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Serious Breakdown in
The Army’s Financial
Management Systems

- - Tht Army has experienced a s¢ricus Lreak-
dewn in the firancial management and con-
trol over its procurement appropriations,
resulting in several violations of the Anti-
Deficiency Act. Overobligations totaling $205
millionn in three appropriations have been
reported to the President and the Congress.
Also the Army is preparing violation reports
on two additional appropriations and is in-
vestigating possible violations in eight others.

The Army has been engaged in a compre-
hensive effort to correct its fimancial records
and identify specific causes of the violations.

The Army should design its accounting sys-
tems to conform with GAO’s accounting
principles and staridards and submit its sys-
tems to GAO for approval. GAQ is continuing
its review to find out if the Army is taking
the corrective measures to rrsture integrivy
te its financial management .ystems.
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COMPTROLLER GENERAL OF THE UNITED STATES
WABHINGTZN, D.C. 20548

B-132900

The Honorable George B. Mahon
Chairman, Committee on Appropriations
House of Representatives

Dear Mr. Chairman:

The Army has experienced a serious breakdown in its
accounting and financial management reporting cystems, re-
sulting in a loss of control over some appropriations, a
loss of integrity of accounting information, and an inabil-
ity to pay hundreds of contractors.

As you know, the Anti-Deficiency Act (31 U.S.C. 665)
provides that no officer or employee make or authorize an
expenditure from, or create or authorize an obligation under,
any appropriation exceeding the amount therein,

In September 1975 we reported to you on the potential
overob.igation at the U.S. Army Electronics Command, Fort
Monmouth, New Jersey, of $40.2 million in the Other Procure-
ment, Army, appropriation for fiscal year 1972 and that this
amount was subject to adjustment. Further, we informed you
. that vieclations of. the act in other- procurement accounts: were -

possible.

In October 1975 the Assistant Secretary of the Army (Fi-
nancial Management) informed you of the Army's extensive fi-
nancial management problems and that potential violations
might total more than $150 million in several procurement
appropriations. Since then, the Army has been engaged in a
very costly, but necessary, effort to determine the extent
of the vioclations. To date, overobligations totaling
$205 million have been reported to the Congress and the
President. :

On November 11, 1975, because of insufficient funds in
several procurement accounts, the Army had to stop payment
on about 1,200 contracts involving about 900 contractors.

In April 1976 the Assistant Secretary of the Army (Fi-
nancial Management) appeared before the Subcommittee on De-
fense, Senate Committee on Appropriations, to answer ques-
tions on the reported violations and to request additional
funds so that payments to contractors could be resumed. On
June 1, 1976, Public Law 94-303 was eracted providing author-
ity to transfer funds between appropciations to ligquidate
the reported deficiencies.
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As you requested on November 12, 1975 (app. I), we
reviewed procedures used by the Army to determine amounts of
overobligations in procurement accounts. You also asked us
to determine whether improvements have been or are being
made in procurement appropriation accounting systems that
would help prevent future violations of the Anti-Deficiency
Act.

The following summarizes (1) the results of our review
to date regarding the amounts and causes of reported viola-
tions, potential additidnal violations now being investigated,
and Army efforts to improve its financial management system
and (2) the additional wnrk we plan to do.

VIOLATIONS OF TBE ANTI-DEFICIENCY ACT

On April 21, 1976, the Secretary of Defense reported to
the President and the Congress overobligations totaling
$205 million in the following Army procurement appropria-
tions:

Appropriation Overobligation
fmillions)
Procurament of Equipment and Missiles, .
Army--fiscal years 1971 and Prior $150.1
Other Procurement, Army--fiscal year 1972 14.5
Prccurement of Ammunition, Army--fiscal
year 1973 40.4
$205.0

The Army is preparing violation reports for its Procure-
ment of Weapons and Tracked Combat Vehicle appropriations for
fiscal yvears 1972 and 1973, and is investigating possible
violations in eight additional appropriations. Appendix II
lists the 13 procurement appropriations determined to be in
violat.cn or now under investigation.

Causes of violations

Generally, the violaticns reported and now being investi-
gated are a result of poor accounting and reperting practices
and a general breakdown in financial management within the
Department of the Army.
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One major problem the Army has had in administering its
procurement appropriations was noted in a June 1976 report by
a Financial Management Advisory Committee convened to advise
the Army on Lkcw to correct its accounting problems. The re-
port indicates that the Army has not fully implemented a
procurement accounting system that effectively records,
accounts for, and reconciles financial and program data.

In a report we issued 4 years ago entitled "Incomplete
Installation of the Management Accounting System for Procure-
ment of Equipment and Missiles" (B-163074, Feb. 18, 1972), we
cane to the same conclusion and pointed out that, in spite of
7 years' development and expenditures of $18.5 million, the
system had yet to be fully implemented. Although the Army
agreed with our recommendations for prompt implementation,

apparently it did not take effective corrective actions.

The extensive delay in implementing the procurement
accounting system is symptomatic of the Army's overall diffi-
culties in complying with the Budget and Accounting Proce-
dures Act of 1950 (31 U.5.C. 66, 66a). The act contains
several provisions intended to promote sound financial man-
agement and accounting control within Federal agencies and
requires each executive agency head to establish and maintain
effective systems of accounting and internal control, includ-
ing internal audit.. The act also specifies that the account-
ing systems will conform to the principles and standards of
the Comptroller General and that the systems will be submit-
ted to GAO for approval. The Army is behind the Air Force
and Navy in submitting and obtaining approval for its sys-
tems.

The violations of the Anti-Deficiency Act occurred prin-
cipally because the Army

-~-overstated orders ffom foreign goveraments for goods
and services (the value of orders received is treated
as additional obligational authority),

-~transferred fund authority out of procurement appro-
priations to other appropriations when such funds
were not available for transfer,

--made transfers out of appropriations and failed to
make corresponding reductions in fund authority zllo-
cated to field commands, and

--failed to take effective corrective action regarding
Army Audit Agency findings in a June 1972 report on
financial problems at the Electronics Command.

3
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The overcbligation in the Procurement of Ammunition,
Army, fiscal year 1373 appropriation resulted from improper
accounting entries made to keep the Army within the congres-
sionally designated Military Assistance Service Funded ceil-
ing. When the entries were corrected, the overobligation
was discovered.

Army efforts to determine

amounts of violations

In June 1972 and September 1974, financial problems
pertaining to lack of control over recording and reporting
orders for goods and services from foreign governments were
identified at the U.S. Army Electronics Command. Subse-
quently, it became evident that these problems existed at
other commodity commands under the U.S. Army Materiel De-
velopment and Readiness Command. 1/ As a result, in January
1975, the Readiness Command initiated a commardwide effort
to reconcile source documents, including orders received,
with procurement account financial records. The reconcilia-
tion is still in process. At February 29, 1976, more than
16,000 stafl-days had been spent on the reconciliation. .s
addition, the Army Audit Agency has spent almost 12,000
staff-days as of May 31, 1976, at a cost of over $1.6 mil-
lion in reviewing (1) the status of the reconciliation and

~(2) the Army's customer order program. More than $1.5 bil-~

lion in gross adjustments necessary to courrect procurément
account records had been identified as «f February 29, 1976,
through the reconciliation.

While the Army was attempting to fully reconcile all fi-
nancial records in its procurement accounts, it was contin-
ually aware of the urgent need to pay contractors affected
by the stop payment action taken in November 1975. The
timing of the reports of violation was, therefore, influ-
enced by the Army's need to get additioral fund authority
for the overobligated accounts. When tke overobligated
amounts were reported to the President and the Congress, it
was recognized that more adjustments to the accounting rec-
ords might need to be made because some issues raised by the
Army Audit Agency had not been resnived and the reconcili-
ation had -not been completed.

l/Previously the U.S. Army Materiel Command.
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We believe, however, that the Army's efforts to project
amounts of overobligations in the three accounts in the
April 21, 1376, reports were reasonable. The way the un-
regolved issues raized by the Audit Agency are resclved and
any additional adjustments resulting from the reconciliation
will probably cause the amounts of overobligations to change
and, moat likely, increase. Army representatives have told
us there are indications that additional fund authority re-
quests may be needed for one or more accounts already re-
ported to be in violation.

ARMY ACTIONS TO IMPROVE FINANCIAL MANAGEMENT

The Army has established several committees and working
groups to identify actions needed to improve financiali man-
agenent tkroughout the Department. These groups have identi-
fied a nee. for more tiian 400 corrective actions. The Army
has informed us that (1) efforts are underway to take these
actiong soon and (2) during fiscal year 1977, the Army Audit
Agency will spend 50 percent of its staff-days reviewing fi-
nancial management.

One committee formed by the Army was the Financial Man-
agement Advisory Committee, which consisted of six individ-
uals from 1ndustry and the academxc community and cone £rom - .
- the Army. ~In Juné 1976 the committee submitted a comprehen-
sive report on the Army's problems in administering its pro-.
curement approprlatlons. We sent copies to your office.

CONCLUSIONS

The reconciliation procedures initiated by the Readi-
ness Command in January 1975 to (1) determine the amounts
that have been overcbligated and (2) correct the Army's fi-
nancial records were essentially sound and were generally
being followed by commodity commands. Also, effective and
timely implementation of the numerous corrective actions
identified by the several Army committees and groups should
result in improved financial management and control.

The Army has still not completely implemented its
accounting system for procurement appropriations. Further,
its efforts to design systems wihich comply with the Comp-
troller General's principles and standards and to submrt
them to us has’ lagged.

We encourage the Army to conform to our accounting
principles and standards and to submit its systems for
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apptoval. When these systems are approved and implemented,
they will help to strengthen internal centrols and will con-
tribute to the integrity of financial data.

RECOMMENDATIONS

We recommend that the Secretary of Defense have the
Secretary of the Army

~-davelop a plan to fully implement the accounting sys-
tem for procureme 't appropriations. The plan should
include a realistic schedule against which progress
can be measured, and

~--take the necessary action to accelerate efforts to
design accounting systems to conform with the Comp-
troller General's principles and standards and submit
the systems for approval.

FUTURE GAO WORK

As your office agreed, we plan to concentrate on eval-
cating and monicoring the implementation of the corrective
actions identified by the Army to prevent violiations of the
Anti-peficiency Act and improve financial management in
genaral. 4lso, we will follow up. on the eight piocurement - - -
approoriations recently fsund to be overaliocated. We will
ales continue to monitor and evaluate the work of ¢he Army
Audit Agency, which has several ongoing and planned audits
related to the status of the procurement appropriations and
corrective actions being taken. *

> e W  am

We discussed the contents of this report with Army offi-
cizls and they infcrmed us that they agreed with our findings,
conclusions, and recommendations.

As agreed with your office, we are sending copies of
this report to Senator Lee Metcalf; the Secretary of Defense;
the Secretary of the Army; the Director, Office of Management
ané 3udget; and others.

comptroller General
of the United States
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CHAPTER 1

INTRODUCTION

In October 1975 the Assistant Secretary of the Army
(Financial Management) notified the Chairman of the House
Appropriations Committ-2e that there had been a serious
breakdown in the fina-ial control over Army procurement
appropriations, resulting in apparent violations of the
Anti-Deficiency Act, which could involve re than $150
million in overobligationsi The act (31 ..5.C. 665) pro~
vides that no officer or employee make or authorize an ex-
penditure from, or create or authorize an obligation under,
any appropriation exceeding the amount therein.

On Hovember 12, 1975, the Chairman reguested us to (1)
determine if and when the Army intended to submit to the
President and the Congress formal reports of violations as
required by the Anti-Deficiency Act, (2) test and evaluate
procedures used by the Army in determining the amount of
overobligations, and {3) determine whether improvements have
been or are being made in the accounting systems for procure-
ment appropriations at the Army's commodity commands that
would prevent violations of the act.

BACKGROUND

Within the past few years the Army's procurement appro-
priation was restructured and its customer order program grew
dramatically. These two occurrenceés playel a vital :iele in
the Army's financial management problems.

[}

Change in procurement appropriation structure

In fiscal year 1972, to provide better control-over pro-
curement funds, the Congress split the Army's single procure-
ment appropriation as follows:

1. Procurement of Aircraft, Army.
2. Procurement of Missiles, Army.

3. Procurement of Weapons and Tracked Combat Vehicles,
Army.

4. Procurement of Ammunition, Army.

5. Other Proucurement, Army.

Before fiscal year 1972 the Army operated under a single
no-year procurement appropriation called Procurement of Equip-
ment and Missiles, Army.



Under the no-year concept there was no fiscal year
limitatior on the use of funds in the accouat and no cutoff
period during which total adjusted obligations incurred
could be conveniently matched with total funding authority.
Without a time limitation, funds remained available for ob-
ligation until used or traasferr~i out of the account. As
a result, funds were often carried over from one year to the
next.

The above appropriations were assigned a 3-year 1lijfe
for obligational purposes by the Congress, and as tha first
of t..ese appropriations approached the end of its obliga-
tion period, the overobligations were identified.

Growth of the customer order program

Under this program, the Army's Readiness Command fur-
nishes equipment, material, and services ordered by foreign
countries, other U.S. Government agencies, and the Depart-
ment of Defense. Army appropriations are used to initially
finance customer orders and are subsegquently reimbursed on
receipt of payments for the equipment, material, and serv-
ices. Commodity commands 1/ report custQmer orders re-
ceived to the Readiness Command and Army Headquarters. The
dollar amounts of orders received, as repcrted by commodity
commands, are treated as increases to the Army's obliga-
tional authority.

) Management of the customer order program is complex.
Since receipt of ciders in =ffecrt increases obligational
autherity, tight controls are necessary over the pricing,
recording, and reporting of customer orders. Further, con-
trols are needed to assure that reimbursement. are collected
promptly and the correct account is credited.

Not only is the program complex, but it has grown appre-
ciably in recent years. Customer orders rose from $1.3 bil-
lion in fiscal year 1872 to $3.1 billion in fiscal year 1975.
The major part of this increase was in foreign military
sales, which rose from $0.5 billion to $2.2 billiocn.

1/These are the U.S5. Army Armament Command, Aviation Syé%ems
Command, Electronics Command, Missile Command, Tank-
Automotive Command, and Troop Support Jommand. .

2



CHAPTER 2

ANTI-DEFICIENCY ACT VIOLATIONS

violations of the act were first discoverad at the
Blectronics Zommand, Fort Monmouth, New Jersey. Later, simi-
lar provlems were found in other commodity commands. A mas-
sive reconciliation of financial records was therefore begun
to (1) determine the amounts of overqbligations and (2) re~
store integrity to the financial da*ta. The reconciliation
identified significant amounts of additional violations.

VIOLATION AT ELECTRONICS COMMAND

In December 1974 the Army Audit Agency reported an
apparent overobligation in the fiscal year 1972 Other Pro-
curement account of $40.2 million at the Electronics Com-
mand, Fort Monmouth. The report stated that customer orders
had been recorded for which there was no supporting documen-
tation. Since obligations had been incurred on the basis of
the total value of orders recorded, the correcting adjustment,
which wrote off a substantial portion of orders, resulted in
a disclosure of an apparent overobligation.

At tho requesc of the Chairman of the House Appropria-
tions Committee, we visited the Electronics Command and in
September 1975 we reported (B-132900, Sept. 8, 137%) that an
overobligation had -occurred. Further, we ncted vhat ongeoing
review and reconciliation by the Army could resul: in a
change in the amount of the fiscal year 1972 Other Procure-
ment account overobligation and could disclose additional
violations.

RECONCILIATION OF FINANCIAL RECORDS ORDERED

In January 1975 the Army Audit Agency reported to the
Readiness Command that its commodity commands had not been
reconciling financial data reported for customer eorfders with
documents showing orders received. Consequently, the re-
liability of the reported amount of customer orders was sus-
pect. The auditors recommended that all commands be ordered
to reconcile financial data to insure that the amount of re-
corded ard reported customer orders was correct and that
funding authority had not been exceeded.

The Readiness Command agreed and ordered a commandwide
effort to verify and correct recorded and reported financial
data for all procurement appropriations. At that time, the
Army had to account for 21 separate procurement appropria-
tions. The reconciliation was subsequently expanded to six
distinct phases dealing with various financial data and



levels of reporting. The general objectives of the
reconciliation, which have not as yet been completed, are (1)
to identify amounts overobligated and (2) to verify recorded
ptocurement appropriation account balances with obligation
documents and other documents, and to bring into agreement
data recorded at various reporting levels within the Army and
the Department of the Treasury.

Gpecific elements being traced: to source documents in-
clude customer orders received, reimbursements earned, un-
filled orders, receivables, obligations, collections, and
disbursements. Appropriation balances are being verified at
the six commodity commands, the International Logistics Com-
mand, the U.S. Army Accounting and Finance Center, and the
Department of the Treasury.

At February 29, 1976, gross adjustments totaling moce
than $1.5 billion were identified in the first two of the
six phases; for example, the value of customer orders was
adjusted by $705.4 million. Work on the latter phases is
still in process. N

The reconciliation through February 29, 1976, had taken
at least 16,360 staff-days. Also the Army Audit Agency has
used azlmost 12,000 staff-days as of May 31, 1976, at a cost
of more than $1.6 million to review (1) the status of the
reconciliation and (2) the customer order program.

Payments to contracters stopped

By November 1975 the magnitude of overobligations and
related overexpenditures became apparent, and the Army
stopped disbursements from the following appropriations: -

1. Procurement of Equipment and Missiles, Army--fiscal
.years 1971 and prior. .

2. Gther Procurement, 3drmy--fiscal year 1972.

3. Procurement of Weapons and Tracked Combat Vehicles,
Army--fiscal year 1972.

4. Procurement pf Weapons and Tracked Combat Vehicles,
Army--fiscal year 1973.

This action affzscted about 1,200 contracts and 900 con--:
tractors. In January 1976 the Army also stopped payments
from the fiscal year 1973 Ammunition appropriation.



REPORTS OF VIOLATION SUBMITTED

On April 21, 1976, the Secretary of Defense submitted
formal reports of violation of the Anti-Deficiency Act for
the following procurement appropriations.

Overcbligation

i (millions)

Procurement of Equipment and Missiles,

Army--£fiscal years 1971 and prior $150.1
Other Procurement, Army--fiscal year 1972 14.5
Procurement of Ammunition, Army--fiscal

year 1973 40.4

$205.0

Because overobligations and related overexpenditures in
these appropriations were much larger than in the fiscal year
1972 and 1973 Procurement of Weapons and Tracked Combat Ve-
hiclzs appropriations, investigation and preparation of the
violation reports was expedited.

The Army is preparing violation reports for its Procure-
ment of Weapons and Tracked Combat Vehicle Appropriations for
fiscal years 1972 and 1973 and is investigating possible vio-~
_iations in eight zdé:ticnal appropriationcs. Appendix II
lists the 13 procurement appropriations determined to be in
violation or now under investigation. )

Validity of reported overobligations

When the $205 million in overobligations was reported,
the reconciliation was not complete. Also many items, most
of which had beén identified by the Army Audit Agency, had
not yet been decided upon. However, from the time disburse-
ments were stcpped, the Army had been aware of the urgent
need to obtain additional funding authority to pav contrac-
tors. To obtain that authority, the Army projected over-
obligated amounts for inclusion in the formal reports. It
did this by using official record kalanceg and applying ad-
justments identified as proper but not yet recorded.

To check the validity of the reported overobligations,
we made a limited review of ocfficial recsrd balances and
pending adjustments, tested the balances on the books at
the commodity commands, and compared the cumulative totals
of commodity command balances with appropriation balances
reported by the Army. Recognizing the Army's need to obtain
funds for the accounts in violation so that payments to



contractors could be resumed, we believe its efforts to
project amounts of overobligations were reasonable. How=-
ever, as adjustments resulting from (1) remaining recon-
ciliation work and (2) resolution of issues raised by the
Army Audit Agency are recorded, amounts of the overobliga-
tions will probably change and, most likely, increase. PFor
example:

1. Appropriatior balances being reported, at the De-
partment of the Army level could not always be supported by
feeder report figures from subordinate commands. In some
cases, the amounts which could not be supported were sig-
nificant. For example,-at December 31, 1974, the Army re-
ported $340.3 million in outstanding accounts receivable
for the fiscal year 1971 Procurement of Equipment and Mis-
siles, Army appropriation, but only $298.9 million could be
supported. Similar differences were found in other appro-~-
priations. The Army is considering several alternatives for
resolving the unsupported differences, and the way appropria-
tions are adjusted could directly affect the amounts of
overobligations.

2. The Audit Agency reported problems concerning the
amounts commodity commands recorded for orders received in
relation to the Government's actual cost of the material or
services to be supplied. Inaccurate pricing of custoner
orders results in corresponding overstatements and under-

- statements of obligational autherity creatad by the receipt -
of those orders. At the Armament Command, the Audit Agency
identified cases in which obligations to satisfy customer
needs exceeded related order values by $34.2 million. Under~
pricing was also found at the Electronics Command. 1In its
customer order program audit, the Agency estimated that over-
charges and undercharges exceeded $101 million at the six
commodity commands.

In June 1976 the Second Supplementzl Appropriations
Act, 1976 was passed. On the basis of the April 21, 197§,
violation reports, this act authorized the Army to transfer
obligational authority from other procurement appropriations
to cover the reported overobligations.

On June 4, 1976, after making the autherized transfers,
payments to contractors from the two appropriations were re-
sumod. At the same time, payments were resumed in the fis-
cal years 1972 and 1973 Procurement of Weapons and Tracked
Combat Vehicles appropriations because adjustments to the
accounts since payments were stopped in November 1975 huu
put them back intc a positive cash position.



CAUSES OF THE VIOLATIONS

Generally, the violations reported and now being in-
investigated are a result of poor accounting and reporting
practices and a general breakdown in financial management
within the Army.

One major problem the Army has had in administering its
procurement appropriations was noted in a June 30, 1976, re-
port by the Army's Financial Management Advizory Committee.
The report indicated that the Army has not ye- fully imple-
mented a procurement accounting system that eZfectively re-
corded, accounted for, and reconciled financiz:i and program
data. In a report we issued 4 years ago entitled "Incom-
plete Installation of the Management Accounting Systems for
Procurement of Equipment and Missiles" (B-163074, Feb. 18,
1972), we came to the same conclusion and pointed out that
in spite of 7 years' development and expenditures of
$18.5 million, the system had yet to be fullvy implemented.
Although the Army agreed with our recommendations for prompt
implementation, it apparently did not take effective correc-
tive actions.

The extensive delay in implementing the procurement
accounting system is symptomatic of the Army's overall dif-
ficulties in complying with the Budget and Accounting Pro-
cedures Act of 1950 (31 U.S.C. 66, 66a). The act contains
seve;al provisischs interded to promote sound fimancial man-
agemenit and accounting contrel within Federal agencies and
requires eacn executive agency head to establish and main-
taia effective systems of accounting and interndl control,
including internal audit, The act also specifies that the
accounting systems will conferm to the principles and stand-
ards of the Comptroller General and will be submitted to us
for approval. As shown in the following table, The Army is
behind the Air Force and Navy in submitting and obtaining
approval for its systems.

Status of Accounting Systems
Submitted to and Approved by iUs
as of September 30, 1976

Systems
subject Systems
to under Systenms
approval review aoproved
Army 29 3 5
Navy 75 9 20
Air force 43 3 28



The reported violations pertaining to Procurement of
Equipment and Missiles, Army-~fiscal years 1971 and prior,
and Other Procurement, Army--fiscal year 1972 were caused by
the fellowing acceounting and reporting deficiencies.

1. Commodity commands did not adequately control, ac-~
count for, or report customer orders. Key accounting reports
to the Readiness Command and higher levels substantially
overstated the value of recorded orders received which rep-
resent obligational authority. The Army depended on these
and other reports to determine the funds available for
transfer, when authorized by law, to other appropriations.
About $680 million was thus transferred by the Department.

2. The Army made transfers out of the appropriations
without making corresponding reductions in fund authority
allocated to field commands. As a result, during fiscal
years 1972 and 1973, $588.2 million in transfers was made
from the Procurement of Equipment and Missiles, Army--fiscal
year 1971 and prior appropriation to other appropriations
without a corresponding reduction in obligational authority
allocated to field commands. Similarly, during fiscal years
1972-74, transfers totaling $80.6 million were made from the
Other Procurement, Army--fiscal year 1972 appropriation to
other appropriations, but a reduction in obligational author-
ity allocated to the field was not made.

3. The Army did not have accurate reports of funds gen-
erated by Augmentaticn and Modernization Sales, or "free
assets.” These funds result when sales are made which do
not require expenditure of funds. Proceeds become available
for other uses and can serve as a basis for transferring
funds to other appropriations. Inaccurate reporting of these
assets resulted in erroneous fund transfers and subsequent
overobligations. A recent report (LCD-76-414, Mar. 3, 1976),
discusses the need for the Department ¢f Defense to improve
control over its "free assets.”

Another factor contributing to the Army's extensive fi-
nancial problems was its failure to adequately react to ex-
isting problems indicated in a June 1972 Army Audit Agency
report. In that report, the Agency discussed weaknesses in
review and reconciliation procedures, document processing,
recording, coordination, training, and supervision in rela-
tion to accounting for the procurement appropriations. Al-
though the Electronics Command agreed with the Agency's
findings and recommendations, adequate corrective actions
were not taken.

With regard to the violation of the fiscal year 1973 Am-
munition appropriation, the $40.4 million in overobligations



resulted from improper accounting entries by the Armament
Command.

In fiscal year 1974, the Congress imposed a Department
of Defense limit on the Military Assistance Service Funded
Program for South Vietnam and Laos, of which the Army's
share was $700 million. At that time, projected obligations
in the Army exceeded the limit by $160 million. To achieve
the necessary cutback, the Readiness Command in March 1974
instructed the Armament Command to review the ammunition
program to identify where reductions could be made in pro-
curements planned against unobligated funds still available
in the fiscal year 1974 and prior appropriations. The Com-
mand was also told that, if the total $160 million reduc-
tion could not be met through deferral of unobligated pro-~
grams, obligated programs were to be reviewed to determine
whether amounts could be deobligated through contractual ad-
justments and modifications.

The Armament Command determined that not enough unobli-
gated funds remained to satisfy the required reduction.
Therefore, to free about $49.5 million of the $160 million,
it (1) made accounting entries to transfer fiscal year 1973
disbursements to 1974 and (2) deobligated the related fiscal
year 1973 obligations and obligated fiscal year 1974 funds.

During an audit of Readiness Command fund management in
1975, the Army Audit Agency ZSonclnudéd that disbursement zd-
justments and deobligations were improper because certain
contracts for ammunition nhad been awarded to satisfy 1973
customer orders which had been paid for and, therefore,
should not have been charged against the fiscal year 1974
approprlatzon. The Comptroller of the Army agreed, and the
improper entries were corrected :cevealing the $40.4 mlilxon
overobligation.



CHAPTER 3

PLANS TO IMPROVE FINANCIAL MANAGEMENT

The Army recognized that the viclations of the
Anti-Deficiency Act indicated the widespread financial prob-
lems, and several committees and working groups were estab-
lished to identify and deal with these problems. These
groups have identified more than 400 actions needed.

In June 1975 the Army Customer Order Steering Committee
was established. Consisting of 11 top level Army managers,
it was to study all aspects of problems with financial man-
agement of customer order programs and was authorized to re-
vise policies and procedures. The steering committee has
made numerous recommendations, many of which have been im-
plemented. For example, each commodity command has estab-
lished a single point to receive and control customer or-
ders, as recommended by the steering committee. The Army
Audit Agency has been directed to review and evaluate the
effectiveness of the implementation of certain steering com-
mittee recommendations.

The Army Study Group on Control of Investment Appropria-
tions was established in October 1975 to determine the ade-
quacy of the financial management and control of procurement
and other appropriations. In June 1976 the group completed
a report summarizing problems and recommern®ing corrective’
actions identified in all the audits and reviews that had
been performed.

To reestablish the inteqrity of financial management
within the Army, the Army Chief of Staff chartered the Fi-
nancial Management Improvement Program in November 1975.
The program was intended to (1} make commanders and their
staff aware of their responsibilities in the Army‘s finan-
cial management system and {2} determine whether the Army's
financial management organization and controls provide for
sound financial management.

In March 1976 the Secretary of the Army established the
Finaneial Management Adviservy Committee. The committee, con-
sisting of six individuals from industry and the acadenmic
community and one from the Army, was charged with (1) review-
ing reports and other data on the Army's financial management
problems, {(2) determining if problems and soluticas have been
adequately identified, and {(3) analyzing controls to assure
the soundness of financial management and procedures.

On June 30, 1976, the committee issued its final report
with conclusions and recommendations, to the Secretary of
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the Arm7. Among the recommendations was that the Army
establish control over the allocation process to insure that
funding authorizations at all levels agreed and that these au-
thorizations were not exceeded. The committee also recom-
mended that "free assets"™ (see pp. 6 and 35) be more clearly
defined and strictly controlled at the Department of the Army
level. A high lsvel steering committee has been established
to insure thal the recommendations are implemented soon.

The Army has also established a group within the Office
of the Comptroller of the Army to monitor action on unrre-
solved issues affecting the procurement appropriations. Most
of these issues were identified either during the Readiness
Command ceconciliation or by the Army Audit Agency.

The Audit Agency has Seen involved in the Army's finan-
cial management problers since the Agency first identified
them. Many of the Army‘s problems were discovered during
the Agency's review of the Army's customer order program.
Subsequently, the Agency conducted two reviews and issued
reports on the status of the ongoing reconciliation of Army
procurement accounts directed by the Readiness Command. Re-
cently, the Agency has initiated an audit of the administra-
tive control of funds in the Army and a review of the pre-
certification procedures at each commodity command and at
the U.S. Army Accounting and Finance Center, Indianapolis.
The Agency plans to devote about 50 percent of its resources
in fiscal year 1377 to auditing financial accounting and re-
porting. This represents a significant increase over its
efforte in recent years.

11



CHAPTER 4

CONCLUSIONS AND RECOMMENDATIONS

CONCLUSIONS

The Army has experienced an overall breaxdown in
financial management and control over its procurement appro-
priations. It has made a reasonable effort to (1) identify
amounts and causes of existing violations of the Anti-
Deficiency Act and (2) determine what changes are needed to
prevent recurrence of those violations. However, this has
cost a lot of money and much work remains to be done, in-
cluding (1) completion ¢f the Readiness Command's recon-
ciliation, (2) reporting all violations of the act as re-
quired by law, (3) taking corrective actions which have been
identified, and (4) improving financial management systems
in general. As noted in chapter 5, we plan to monitor and
evaluate these actions.

The Army has still not completely implemented its ac-
counting systems for procurement appropriations. Further,
. 3 efforts to design systems which comply with the Comp-
troller Ceneral‘'s principles a2nd standards and to submit
such systems to us has lagged.

We encourage the Army to conform to our accounting
principles_and standards and to submit its.systems for ap- .
proval. When these systems are approved and implemented,
they will help to strengthen internal controls and will con-
tribute to the integrity of financial data.

RECOMMENDATIONS

We recommend that the Secretary of Defense have the
Secretary of the Army

--develop a plan to fully implement the accounting sys-
tem for procurement appropriations. The plan should
include a realistic schedule against which progress
can be measured, and

--take the necessary action to accelerate efforts to
design accounting systems to conform with the Comp-
troller General's principles and standards and submit
the systems for approval.

We discussed the contents cf this report with Army offi-
cials and they informed us that they agreed with our findings,
conclusions, and recommendations.

12



CHAPTER

FUTURE GAO

3
WORK

As agreed with the Office of
Appropriations Committee, we plan
ing and monitoring implementation
identified by the Army to prevent
Deficiency Act and to improve its

the Chairman of the House
to concentrate on evaluat-
of the corrective actions
violations of the Ant.-
financial management sys-

tems in general. Also we will follow up on the eight pro-
curement appropriations recently found to be overallocated.
We will also continue to monitor and evaluate work of the
Army Audit Agency, which has several ongoing and planned
audits of the status of the procurement appropriations and

corrective actions being taken.

Our findings will be in-

cluded in a final report to the Chairman, House Appropria-

tions Committee.
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CHAPTER 6

SCOPE OF REVIEW

Qur review involved:

--Reviewing the procedures used by the Army at each
commodity command, the International Logistics Cen-
ter, the U.S. Army Finance and Accounting Center,
and Headquarters to reconcile financial records and
to project the amounts of the reported violations.

--Testing the reconciliation and the adjustments made
as a result of the reconciliation.

--Reviewing (1) Army regulations and procedures on ad-
ministrative control of funds and (2) Army records
and reports.

--Discussing the objectives, procedures, and results of
the Army Audit Agency's reviews and the Army's recon-
ciliation procedures with officials.

To the extent practicable, we used the work performed

by the Audit Acency.

we made our review at the:
~-Department of the Army, Washington, D.C.

--U.S. Army Finance and Accounting Center, Indianapolis,
Indiana.

--J.S. Development and Readiness Command, Alexandria,
Virginia.

-~International Logistics Center, New Cumberland,
Pennsylvania.

-~UJ.S. Army Armament Command, Rock Island, Illinois.,

-~U.S5. Army Aviation Systems Command, St. Louis, Mis-
souri.

~=~J.S. Army Electronics Command, Fort Monmouith, New
Jersey.

~={J.5. Army Missile Command, Redstone Arsenal, Alabama.
-~J.8. Army Tank-Automotive Command, Warren, Michigan.
--U.S. Army Troop Support Command, St. Louis, Missouri.
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Honcrable Elmer B. Staats
Comptroller General of the
United States
U.S. General Accounting 0
Washington, D.C. 20548
3 Dear Mr. Staats:
a
| have been Informed by the Assistant Secretary of the Army

(Financial Management) that there has been a serlious breakdown in
financial controls over the Ammy's procurement appropriations and
that this nas resvited in a nusber of apperent vislations of the
Anti-Deficiency Act invoiving more than $15C miflios in overobiiga-
tions. | understand that the Army Is making an effort io validate
the amount of the known deficits and to determine if there are addi-
tional violations.

{ would lika for your staff to determine if and when the Army
intends to submit to the President and the Congress a forms! report
of the violations as required by tha Anti-Deficiency Act. Further,
| request that your staff test and evaluate the procedures used by
the Army in determiring the amount of overobligations in its procure-
ment accounts,

1 would also like for yeur staff to determine whether improve-
ments have been or are being made in the accounting systems for
procurement appropriations at the Army's commodity commands that would
heip prevent violations of the Anti-Deficiency Act in the futire.
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APPENDIX I APPENDIX I

Honorable Elmer B. Staats
° November 12, 1975
Page 2

« This matter has been discussed with members of your Financlal
and Seneral Management Studies Division staff. Becsuse of the apparent
magni tude of Army's financial management problems and recognizing that
substantial GAO resources may be needed to fully satisfy this request,
it was agreed that, after sbme preliminary work has been performed by
your office, a meeting with my staff will be held so that the aspprosch

crnna Af tha auudlsr ran ha sansasd jinan
EFAIL L OB ajioow Upoiie

anAd
alrs SWApG Ui s
L
‘ Sincerely,

QCM<M\./
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APPENDIX Il APPENDIX II
W SCHEDULE OF APPROPRIATIONS

IN VIOLATION AND UNDER INVESTIGATION

AS OF AUGUST 31, 1976

Over~- Over- Over-
allo- obli- ex-
Appropriation FY cated gated pended
! Procurement of Equipment 1971 X X X
i and Missiles, Army and
{note a) prior

Procurement of Weapons
; and Tracked Combat

Vehicles, Army (Weap-

ons) {(note b) 1972 X
Procurement of Ammuni-

tion, Army (Ammunition)

(note c) 1372 X
Qther Procurement, Army
{note a) 1972 X X X
Aircruft Procurement, Army
{(Aircraft) (note ¢) 1973 X
Missile Procurement, Army
(Missile) (note c) 1973 X
Weapons (note b) 1973 X X X
Ammunition (notes a
e ©and ¢} . . i973 ¥ A S
Other Pracurement, Army
{note ¢} 1973 X X
Aircraft (note c¢) 1974 X
Missile (note ¢) 1974 X
Weapons (note c¢) - 1974 X
Ammunition (note c) 1974 X

a/vViolation reports submitted to the President and the Con-
gress on April 21, 1976.

b/Vioclation reports being prepared.

c¢/Discovered to be in overaliocated status and as of Au-~
gust 31, 1976, still under investigation.
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APPENDIX 'III APPENDIX III

PRINCIPAL OFFICIALS

RESPONSIBLE FOR ADMINISTERING ACTIVITIES

DISCUSSED IN THIS REPORT

__Tenure of office
From To

DEPARTMENT OF DEFENSE

SECRETARY OF DEFENSE:

Donald H. Rumsfeld Nov. 1975 Present

Dr. James R. Schlesinger July 1973 Nov. 1975
William P. Clements (acting) May 1973 July 1973
Elliot L. Richardson Jan. 1373 May 1973
Melvin R. Laird Jan. 1969 Jan. 1973

ASSISTANT SECRETARY OF DEFENSE
( COMPTROLLER) :

Fred P. Wacker Sept. 1976 Present

Terrence E. McClary June 1973 Aug. 1976
Don E. Brazier (acting) Jan. 1973 June 1973
Robert C. Moot Aug. 1968 Jan. 1973

DEPARTMENT OF THE ARMY

SECRETARY OF THE ARMY: :
Martin B¢ Hoffman~- . T Aug. 1975 Pregent >

Howard H. Callaway May 1473 July 1875
Robert F. Froehlke July 1%71 May 1973

ASSISTANT SECRETARY OF THE ARMY
( FINANCIAL MANAGEMENT) =

Hadlai A. Hull Mar. 1973 Present
Richard L. Saint Sing

(acting) Sept. 1972 Mar. 1973
Eugene M. Becker June 1987 Sept. 1972

COMPTROLLER OF THE ARMY:
Lt. Gen. John A. Kjellstrom July 1974 Present
Lt. Gen. E. M. Flanagan, Jr. Jan. 1973 July 1974
Lt. Gen. John H. Wright, Jr. Aug. 1970 Jan. 1973





