual
for Guidance of Federal A, acies and have been working with the executive
agencies over the years to get them adopted by the agencies and put into
practice. About 99 percent of the agencies have adopted accounting
principles that are in accord with ours and about 52 percent of the
accounting systems have been approved by us as designed in conformity with
our principles.

We recently have encountered a problem with the Department of Defense

(DOD), in which the Congress bas, in essence, instructed the Department to
- follow an accounting principle which conflicts with our principles and

could result in the owvercbligation of DOD appropriations. The Departwment
is applying for our approval of several accounting systems affected by this
principle and even though we disagree with what they are doing we find it
difficult to withhold such approval since the record indicates the Depart-
ment is following a congressional mandate.

]

The situation is this. The Services maintain stock funds which have
stock on hand of commonly-used items toat military organizations financed
with appropriated funds can buy as m=eedad. Frequently, however, the
organizations financed with appropriated funds need equipment or parts
that are not normally stocked by the stock funds. When this happens the
appropriated fund organization places an order with the stock fund asking
it to buy the item. The problem comes because the appropriated fund organi-
zation does not obligate its funds for this order. The stock fund does
obligate but this is not sufficient because the stock fund regards the
transaction as a wash--an immediate sale when the merchandise comes in.

What could and may be happening is this. Appropriated fund financial
organizations may be ordering stock of nonstandard items in excess of
available funds. It is entirely possible at the end of the fiscal year
that such an organization could have $1,000,000 in unused obligating autho-
rity but $3,000,000 in unrecorded obligations for the purchase of nonstandard




. ‘stock .in-ough the stock funds. In essence, this means the organization
is overobligated but no one would know because the cbligations for the
nonstandard material are not recorded by the ordering organization.

The Department brought this to the attemtion of the Congress and
requested additional obligational authority to correct the problem. The
Congress denied the funds and instructed the Department not to make the
accounting change (Conferemce Report No. 93-1363).

In view of the above, we propose to give conditional approval of
the affected Defense accounting systems recommending that they change
their accounting procedures vwhenever permitted to do so by the Congress.

Further details on this matter are set forth in t... Appendix.

We are sending a similar letter to the Senate Committee on Govern-
mental Affairs. Copies of both letters are being sent to the Senate and .
House Appropriation Committees, to the Secretary of Defense and to the
Director of the Office of Management and Budget.

Sincerely yours,
R\‘r . mm

s ~\)U" Comptroller General
’ of the United States

Enclosure




APPEIIDIX

- In 1968 we informsd the Congress that in our opinion the new Depert=ent
of Defense accounting system for operzticns (known then as Project PRIIE)
w23 designed to prevent violations of the Anti-Deficiency Stztute. Our
avproval of that system, among other ccasiderztions, was basad cn the fact
4nat the design provided for en operating activity to obligete its funds
when it ordered items from 2 source cther than the local stock fund. The
Department, however, did not implemamt this prevision. Instead of obli-
gating the ordering activity's funis wien the requisitien was sent to the
stozk funi to make the purchase, such funds were not obligated until the
3tems purchased were received.

In our revort of larch 4, 1970 (3-159797), we called this deficienzy
to the atteaticn of the Congress anl siated:

"When items rmst be obtained from scurces other than
the local steck fund reteil invantory, en chbligaticn should
be recorded egainst the apprepriziicn for vwhich materizl -
is ordcred so that thz apurovriztion ccrrestly identirfies
{2 psrticn of the funds which is sarmarzed for such crders
and the portion which remeing evailable for other expanditires.
The reccrding of an oblizzticn on tha stoci fund, rather thon
cn the cceasumzr funls, Tar material ordered by a censurar
g=tivity does not zccermplish tihis.”

wn

Ve were inform:d by the stafll ¢ the Assistent Sesretary ¢f Definse
(Comptraller) +that thic defiziency wiuid be remsiied. In e detter cn
=y 30, 1970, we reminzel the staf{ that Dezzriment of NDafensz2 Instruc-
ticn 7220.23 saculd be ravisei to cover this wvoint. However, the Donart-
e2nt chdse not to comoly with this werticn of the design which we had
eooroved.
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In our letter of July 30, 1970, we also zointed out to the Deparimant
tazat:

"Tha use of stock Tunds to finance the procuremant lesd
tine cf items of mzterial wiaen there is nc inventery to be
esteblishad and no level of supmly to be m2intzined by the
stock fund, is neither euthorizad ncr intended by the lational
Security Azt of 19%7, es amenidad ‘Codified as 10 U.S.C. 2203).
Stcek funds are authorized by the Zongress to finance inven-
tories of stores, suprlies and egquipasnt,

"The use oF stcek funds to record sblicaiticns whizh are
ircurred by orderinz cr centraciing for itsms not carried in
th2 1local stoeek fund inventory cr level of supply is not an
euthorised use cf sicck funds and cannot b2 approvel unier
present legislaticn. Such oblizztions shoull be recorded cn
the records of thz consumer activity at the time tha ite
are contiracted for or crdered frem a source other than 4
loz2l stock fund.”
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Vhen the Department submitted its estimates for its 1975 appropria-
tions it included in its Operation and Maintcnance (0&M) estimates an
amount of $155 million which it claimed was necessary in order to obli-
gate O&M funds for noninventory items ordered through the stock funds,
The House of Representatives granted the increase. But the Senate
Appropriations Committee, in its Report No. 93-1104 said:

"It is deemed inappropriate to provide an additional
$155,000,000 to Operation and Maintenance appropria-
tions for a change in accounting procedure in the
current environment of limited resource availability.
Therefore, the change in accounting procedure will
not be implemented and the funds recommended for
reduction are shown under the various appropriations
of this title of the report.”

The Conference Report (No. 93-1363) said:

"The House allowed full funding of this new procedure.
fhe Senate denied the full amount on the basis that
additional funds for the implementation of the proposed
procedure is not required. The Conferees agreed with
the Senate position."”





