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GAO United States 
Genera l  Account ing Off ice 
Wash ington, D.C. 20648 

Nat iona l Secur ity and 
Internat iona l Affa irs Div is ion 

B-246025 

November 21,199 l 

The Honorab le Car l Lev in 
Cha irman, Subcommittee on Overs ight 

of Government Management 
Committee on Governmenta l Affa irs 
Un ited States Senate 

Dear Mr. Cha irman: 

As you requested, we are prov id ing you with informat ion on the Depart- 
ment of Defense’s (DOD) f isca l year 1992 appropr iat ions request for sec- 
ondary items.] 

Background DOD components (the Army, Navy, Mar ine Corps, Air Force, and defense 
agenc ies) purchase most of the ir secondary items from DOD stock funds.2 
The stock funds charge for the items they se l l and genera l ly do not 
requ ire congress iona l appropr iat ions. The charges inc lude surcharges to 
cover the cost of operat ing supp ly centers. DOD components pay for the ir 
purchases with appropr iated funds. The components a lso purchase sec- 
ondary items from the Genera l Serv ices Admin istrat ion and other 
sources. 

For f isca l year 1991, DOD prov ided informat ion in its Stock Fund Over- 
v iew report on the amounts and types of commod it i es each DOD compo- 
nent expected to buy from the stock funds. DOD a lso ident if ied in th is 
report sa les between stock funds, sa les to DOD components, commod it i es 
to be purchased, and the appropr iat ions to be used for the purchases. 
For f isca l year 1992, DOD rep laced the Stock Fund Overv iew‘with the 
Defense Bus iness Operat ions Fund Overv iew and e l im inated most of the 
informat ion prov ided in its prev ious report. 

The latest overv iew report ident if ied expected sa les to DOD components 
but d id not break out the amounts and types of commod it i es each com- 
ponent expected to buy from the stock funds. It a lso d id not ident ify the 
appropr iat ions that wou ld fund purchases of secondary inventor ies. The 
DOD components prov ided budget just if icat ion documents to Congress to 

‘Secondary items inc l ude spare and repa ir parts, fue l, food, c loth ing, and med ica l  a nd denta l  supp l i es. 

‘DOD stock funds are revo lv i ng funds that operate as bus i ness enterpr i ses and f i nance the ir opera- 
t ions pr imar i l y by revenue from sa les to customers. 
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support the ir separate appropr iat ions requests. However, the docu- 
ments d id not a lways ident ify fund ing for pro jected secondary item 
purchases. Also, the budget informat ion was conta ined in severa l docu- 
ments, and no s ing le document prov ided informat ion that wou ld ident ify 
DOD’S tota l budget for secondary item purchases. 

To address concerns regard ing insuff ic ient data on inventory purchases 
in DOD’s budget, the Senate amended its vers ion of the Nat iona l Defense 
Author izat ion Act3 for F isca l Years 1992 and 1993 to requ ire DOD to 
mainta in records on its annua l inventory budgets. The records are to 
inc lude the amounts (1) proposed for inventory purchases by appropr ia- 
t ion account and (2) ob l i gated for inventory purchases dur ing the pre- 
ced ing year by appropr iat ion account. 

Resu lts in Brief In March 1991, DOD est imated in its Inventory Reduct ion Plan Progress 
Report that its stock funds wou ld ob l i gate $26 b i l l ion in f isca l year 1992 
to purchase secondary items and operate supp ly centers. DOD a lso est i- 
mated in its Defense Bus iness Operat ions Fund Overv iew that its stock 
funds wou ld se l l about $23.1 b i l l ion in secondary items to DOD compo- 
nents in f isca l year 1992. 

Our ana lyses of budget just if icat ion documents and the March 1991 
Defense Bus iness Operat ions Fund Overv iew ident if ied that DOD 
requested $21 b i l l ion in f isca l year 1992 appropr iat ions: $2.4 b i l l ion to 
its stock funds to procure and repa ir Army and Air Force items at the 
depot leve l and purchase Air Force war reserves4 and $18.6 b i l l ion to 
DOD components to purchase secondary items. 

Of the $18.6 b i l l ion requested for DOD components, $16.6 b i l l ion wou ld 
be used to purchase secondary items from DOD stock funds. The $16.6 b 
b i l l ion request was less than the $23.1 b i l l ion est imate because (1) DOD 
budget documents d id not a lways ident ify funds requested for sec- 
ondary items and (2) stock fund sa les inc luded sa les between stock 
funds, wh ich do not affect the need for appropr iat ions. 

“Amendment 1 0 2 2  to S. 1 6 0 7 , 1 0 2 n d  Gong., 1 9 9 1 .  

4War reserves prov i de a  leve l of supp l i es a b o v e  the peacet ime i nventory that is requ i red to susta i n 
i ncreased wart ime consumpt i on unt i l resupp l y commences. 
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DOD’s Est imate of 
Stock Fund 
Ob l igat ions 

In its March 1991 Inventory Reduct ion Plan Progress Report, DOD est i- 
mated that its stock funds wou ld ob l i gate $26 b i l l ion in f isca l year 1992 
to purchase secondary items and operate supp ly centers. Of the $26 bi l- 
l ion, $16.9 b i l l ion wou ld be used to procure secondary items, $4.6 b i l l ion 
to purchase fue l, and $3.6 b i l l ion to cover the cost of operat ing supp ly 
centers ( inc lud ing mi l itary and c iv i l ian personne l costs), as shown in 
tab le 1. 

Tab le 1: Stock Fund Ob l igat ions for 
F isca l Year 1992 Dol l ars in b i l l i ons 

Stock fund -.--.---.--.~- 
Army 
Navy 
Air Force 
Defense .~___.---.-. 
Tota l’ 

Secondary items Fue l Operat ing costs Tota l’ 
$3.2 $0.0 $0.6 $3.8 ~- 

3.1 0.0 0.9 4.0 
5.0 0.0 1.1 6.0 
5.5 4.5 1 .o 11.1 

$16.9 54.5 $3.6 $ 2 5 . 0  

aTota ls may not add due to round ing. 
Source. Off ice of the DOD Comptro l l er and Log ist ics Management Inst itute. 

DOD’s Request for 
Secondary Items 

Our rev iew of budget just if icat ion documents and the March 1991 
Defense Bus iness Operat ions Fund Overv iew report ident if ied that DOD 
requested at least $21 b i l l ion in appropr iat ions for secondary items in 
f isca l year 1992. Because the budget documents d id not a lways ident ify 
the intended use of the requested funds, add it iona l amounts for sec- 
ondary items might have been requested but not ident if ied as such in 
the budget documents. 

Of the $21 bi l l ion, DOD requested $2.4 b i l l ion for its stock funds: 

l $2 b i l l ion for Army and Air Force procurement and repa ir of secondary 
items at the depot leve l and 

l $0.4 b i l l ion for Air Force war reserves. 

DOD a lso requested $18.6 b i l l ion to purchase secondary items: 

l $16.6 b i l l ion from DOD stock funds, 
9 $0.6 b i l l ion from the Genera l Serv ices Admin istrat ion, and 
l $1.4 b i l l ion from other sourcesf i 

“F i gures d o  not a d d  to tota l d u e  to round i n g. 
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Tab l e 2 breaks out the $16.6 b i l l i on request by component and appropr i- 
at ion account. 

Tab l e 2: DOD’s F i rCa l Year 1992 
Appropr iat ions Request for Secondary 
Item Purchases From DOD Stock Funds 

Do l l ars in mi l l i ons 

Component 
Army 
Navy 
Mar i n e Corps 
%  Force 
Defense agenc i e s -- 
Tota l 

Operat i on and 
ma intenance -_ 

$4,214 
4,785 

365 
4,699 

Mi l itary 
Procurement personne l  Tota l 

$ 0  - $74 $4,288 -- - 
1,491 6 8  6,344 

82--- 
--__ 
34 481 .-I-..-- __---- 

582 25 5,306 -__ 
2 1 3  0  0  213 --~ 

$14.276 $2.155 - $201 $16,632 

Source: Mi l i tary components’ budget just if icat ion documents and Off ice of the DOD Comptro l l er 

The operat ion and ma intenance funds inc lude $3.7 b i l l i on for fue l and 
$0.5 b i l l i on for subs istence. The rema in i ng $10.1 b i l l i on wou l d be used 
for other secondary i tems such as spare and repa ir parts and med i ca l  
and denta l supp l i es. The procurement funds wou l d be used for pro- 
cur ing in it ia l repa ir parts for new and mod if i ed pr inc ipa l i tems” and 
rep l en i shment spares to support such spec ia l  programs as Navy execu- 
t ive m iss i on he l i copters7 and Air Force c lass if i ed programs. The mi l i tary 
personne l funds wou l d be used to purchase in it ia l i ssue c loth ing. 

The March 1991 Defense Bus i ness Operat i ons Fund Overv i ew ident if ied 
$23.1 b i l l i on in est imated stock fund sa l es to DOD components for f isca l 
year 1992. However, we were ab le to ident ify on ly $16.6 b i l l i on in 
appropr iat ions from DOD components’ budget just if icat ion documents for 
the purchase of secondary i tems from DOD stock funds. 

The $16.6 b i l l i on represented requests for secondary i tems from the DOD 4 

components’ operat ion and ma intenance, procurement, and mi l i tary per- 
sonne l  appropr iat ion accounts. Other appropr iat ion accounts may have 
a lso inc l uded fund ing for secondary items. For examp le, the January 
1990 Stock Fund Overv i ew est imated that Air Force research and deve l- 
opment appropr iat ions wou l d fund $167.8 mi l l i on in purchases from the 
Air Force stock fund in f isca l year 1991. However, DOD’S research and 
deve l opment budget just if icat ion document for f isca l year 1992 l i sted 

“Pr inc i pa l  i tems i nc l ude weapons, mun i t i ons, ma j or a ircraft a n d  sh i ps subsystems, miss i l e systems, 
combat a n d  tact ica l veh i c l es, a n d  propu l s i o n systems. 

‘Execut i ve m iss i on he l i c opters prov i d e a  transportat i on a n d  evacuat i o n capab i l i ty for the Pres i dent, 
h e a d s  of state, a n d  other v is it i ng d i gn i tar i es. 
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226 Air Force programs under seven d ifferent budget act iv it ies but d id 
not spec if ica l l y ident ify fund ing for secondary items. A DOD off ic ia l 
agreed that not a l l appropr iat ions requests ident ify fund ing for sec- 
ondary items. 

In add it ion to the $23.1 b i l l i on in sa l es to DOD components, the stock 
funds expect to se l l  $14.9 b i l l i on to other revo lv i ng fund ent it ies such as 
industr ia l funds. A DOD off ic ia l sa i d that the $23.1 b i l l i on in est imated 
stock fund sa l es a lso inc l uded sa l es between stock funds, wh ich do not 
affect the need for appropr iat ions. The amount of those sa l es was not 
ava i l ab le. 

Scope and 
Methodo l ogy 

We obta ined informat ion on secondary i tem fund ing from the Off ice of 
the Secretary of Defense; the Departments of the Army, the Navy, and 
the Air Force; the Defense Log ist ics Agency; and the Log ist ics Manage- 
ment Inst itute. We  interv iewed off ic ia ls respons ib l e for oversee i ng the 
budget formu lat ion and rev i ewed app l i cab le po l i c i es, procedures, and 
re lated documents. To ver ify informat ion prov ided by DOD, we 
researched and ana l yzed data in f isca l year 1992 budget just if icat ions 
and data books of the mi l i tary serv i ces and defense agenc i es and the 
Defense Bus i ness Operat i ons Fund Overv i ew for the f isca l years 1992 
and 1993 b ienn ia l budget. When budget documents were not comp lete or 
ava i l ab le, we obta ined data from DOD components. 

We  conducted our work between Apr i l  and October 1991 in accordance 
with genera l l y accepted government aud it ing standards. We  d id not 
obta in wr itten agency comments on th is fact sheet. However, we d is- 
cussed the contents of th is fact sheet with DOD off ic ia ls. The off ic ia ls 
agreed with our f ind ings as presented. 

Un l ess you pub l i c l y announce its contents ear l ier, we p lan no further 
d istr ibut ion of th is fact sheet unt i l 30 days from its i ssue date. At that 
t ime, we wi l l  send cop i es to the Secretary of Defense and the Cha i rmen, 
House and Senate Committees on Appropr iat i ons and Armed Serv ices, 
Senate Committee on Governmenta l  Affa irs, and House Committee on 
Government Operat ions. We  wi l l  a l so make cop i es ava i l ab le to others on 
request. 
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Please contact me on (202) 276-8412 if you or your staff have any ques- 
t ions concern ing th is fact sheet. The informat ion for th is fact sheet was 
deve l oped by Uld is Adamsons, Ass istant Director, Lou is Mod l i szewsk i, 
Eva luator- in-Charge, and Raymond Denmark, Eva luator, Nat iona l 
Secur ity and Internat iona l Affa irs Div is ion, Wash ington, D.C. 

Sincere ly yours, 

Donna M. Heiv i l i n 
Director, Log ist ics Issues 
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