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Dear Mr. Secretary: 
pi 

This report discusses our review of thelmllrtary 
servrces' accountablllty and management controls over 
fuel supplled lSl-l(yS Aa en& in Korea and 
the H-111 rpplne a lack of control and 
accountablllty for fuels and are maklnq reconmendatlons 
which, If properly Implemented, should correct these 
condltlons. 

We tested the controls over selected 
received by the U.S. Army Petrol urn titr 
Korea; the U.S. Naval Supply e In the Phillpplnes; ;he 
2nd Infantry Division and Pusan Supply Point, Eighth U.S. 
Amy, Korea; and Clark Air Force Base, Naval Air Station, 
and Naval Public Works Center in the Phlllpplnes. We 
talked with responsible officials, revrewed regulations 
and documents, and we participated In taking physical 
inventories of fuel. Our review covered the period of 
operations from October 1977 to June 1978. 

OVERVIEW 

We found weaknesses in management controls over trans- 
‘I 

actions and documents used to support monthly accountablllty 
il( 

reports at the Naval Supply Depot, Phlllpplnes, and at the 
Army Petroleum Dlstrlbutlon System, Korea (PDSK). At the 
Naval Supply Depot, we ldentlfled 465,000 gallons of fuel 
which were not accounted for when we atempted to reconcile 
fuel receipts and issues with inventories. Also, inventory 

*records did not accurately reflect quantities of fuel onhand 
because they were not current. In addltlon,,personnel (1) 
falled to record or Improperly measured receipts, (2) used 
improper inventory taking procedures, and (3) allowed fuel 
control documents to be altered without appropriate 
explanation. 
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At PDSK, Inventory levels were questionable because 
unreliable equipment, supplles, and methods were used to 
detennlne them. Also, standard operating procedures for 
preparing monthly bulk petroleum terminal accuuntlng 
summaries did not exist and receipts from customers were 
not always obtalned. 

Also, fuel In-transit in Korea from PDSK to the 
receiver --as much as a mllllon gallons at any one time--was 
not accounted for by either the supplier or the receiver. 
Also, losses durzng transit of the fuel above the allowable 
tolerances generally were not rnvestlgated. 

One large customer --the 2nd Infantry Division--did 
not properly document or have adequate control over its 
receipt and issue of fuels or inventories. Initially, we 
found that 432,000 gallons of fuel were either not accounted 
for or not supported by receipt or issue documents when we 
attempted to reconcile fuel records with physical mven- 
tories. Using the figures shown on the accountabllrty 
reports for January 26 to June 14, 1978, we found that the 
mventorles reported as of January 26, 1978, were misstated 
by 110,000 gallons. Later, after (1) an extensive and time- 
consuming research for valid documentation, (2) acceptance 
of issues to and from the D1visron's two service stations based 
on reconcrllatlons not supported by offrclal documents, and 
(3) frndlng and verrfylng additional unrecorded and/or 
unreported receipt and issue documents, we concluded that the 
lnventorles were misstated by 60,000 gallons. 

The Division records were, In our opinion, so 
that it was not possible for us or the Division to make an 
accurate, supportable accounting of rts fuel. Some other 
problems noted were minor in relation to the quantities of 
fuel involved; however, they may be lndlcators of system- 
wrde weaknesses which could provide opportunities for 
mismanagement and fuel dlversron. Many of the problems 
have been drscussed in our prior reports. (See enc.) 

Local offlclals took some actions which, if properly 
implemented, should improve the management, control, and 
accounting for fuels at the actlvrtles reviewed. (See PP- 
10 and 11.) In addrtlon, we are making a number of 
additional recommendations, which if effectively implemented, 
should result In needed improvements to the management of 
fuels in the Department of "Defense. (See p. 13.) 
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BACKGROUND 

The Defense Fuel Supply Center 1s designated as the q 
Integrated materral manager for bulk petroleum wlthln the 
Department of Defense and IS responsrble for worldwlde 
supply and dlstrlbutron, lncludxng fuel for ground, sea, and 
ax vehicles and equipment. The Defense Fuel Supply Center 
prlmarlly provrdes fuel for the Army, Navy, and Air Force 
and has worldwlde responsrblllty for wholesale bulk 
petroleum products until dellvery to point of sale. Fuel 
contract requirements for the Phlllpplnes and Korea 
In 1978 were 263 and 109 million gallons, respectively. 

In the Phlllpplnes, the Naval Supply Depot is responsible 
for managing fuels for Defense Fuel Supply Center and for 
provldlng fuel to Air Force and Navy units, lncludrng U.S. 
ships at sea. Fuel 1s stored at Naval Supply Depot In 110 
tanks with capacity, including lnterconnectlng plpelrnes, of 
about 108 mlllron gallons. 

PDSR 1s responsible for managing fuels In Korea for 
the Defense Fuel Supply Center and provldlng fuels to 
authorized United Nations Command/U.S. Forces, Korea, 
customers. Fuels are stored and dlstrrbuted from seven 
Army-owned-and-operated terminals. There are 81 tanks with 
bulk petroleum storage capacity of about 39 mrllron gallons. 

NAVAL SUPPLY DEPOT AND PETROLEUM 
DISTRIBUTION SYSTEM, KOREA, RECORDS 

The Defense Fuel Supply Center uses monthly Bulk Petroleum 
Terminal Accountability Reports, submitted by the Naval Supply 
Depot and PDSK to carry out its managerial responsrbllltles. 
Those reports were generally supported by receipt and issue 
documents. However, In analyzing those reports, we ldentlfled 
weaknesses in controls over transactions and documents. 

We took physical rnventorles of all fuels onhand at the 
Naval Supply Depot on May 21, 1978. Using receipt and issue 
documents from May 1 to 21, we reconstructed the inventory 
balances to May 1, 1978. We compared thrs with fuels recorded 
as onhand rn the Naval Supply Depot records as of May 1, 1978. 
Our comparrson IS presented below: 

. 
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Fuel GAO Navy 

(gallons) 

Avlatron gasoline 691,404 705,306 
Jet propulsion: 

Fuel #4 6,009,906 6,018,012 
Fuel #5 21,621,012 21,730,758 

Motor gasoline l,183,518 1,194,522 
Dresel 36,106r812 36,332,772 
Navy special fuel 7,071,213 7,167,972 

Total 72,683,865 73,149,342 465,477 

These differences were explalned by: 

--Farlure to update Inventory records to 
accurately reflect reduced quantity of 
fuels In pipeline interconnecting storage 
tanks. 321,048 

Navy overages 

13,902 

8,106 
109,746 

11,004 
225,960 

96,759 

Gallons 

--Erroneous inventory measurements, which 
caused water to be measured and recorded 
as fuel. 100,691 

--Unaccounted for difference (this was 
wlthrn permitted tolerances). 43,738 

Total 465,477 

In other instances, the Naval Supply Depot: 

--Failed to record or improperly measured receipts of 
fuel. 

--Did not notify snventory takers of fuel movements - 
underway during a weekly Inventory taking. 

--Altered fuel control documents without appropriate 
explanations. 

We also found that the closing lnventorles reported 
by PDSK Included quantltles for the Trans-Korean plpellne, 
which consistently exceeded the plpellne capacity. 

4 
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Trans-Korean Fuel Plpellne Quantltres 

1978 Recorded Capacity 
Inventory 

overstatement 

(gallons) 

February 5,777,268 5,641,744 135,524 
March 5,732,412 5,641,744 90,668 
April 5,574,826 5,641,744 106,082 
May 5,737,412 5,641,744 951668 

_ June 5,741,148 5,641,744 99,404 - 

After our review, PDSR said that the pipeline -____- capacity was recalculated to be 5,685,708 and that we had 
not consldered 51,600 gallons of fuel In the Korean 011 
Company pipeline, which PDSR had accounted for. Assuming 
these quantities were correct, the errors in the prpelrne 
rnventorles ranged from an understatement of approximately 
5,000 gallons to an overstatement of 40,000 gallons. 

Also, PDSK 

--used unreliable gauging equrpment and supplles to 
determlne the amount of fuel in some storage tanks and 

--did not have standard operatrng procedures for pre- 
paring bulk petroleum terminal accountrng summaries, 
as mllltary regulations require. 

Because of these errorsI inventories were both overstated 
and understated on monthly reports of fuel transactions, and 
rncorrect fuel information was reported to the Defense Fuel 
Supply Center. 

FUEL IN-TRANSIT TO MILITARY 
SERVICE CUSTOMERS 

PDSK offlclals estrmated that approximately 1 million 
gallons of fuel are In-transit and unaccounted for at any 
one time. Thrs fuel IS in-transit in tank cars from PDSK 
terminals to various organlzatlons of the Erghth U.S. Army 
for periods of between a few days to a month or more. At 
the time of shipment, PDSK drops accountability for the fuel. 
Upon receipt, the Army activity 1s supposed to account 
for the quantity it receives. Any difference between 
quantity shipped and quantity received within the trans- 
portation loss tolerance 1s not accounted for nor 1s It 
required to be. 

5 
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We found that gains or losses above the allowable llmlt 
have not been lnvestlgated by either PDSK or the Elqhth Army 
customers. Examples of these condltlons are shown in the 
following table. 

Type 
of 

fuel 

Gasoline 
Gasoline 
Jet 
Jet 
Diesel 
Diesel 

In-transit Gains and Losses 

Dates Quantity 
Shipped Recerved Shipped Received 

(gallons) 

Gain/ Over 
loss toler- 
(1) ante 

(percent) 

3/03/78 3/08/78 10,108 9,087 -221 342 
5/03/78 5/13/78 8,976 9,851 875 1,844 
3/14,'78 3/19/78 10,101 9,953 -148 196 
5/06/78 5/18,'78 9,913 10,015 102 104 
l/19/78 l/20/78 10,173 10,260 87 70 
3/22/78 3/23/78 10,157 10,256 99 94 

The Army 1s billed for the quantity shipped and there 
1s no systematic matching of receipt and shipment documents 
by either PDSK or the Eighth Army which would act as an 
independent control to identify these gains or losses. 

Regulations do not require Eighth Army customers to 
return srgned receipt documents to the shipping terminals; 
however, in order to insure an audit trail, PDSK published 
procedures lnstructlng customers to do so. However, many 
slgned receipts were not returned. Officials at one 
terminal estimated that as of July 14, 1978, over 3.7 
mllllon gallons of fuel issued were not supported by signed 
receipts. 

The failure to obtain slgned recerpts for all fuel 
shipments provides no assurance that the fuel was received 
by the proper customers. Additionally, the failure of the 
Eighth Army to control and match receipt and shipment 
documents prior to payment eliminates accounting control, 
thereby permlttlng payment without any assurance of receipt 
of the quantltles paid for. Furthermore, this failure, In 
our opinionl avoids one of the basic tenets of the stock fund 
concept, whrch 1s to bring about a state-of-cost consciousness 
on the part of the military departments. Such a state can- 
not be attained If accounting controls are absent from the 
transactions. 

6 
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Without proper accountablllty requirements, we belleve-- 
and PDSK and Eighth Army officials concurred--that there are 
opportunltles for diversion of in-transit fuel. 

CONTROLS OVER FUEL AFTER RECEIPT 
BY MILITARY SERVICES CUSTOMERS - 

The 2nd Infantry Division, Eighth U.S. Army, operates 
its own petroleum supply point, with a storage capacity of 
over 1.7 million gallons. It is responsible for the manage- 
ment, receipt, and issuance of petroleum products to the 
Division and to other support units and actlvltles. 

At the tine of our review, accountablllty reports and 
supporting records at the Division, which reported receiving 
over 9.4 mllllon gallons of various fuels between November 
1977 and May 1978, were generally unsupportable. A number 
of receipt documents were missing and the quantities did 
not agree with those shipped to the Division by PDSK. 
Many documents supporting issues were inaccurate, unsigned, 
improperly prepared and, in some Instances, nrsslng. Reported 
ending inventory quantities frequently dlffered from those 
used at the beglnnlng of the subsequent period. 

Using the Division reported physical inventor3es as of 
June 14, 1978, and the receipts and issues reported on the 
accountablllty reports, we reconstructed the inventory 
balances to the perrod endrng January 26, 1978. We found 
the diesel fuel and gasoline reported inventories were 
overstated by approximately 106,500 gallons. This indicated 
a loss or unaccounted fuel; whereas the reconstructed 
inventory for Jet fuel, a highly volatile fuel, showed a 
gain of sllghtfy over 3,000 gallons. These losses exceeded 
the tolerances allowed by Army requlatlons and the qaln in 
let fuel 1s abnormal because of Its volatlllty. 

Since the results using the reported figures showed a 
net loss of over 100,000 gallons, we reconstructed the 
inventories for the same period using the physical 
lnventorles taken by us and the receipt and issue documents 
which the Division identified as the documentation 
supporting its accountabrllty reports. This lndlcated that 
the Division's fuel lnventorres as of January 26, 1978, 
were overstated by 289,000 gallons. This represents a 
reported overstatement or loss of 123,000 and 237,000 
gallons of fuel and gasoline, respectively, and a reported 
understatement or gain of 71,000 gallons of let fuel. 

7 
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Because of the slgnlflcance of the Indicated losses, 
we and the Army performed extensive and time-consuming 
research rn an effort to find and identify additional 
receipt and issue documents or obtain credible explanations. 

In an effort to account for and reconcile these 
differences, we attempted to identify receipts and issues 
which had not been recorded or that had been recorded 
erroneously. The Division had reported issues of 5,359,271 
gallons; however, we could only identify documents for 
4,987,883 gallons. Subsequently, In response to further 
rnquiries, we identified 300,347 gallons of fuel issued to 
the two Division service stations without prescribed documen- 
tatlon. We found the Division had no documentation for the 
remaining reported Issues of 7l.,O41 qallons of qasollne and 
-jet fuel. In addition to this, we later found unrecorded 
documents for the issuance of 71,921 gallons of diesel fuel. 

A comparison of quantities shipped by PDSK and gallons 
received by the Division from November 1977 to May 1978 
showed that the Division did not have receipt documents for 
172,192 gallons of fuel. After further search, the Army 
subsequently Located and furnlshed documents representing 
129,280 gallons. The Army could not document the remaining 
42,912 gallons. 

In addition to our lnabllrty to reconcile physical 
lnventorles with avallable documentation, we found numerous 
instances where beglnnlng inventories on monthly fuel reports 
did not agree with ending lnventorles previously reported. 
The Division stated the ending Inventory was obtained by 
physically measuring the quantity of fuel in the storage 
tanks. Two examples are shown in the following chart. 

Inventory Diesel Gasoline 

Closing balance 
as of 02-23-78 

(gallons) 

1,063,573 247,943 

Opening balance 
as of 02-24-78 940,731 240,459 

Difference 122,842 7,484 

Regulations require that the beglnnlng inventory on the 
fuel reports be the ending Inventory for the prior period. 
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In the above example, from February 24, 1978, to March 30, 
1978, the Division reported a diesel fuel handling loss of 
1,732 gallons by using the beginning inventory of 940,731 
gallons. However, If it had used a beginning inventory of 
1,063,573 (the ending Inventory of February 23, 1978), the 
computed loss would have been 124,574 gallons. This 
quantity would have exceeded the allowable loss by 111,526 
gallons, requiring an investlgatlon to determine the cause 
of the shortage. Divrsion officials were unable to explain 
why these dlscrepancles existed. 

Based on these efforts to establish the inventories 
prior to our physlcal Inventories and to validate receipts 
and issues, It was, in our opinion, possible to report a 
variety of transactlons and Inventories depending upon which 
set of figures the reporting organlzatlon chose to use at 
the time of reporting. 

The Division also used several questionable practices 
in accounting for receipt and issue of fuel. For instance: 

--Many receipt documents were not signed and did not 
lndlcate quantities received as required by 
regulations. 

--Discrepancy reports had not been prepared as required 
when fuel received differed from amount shipped. 

--Fuel was transferred to an Army gas station by the 
Division without formal Issue documents. 

--Fuel tankers were dispatched to field units without 
formal issue documents to account for fuel issued to 
the tanker. 

--Some issue documents lacked necessary signatures or 
data on quantity. 

--Some fuel issue documents for charging customers 
were processed untimely. 

Some of the problems we found were also noted by PDSK 
during its lnspectlons of the Division's fuel activities 

-i-n-August 1977 and January 1978. 

OUR PRIOR REPORTS 

Prior reports listed in the enclosure identified the 
need for increased enphasls on fuel accountabrllty and 
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control. Many of the deflclencles found oh our current 
review were slmllar to those reported earlrer. These include 
lack of conformance to prescribed accounting procedures and 
weaknesses in controls over transactions and related 
documents. 

Recommendations made to the Secretary of Defense In 
prior reports included: 

--Directing the Secretary of the Army to enforce the 
Army's exlstlng procedures for fuel control and 
accountablllty. 

--Having the Army Audit Agency perform an Army-wide 
audit of ground vehicle petroleum management. 

As noted in a prevrous Defense response to us, the 
management of a commodity as important as petroleum 
warrants prlorlty attention at all levels of responslblllty. 
The Deputy Assistant Secretary of Defense responded to our 
July 1977 report on the continuing need to establish gulde- 
lines for controlling and accounting for ground vehicle fuels 
stating that tthe principal problem lres in inadequate 
command attention. This is nanifest in the failure to 
detect and correct noncompliance with existing procedures." 

AGENCY COMMENTS AND ACTIONS 

Naval Supply Depot and Army Petroleum Distribution System, 
Korea, offlclals concurred with many of our flndrngs and have 
taken corrective action or agree to do so. To correct > 
problems noted, Naval Supply Depot officials: 

--Removed about 422,000 gallons of fuel, valued at 
$152,000 from its inventory records to ad-Just for 
water In storage tanks which had been recorded as 
fuel and reflected the correct quantities of fuel 
In plpellnes lnterconnectlng the tanks. 

--Held tralnlng classes on proper procedures for 
taking inventory of fuel and directed that these 
procedures be followed. 

--Drrected that fuel receipts be properly measured and 
recorded. 

--DIrected that fuel documents dlsclose‘irhZ nade an? - 
alterations and why. 
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--Changed forms and procedures to facrlltate entering 
current lnformatlon on Its fuel Inventory records. 

In addition, PDSK said it would: 

--Use the calculated capacity of the plpellne as a 
management tool for evaluating the calculated llneflll. 
Devlatlons will be lnvestlgated to determlne causes. 

--Replace deflcrent qauglng equipment and supplies. 

--Revise standard operating procedures for gauging. 

--Prepare a standard operating procedure for preparation 
and modlflcatlon of monthly accounting summary reports. 

Subsequent to our review, the 2nd Infantry Division 
clarmed that they made a complete reconclllatron of bulk 
petroleum accountable records and that the reconclllatlon 
lndlcated that their recordkeeplng procedures were sufflclent 
to permit them to reconstruct reliable data for the 6-month 
period from December 1977 to May 1978. They further stated 
that when adlusted by receipt and issue documents, inventories 
were wlthln allowable handling losses. 

We revlewed the 2nd Infantry Divlslon's reconstruction 
methodology and performed selected tests to determine the 
degree of rellablllty we could place on the Army's work. We 
believe that the Army's reconstructron of fuel lnventorres 
cannot be relied upon as completely reflecting the receipts 
and issues during this period. The Army, in reconstructrng 
the lnv/ntory, did not confirm receipts with PDSK shipments 
but instead relied on an unofflclal receipt log malntalned 
by 2nd Division personnel. Also, 2nd Divisron personnel 
said they ldentlfled and obtained mlsslng issue documents 
by using their informal log books without verlfylng that 
the quantltles Issued had been reconciled with customers' 
receipt logs. In addition, our test of the reconstruction 
showed a mathematical error In receipts for -Jet fuel, that 
when adlusted, resulted in a gain over the allowable toler- 
ance. 

Additionally, in the Division's reconstruction, gains 
or losses should have been computed on a monthly basis and 
not on a 6-month total. By doing the reconstruction monthly, 
reports of survey would have been required for the qasollne 

11 
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losses and lnvestlgatlon consldered for large overages. An 
example of these condltlons 1s shown in the following table. 

Gasoline Diesel Jet fuel 

(gallons) 
Beginning inventory 

as of 
May 1978 

Receipts 

Total 416,045 1,271,544 151,682 

Issues 122,490 326,119 128,382 

286,865 1,058,969 12,290 
129,180 212,575 139,392 

Ending inventory 
as of 
May 25, 1978 

Physical inventory 
293,555 945,425 23,300 
276,964 966,719 28,104 

Gain or loss (-1 -16,591 21,294 4,804 

Allowable loss -4,160 -6,357 -1,517 

The unexplained loss of 16,591 gallons of gasoline and 
the gains of 21,294 gallons of diesel and 4,804 gallons of 
Jet fuel in 1 month indicates that the Army's attempts at 
reconstruction resulted In excessive gains and losses for the 
month of May which raises serious questions on the rellablllty 
of the entire reconstruction. In requesting the Eighth Army's 
authority to prepare revised Inventory Adlustment Reports 
for the 6-month period {December 1, 1977, through May 25, l978), 
the Dlvlslon stated that, as a result of a GAO audit, an lndepth 
review and analyszs has been completed and It has been deter- 
mined that the orlgrnal monthly reports for the period were in- 
accurate, and the reconstruction of monthly Inventory Ad-Just- 
ment Reports 1s not feasible because of 

--questIonable accuracy of monthly physical lnventorles 
and 

--an lnablllty to precisely identify inventory transac- 
tions to the correct month, based upon the monthly 
inventory cutoff dates. 

Accordingly, the 2nd Division therefore concluded that 
reconstructed monthly Inventory Adlustment Reports could 
not withstand the test of an audit. 

12 
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RECOMMENDATIONS 

- - 

In view of the unexplainable slgnlflcant gains that 
resulted from both Army and our reconclllatlons, we recommend 
that you require dlvlslon commanders or slmllar levels in 
the other mllltary departments and agencies to lnvestlgate 
and review gains as well as losses that exceed the prescribed 
tolerance. 

To Insure that corrective actlons agreed to by the Navy 
Supply Depot, Sublc Bay, and the Petroleum Drstrlbutlon System, 
Korea, offlclals are implemented effectrvely, we recommend 
that these actrvltles be audlted rnternally wrthln the next 
6 months. 

To improve accountablllty and control over In-transit 
fuel, we recommend that you direct the DIrector, Defense 
Loglstlcs Agency, to revise the system and procedures for 
fuel accountablllty to require that title of and account- 
ablllty for in-transit fuel remain with the Defense Fuel 
Service until receipt and acceptance by the mllrtary 
departments or activities. 

To Improve the Army's management of, accountablllty 
for, and control over fuel 1.t recelvgs, we recommend that 
you direct the Secretary of the Army to: 

--Revise the Army's system and procedures to establish 
controls that will require an accurate accounting for 
and maintenance of all receipt and issue documents 
from initial receipt of fuel from Defense Fuel Serulce 
to ultimate issue to the user. 

--Require that all personnel responsible for the receipt, 
accounting for, or control of fuel receive adequate 
tralnlng In the 

--techniques of and use of equipment for taking 
physical inventories; 

--preparation, control, and maintenance of docu- 
mentations; 

--recording and summarlzatlon of transactions; and 

--preparation of accountability reports, drs- 
crepancy reports, and billings to reclplents 
of fuel. 

13 
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Y  

As you know, sectron 236 of the Legislative Reorganlzatlon 
. Act of 1970 requires the head of a Federal agency to submit a 

written statement of actlons taken on our recommendations to 
the Senate Committee on Governmental Affairs and the House 
Committee on Government Operations not later than 60 days 
after the date of the report and to the House and Senate 
Committees on Approprlatlons with the agency's first request 
for approprratlons made more than 60 days after the date of 
the report. We would appreciate being advrsed of the actlons 
as well. , 

We are sending copies of this report to the Director, 
Office of Management and Budget; the Chairmen, Senate and 
House Committees on Armed Services; and the other Committees 
mentioned above. 

Sincerely yours, 

R. W. Gutmann 
Director 

Enclosure 

-_ 
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REPORTS ON PETROLEUM MANAGEMENT 

"Contrnulng Need to Establish Uniform Guidelines for 
Controlling and AccountIn for Ground Vehicle Fuels," 
LCD-77-220, 

"Lessons in Management: Problems in Petroleum Procurement 
and Drstributlon in Southeast Asia," LCD-76-215, March 15, 
1976. 

"Improvements Needed In Controls and Accounting for Ground 
Vehicle Petroleum," LCD-75-218, May 20, 1975. 

"Bulk Fuels Need to be Better Managed," LCD-74-444, April 8, 
1975. 

"Investlgatlon of the Handling and Control of Petroleum 
Products in Southeast Asia," B-163928, July 28, 1970. 

"Investlgatlon In Thailand of the Systems for Dlstrlbutlng 
Petroleum, Oil, and Lubricants and for Processing Related 
Documentation," B-163928, January 9, 1969. 
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