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WASHINGTON 2. 20548

The Homorable Georze H. Mzhen /WI”////{I!{/!%{{!”///I//”/W/”/ |
Chairman. Conmittee on sppropriations g 3,

o

House of kepresentatives
Dear Mr, Chairman:

—
As you requested on October 11, 1974, we reviewed theLérny's

alleged violation of the Anti-Deficlemcy Act {31 U.S.C. 665). You '

asked that we look inty the situation at the U.S5. Army Electronics

Command, Fort Mommouth, New Jersey, to deterrire whether there was |

an overoblization in the fiscal year 1972 appreopriation for Other

Procurement, Army, and, if so, why the cverobligation ocrourred,

As you lnow, the 1972 Other Procurerent appropriatien was a 3-year

ippropriation and was therefore available fo- obligation unitil June

32, 1974,
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The U.S. Auvrmvy Audit Agency cowpleted an audit of the averobli- <1
gatiou in April 1975, The Army Audit Agency coucluded, and we
concur, that as of June 30, 1974, thers was a deficiency of about
$40.2 millicn in the fiscal year 1972 Other Procuvement appropria-
tion., The exact amount of the overobligation, howevar, courd
change depending on the results of continuing review work being
done by ihe Electronics Cormand personnel.

Army officials expect that the Secretary of Defense will soon
report this violation to the President and to the Congress as re-
quired by the Anti-Deficziency Act (31 U.S.C. 663).

Detarls of our review of the Army Audit Agency's work and the
$40.2 million overobligation fullow. .

SCOPE OF REVIEW

Because the Army Audit Agency's audit was sufficiently compre-
hensive, we did not need to expand ou the scope ~f lts review. As
agreed with the House Subcommittee on Defense dAppropriaticns, we
reviewed the Army Audit Agency's audit methods and procedures, exam-
ined its working papers, mad~ rimi*ed tests of accounting data, aad
discussed with the Army auditors tinerr findings, conclusions, and ‘
recomrendations. We also reviewed the Army Mctesriel Command's AN
Octoler 1974 report on its review of the alleged violation,.

BEST DOCUMENT AVAILABLE FGSD-76-2
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CAUCTS QF THE QVEROBLICATICM

The Army YMeteriel Command I
services ordered by foreisn coun
cies, and other militavy acvivices, a
Army appropriations, such ag Other Prece
to finance custorner vrders and are sutseqiently reimbursed on re-
ceipt of payments fcr the equipment, mate.ial, and services furnished.
The Electronics Command and other cormodity .cmmands report custotur
orders received to the Army Materisl Commar- and to the Department of
the Army headquarters. The dellar amount of customer corders recelved
and reported is treated by the army as increasing its obligational
auchoriey,

urnishes equipment, material, and
trics, ctier 1.5, Fuvernment arens-
s well as by Army activities.
roeurement, are used initially

-

A 374 Army Materiel Command investigation showed that the Elec-
tronics Jomma.d's repor.s overstated by appuoximately $47 millien
custoner orcers received, Boiore tie discovery of this error, the
Departaent of the Army depended cn these and other commodity comuand 2
— reports to determine the funds available ir the 1v72 O “er Procurc~

ment appropriation and the amount of funds which could be transfer:ad,
when authorized by law, to other appropriations, fron October 1972 to
January 1974 approximately 580 million was thus transferred by the
Department of the Arny., After it became known that the Electronics
Command's reports were in error, obligational anthority was reduced
and, as a result, an overobligation of the 1972 Other Procurezent
appropristion occurred.

A

The precise reascns for the Electronics Command's inaccurate re-
porting may never be determinced because the 1972 Otner Procurement
iedgers and journal vouchers in support of Electronics Command custo-
wer orders-were missing and were presumed s be lost or destroyed,

One factor which hiad an adverse effect on Electronics Command
operations and which undoubtedly contributed to the 1972 Other Pro-
curement overcbligation wes the personnel problem creatzd b+ reorgani~
zations, reductions in force, and downgradings, In 1372 the Arar Audit
Agency reported that the personnel problefn, which originated in 1449,
wa3 a factor contributing to accounting difffculties experienced a: the
Electronics Command.

The personnel problew treached a crisisz stage in 1973 when

Philadelphia Electronics Command Finance and Accounting Division
operations were closed during an Army Materiel Command reorganiza-
tion which requived relocating Philadelphi. activities to Fort Mon-
movth, Only 5 of 167 Finance and Accounting Division people who
were on board in January 1973 chose to transfer to Fort Monmouth,

> During 1973 eumplovees were continuously leaving the Electronics Cowm-
mand in Philadelphia, and backlegs and work slippages mounted. -

It was during the move to Fort Mommouth and subsequert moves
at Fort Mommouth that Zinmanclzl records were sither Lo or Jestroved,

ta
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UNRESOLVED AMCIUNT QF DEFICIANCY

The Arms Audit Agency concluded that, as of June 30, 1974, the
amount of the overobligation of the fiscal year 1972 Other Procure-
ment appropriation was 540.2 rillion, Tepreseuting an ovezobligation
of $34.2 million shown in the accounting records as of June 30, 1 74,
plus an additional $¢ million defliciency based on the Arry Audit
Agency's rteview of Electronics Comrand's reported customer orders,

The overcbligation of abouc $40.2 million detervined by -he
Army Audit Agency in its recent audit could, however, crange. An
Army And®t Agency test of customer orders applied to fiscal years
1972 and 1973 Other Procurement appropriations showed instances in
which the Electronics Command applied orders vo the wronz year. The
Electronics Command, therefore, is presently matching custocer orders
against obligations for fiscal years 1972, 1973, and 1974, The deter-
mination of the final amount of the overoblization for the 1972 Qther
Pzocurement appropriation cannot be made until the Electronics Com-
mand's matching is completed and adjustients are made to the affected
appropriations. The Army Audit Agency did not make the matching
analysis because of the extensive amount of time the review would re-
quire.

ADDITIONAL PQTENTIAL VIOQLATICNS

The Army Audit Agency's overall review ol *the customer order
program is centinuing at the Electronics Command and at other Army
Materiel Command commodity commands. The Army Audit Agency is re-
viewing the effectiveness of finarcial management, accounting con-
trols, and administration of customer orders at all six Army
Materiel Cow nand commodicy commands, These reviews could disclose
overobligations in other years. The Army Audit Agency expects to
“eport the results of this overall review in September 1975,

The Electronice Command Internal Keview and Audit Compliance
Civision and the Fiuance and Accounting Division are also continuing
their efforts to reconcile fiscal years 1973, 1974, and 1975 Other
Procurement customer orders to iimancial records and to match orders
received against obligations for Other Procurement appropriations
for 1972, 1973, and 1974, The results of tais review may also dis~
close additional vio'ations.

ARMY ACTION TO IMPROVE ACMINISTRATIGN -
AND ACCCUNTING FOR CUSTOMER CRDERS

The Aruy Chief of “taff has estahlished an Aruy Action Gunup,
chaired by the Deputy Comptroller of the Army, to review all aspects
of administering and acccunting for :ustomer orders with emphasis on
the impact of incressed {oreizn mil.tary sales on Army financial
systems, activities, and resource:z, Tae Army Act? p Group has bzen
2iven authority and responsibiliity to develop, impsement. and

BEST DOCUMENT AVAILABLE -3 -
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vaL:dste a customer order syster that will insure effective manages-
ment and finsancral contrul of custcmer orders.

ne Zlectronics Com=
ectively control

Since the beginning of fiscal year 1973,
mand has taken the Iollowing acticn to mere ef
customer orders

F
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&
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--Policy statemencs to achieve better control of order:
have been issued and include a reguirement that orders
received must be applied in the vear received,

~--The Electronics Command Internal Peview and Audit Cor-
pliance Divisicn is reconstructing data contained in
financial files lost or destroyed duringz the Philadsl-
phia move

« Orgarization rzsponsibilities for zontrolling both the
supply management and financial management aspects of
customer orders have been more clearly defined.

»=f quality control office has beex established to verify
the validity and accuraecy of accouncing for customer
order transactions.

The Anti-Deficiency Act (31 U.S.C. 665) requires that all viola-
tions of the act be reported to the President and to the Congress.
The Army submitted its vioiation report to the Assistant Secretary of
Defense (Comptroller) eom July 10, 1975, showing an overobligation of
$40,2 million in the 1972 Other Procurement, Army apprupriatien. Army
officifals expect that, after review in the Office of “he Secretary cf
Defensc, the Secretary will submit a violation report to the President
and to the Congress as required by the act.

Comptroller General
of the United States
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