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The Defense Personnel Support Center, a major
Department of Defense supply center, lost con-
trol of hundreds of millions of dollars in stock
funds, The Center made adjustments of about
$566 million in an attempt to correct its finan-
cial records but the validity of most of these

adjustments could not be determined because

of inadequate documentation.
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certifications may have violated the law.
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This report addresses the inability of the Defense
Personnel Support Center to control hundreds of millions of
stock fund dollars because of ineffective accounting systems.

We are sending copies of this report to the Director of
the Office of Management and Budget and to the Secretary of
Defense.

Ad .
Comptroller General
of the United States






COMPTROLLER GENERAL'S MILLIONS IN STOCK FUNDS
" REPORT TO THE CONGRESS MISMANAGED AT DEFENSE
‘ PERSONNEL SUPPORT CENTER

DIGEST
The Defense Personnel Support Center, a
major Department of Defense supply center
which manages a multibillion dollar opera-
tion, lost control of hundreds of millions
of dollars in stock funds. The Center could
: not accurately determine amounts paid and
; amounts of unliquidated obligations. 1In an
| attempt to correct its records, the Center
1 made financial adjustments of about
$566 million during fiscal 1978 and 1979.
However, the validity of most of these ad-
justments could not be determined because
they were not supported by adequate docu-
mentation. Even after the adjustments,
GAO found that many of the Center's rec-
ords were still inaccurate. (See p. 4.)

The chaotic condition of the Center's funds
control systems and records prevented it
from systematically detecting fraudulent
contract payments, and fraudulent payments
of $794,101 were processed. The fraud was
detected only because of a clerical error.
(see p. 18.)

7

The Center's problems were compounded when
erroneous account balances were certified
as correct. The balances were certified
even though the Center was aware that it
had serious funds control problems. In
addition, full disclosure was not made in
financial statements of either the Center's
funds control problems or the large amount
of adjustments made without adequate sup-
porting documentation. (See p. 5.)

The Defense Logistics Agency was aware of
the Center's problems but did not require
withdrawal or adequate qualification of
certification statements. The Agency also
certified the Center's accounts as correct
despite knowledge of the Center's problems

AFMD-81-2

' Tear Sheet. Upon removal, the report
| cover date should be noted hereon.



and unsupported adjustments. The certifi-
cations were accepted and relied upon by
Department of Defense officials in prepar-
ing consolidated annual reports to the
President and the Congress on the condition
and operations of all Department of Defense
working capital funds. (See p. 16.)

The fiscal 1978 and 1979 certifications

may have violated 18 U.S.C. 1018, which
makes it a crime for a person or public
officer who is authorized by law to make or
give a certificate, to knowingly make and
deliver as true a certificate containing
any statement known to be false. Defense
needs to determine if the Center and/or the
Defense Logistics Agency officials made
certifications which they knew to be false
within the terms of 18 U.S.C. 1018.

e Center's funds control problems occurred
because its two major commodities are man-
aged under ineffective financial accounting
systems. The systems lack adequate controls
to assure timely, accurate processing and
recording of financial transactions. These
systems have not been submitted to the
Comptroller General for approval as re-
quired by law. (See p. 20.)

The financial subsystem of the Defense
Logistics Agency's standard automated
materiel management system was approved by
the Comptroller General in 1973 but the con-
version of the local systems to the stand-
ard management system has been delayed for
several years. Task groups are now con-
verting local systems but conversion$ will
not eliminate the Center's financial prob-
lems unless the vast amount of inaccurate
data is deleted from its records and opera-
tional problems are corrected. (See p. 21.)

The Center's operational problems included
problems in funds control system procedures,
practices, and documentation. Required
reviews and reconciliations were not per-
formed, rejected financial transactions
were not always corrected promptly, person-

nel were not adequately trained, documentation

supporting financial transactions could not
be located or was incomplete, and written
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operating procedures and instructions did
not exist or were outdated. The Center
attempted to correct some of its problems,
but GAO's review showed that many problems
still exist. (See p. 20.)

The Center's attempts to identify and cor-
rect its problems have been fragmented

and guided by no overall plan. GAO believes
a project management approach is needed.
(See p. 27.)

GAO recommends that the Secretary of Defense
investigate the fiscal 1978 and 1979 certif-
icates submitted by the Center and the De-
fense Logistics Agency to determine if they
were made when known to be false--which
would be in violation of 18 U.S.C. 1018.

If a violation has occurred, the Justice
Department should be informed.

GAO also recommends that the Secretary of
Defense have the Director, Defense Logis-
tics Agency

--establish a project team to develop an
overall plan for resolving the Defense
Personnel Support Center's funds control
problems;

--closely monitor and submit progress re-
ports on the full implementation of the
Defense Logistics Agency's standard auto-
mated materiel management system at the
Defense Personnel Support Center to en-
sure that milestone dates for the.various
conversion phases are met;

--ensure that the Defense Personnel Support
Center strengthens its reconciliation and
validation procedures, improves its prac-
tices for correcting rejected financial
transactions, provides adequate training
to its personnel, improves its record-
keeping, and prepares written procedures
and instructions for operating its funds
control system;

--ensure that the Defense Personnel Support
Center's financial control account balan-
ces are reconciled with supporting records,
and that amounts recorded in supporting
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records are validated before the financial
data is incorporated into the standard
automated materiel management system; and

--ensure that the Defense Personnel Support
Center's future reports of financial con-
dition are qualified as necessary.

Furthermore, because of the seriousness of
the Defense Personnel Support Center's prob-
lems, GAO recommends that, before the fis-
cal 1982 appropriations hearings, the Sec-
retary of Defense provide an overall plan
to the Chairmen of the House and Senate
Committees on Appropriations defining the
Center's funds control problems and their
causes, specifying corrective actions and
milestones for implementing the actions,
and specifying the criteria to measure the
effectiveness of actions taken.

AGENCY COMMENTS

In an August 27, 1980, letter (see app. IX),
the Department of Defense concurred with
GAO's recommendations. Further, Defense
advised that a project team headed by a
high level official had already been formed
to develop an overall plan for resolving
the Center's financial management problems.

Although agreeing that serious problems
have been encountered at the Center for
several years, Defense contended that the
account balances certified had been vali-
dated through the use of statistical samp-
ling techniques. Since most of the records
that were to be included in the Center's
sample were missing, GAO believes the re-
sults of the sample could not be relied
upon in certifying account balances. How-
ever, even the limited results of the Cen-
ter's sample required adjustments of hun-
dreds of millions of dollars--indicating
continued serious inaccuracies in the ac-
count balances. Further, GAO's sample of
the unliquidated obligation account balan~
ces showed that many balances continued to
be erroneously recorded at the end of fis-
cal 1979. Defense's comments on this and
other issues are included throughout the
report.
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CHAPTER 1

INTRODUCTION

DEFENSE LOGISTICS AGENCY

The Defense Logistics Agency, a worldwide military
logistics organization, is responsible to the Secretary of
Defense for providing services and supplies used in common by
all the military services. The Agency's responsibilities
ipclude the acquisition, storage, and distribution of nearly
tyo million consumable supply items and repair parts. The
Agency operates six supply centers, seven supply depots, six
logistics services centers, and nine Defense Contract Adminis-
tration Services regions.

DEFENSE PERSONNEL SUPPORT CENTER
[

: The Defense Personnel Support Center in Philadelphia,
Pa., is the second largest of the Defense Logistics Agency's
six supply centers. It is responsible for the procurement and
supply management of more than 42,000 subsistence, medical,
and clothing and textile items used by its customers which
include the military services, some Federal civil agencies,
and authorized foreign governments.
| The Center manages a multibillion-dollar operation. The
following schedule shows the amount of obligation authority

llotted to the Center to accomplish program objectives. It
also shows reported amounts of obligations and disbursements
for fiscal 1977 through 1979, as well as reported amounts of
unliquidated obligations at the end of the three fiscal years.

f Fiscal years
J 1977 1978 1979
o mmmmm e (millions)-=----~---

Obligation authority $2,060.0 $2,131.3 $2,273.0

Obligations 1,961.0 2,088.9 2,188.3
Disbursements 1,901.9 1,894.1 2,125.1
Unliquidated obligations 851.5 1,124.3 1,090.1

An obligation is a valid charge during a given period as
a result of an order placed, contract awarded, services re-
ceived, and similar transactions, which requires disbursements
in accordance with the specified conditions. An unliquidated
obligation is that portion of an obligation for which disburse-
ments have not been made.



DEFENSE STCCK FUND

The three commodities managed by the Center are financed
by the Defense Logistics Agency's stock fund which was estab-
lished in accordance with the authority contained in the
National Security Act of 1947, as amended (10 U.S.C. 2208).
The stock fund provides the working capital to finance the
procurement of materiel required by customers who must pay
for the materiel they receive. Reimbursements from customers
replenish the stock fund, which provides the working capital
to finance the replacement of the inventory.

The Defense Logistics Agency is responsible for the over-
all administration and management of its stock fund. It author-
izes each of its supply centers to obligate allotted procure-
ment funds to meet approved program objectives. Each center
is responsible for controlling both the amounts and the timing
of procurement obligations for the various categories of ma-
teriel they manage.

A supply center's comptroller has primary responsibility
for the activity's funds control system. Even though trans-
actions committing and obligating procurement funds are initi-
ated under other operational systems, the comptroller must ac-
count for and report on the use of all allotted stock funds.
Two major functions of the funds control system are processing
and recording of fund-type transactions, such as commitments,
obligations, and expenditures, and maintaining the integrity
of subsidiary records which support financial account balances.

The term funds control refers to management control of
fund authorizations. It insures that funds are used economi-
cally and efficiently and only for authorized purposes, and
that obligations and expenditures do not exceed the amounts
authorized. Accounting systems must incorporate techniques
to help achieve funds control.

PREVIOUSLY IDENTIFIED
FUNDS CONTROL PROBLEMS

For several years the Center was aware that it had ac-
counting system and funds control problems. These problems
became more widely known in 1977 after it was disclosed that
fraudulent contract payments had been processed.

In October 1977, the Defense Audit Service initiated a
review of the Center's administrative control of funds. The
review was made during the period October 1977 to June 1978
and the results reported to the Assistant Secretary of



Defense (Comptroller) in January 1979. The review disclosed
the following deficiencies related to the control of stock
funds:

--Required reviews and reconciliations were not performed
to validate recorded unliquidated obligations.

--The amount of unpaid obligations certified as accurate
at the end of fiscal 1977 and reported to higher author-
ity was about $324 million less than the amount recorded
in the subsidiary accounting records.

--Internal controls over the processing of transactions
| were inadequate to prevent or disclose erroneous or
j fraudulent payments.

--Unsupported or improper adjustments were made to ac-
counting records, and supporting documentation files
were incomplete or could not be readily identified or
located.

~--Significant backlogs of unprocessed transactions
existed.

~--Written procedures for processing obligation and ex-
: penditure transactions either did not exist, were out-
| dated, or were not being used by operating personnel.

~-Undistributed disbursements were not reconciled.

Both the Center and the Defense Logistics Agency agreed that

deficiencies existed as reported and promised to take correc-
tive actions. As discussed in this report, the corrective
ctions taken by the Center have not yet eliminated its funds
jontrol problems. These actions are discussed throughout

the report.

dBJECTIVES, SCOPE, AND METHODOLOGY

Our review was designed to evaluate the effectiveness of
the Defense Personnel Support Center's financial management
and administrative control over its funds. Additionally, we
were interested in assessing the corrective actions taken at
the Center and the Defense Logistics Agency in response to the
Defense Audit Services' recommendations.

Summarized briefly, our examination procedures involved
reviewing (1) the Center's financial data, (2) appropriate
legislation, (3) funds control procedures at the Center, and
{4) correspondence regarding funds control problems. (See
¢h. 5, Scope of Review, for details.)



CHAPTER 2

LOSS OF CONTROL OVER HUNDREDS

OF MILLIONS OF DOLLARS

IN STOCK FUNDS

The Defense Personnel Support Center lost control of hun-
reds of millions of dollars of its stock funds. The Center
could not accurately determine amounts paid and amounts of
unliquidated obligations. 1In addition, erroneous balances
of unliquidated obligations were certified as correct and
reported by the Center to the Defense Logistics Agency at the
end of fiscal 1977, 1978, and 1979. The certifications were
made although the Center had not validated the reported
amounts and knew that it had serious funds control problems.
The fiscal 1978 and 1979 certificates may have been made in
violation of 18 U.S.C. 1018, which makes it a crime to make
or give a certificate known to be false.

The Defense Logistics Agency was also aware of the Cen-
ter's problems but did not require it to withdraw or modify
its certifications. The Agency also certified the Center's
account balances as correct. The certifications were accepted
and relied upon by Department of Defense officials in prepar-
ing annual consolidated reports to the President and the Con-
gress on the condition and operations of all Department of
Defense working capital funds.

In an attempt to correct its records, the Center made
financial adjustments of about $566 million during fiscal
1978 and 1979. Most of the adjustments were not supported
by adequate documentation and we could not determine whether
they were appropriate. 1In addition, the adjustments were
not fully disclosed by the Center in its statements of stock
fund condition submitted to the Defense Logistics Agency.
Even after these adjustments, we found that many of the rec-
ords were still inaccurate.

The chaotic condition of its funds control system and
records precluded the Center from systematically preventing
or detecting fraudulent contract payments, and fraudulent pay-
ments of $794,101 were processed under two of its contracts.
The fraud was detected only because of a clerical error.

RESPONSIBILITIES FOR RECORDING
AND REPORTING FINANCIAL DATA

Section 1311 of the Supplemental Appropriations Act,
1955 (31 U.S.C. 200), establishes criteria for recording ard



reporting obligations. The act provides that no amount shall
be recorded as an obligation of the Government of the United
States unless it is supported by documentary evidence of a
binding agreement in writing between the parties thereto.

‘ The act also provides that the head of each agency shall
report, in connection with the submission of all requests for
appropriations, that any statement of obligation furnished
therewith consists of valid obligations. It also requires
that each report be certified by the officials designated by
the agency head, and the certifications shall be supported by
records showing the amounts that are reported as obligated.

‘ No penalty is prescribed for violating the requirements
of 31 U.S.C. 200. However, section 1018 of title 18, United
$tates Code, does prescribe penalties concerning official cer-
tificates or writings.
|

"Whoever, being a public officer or other person
1 authorized by any law of the United States to make
or give a certificate or other writing, knowingly
makes and delivers as true such a certificate or
writing, containing any statement which he knows to
be false, in a case where the punishment thereof
is not elsewhere expressly provided by law, shall
be fined not more than $500 or imprisoned more than
one year, or both."

The Budget and Accounting Procedures Act of 1950
(31 U.S.C. 66, 66a) places the responsibility for full dis-
closure of Government financial operations upon the head of
each executive agency. Disclosure is the communication of
information on financial status, flow of funds, and financial
esults of operations relating to the activities conducted and
unds administered by an agency. Achievement of fair presen-
ation through full disclosure in financial reports requires
that all financial data presented shall be accurate, reliable,
and truthful.

INACCURATE BALANCES RECORDED
AND INADEQUATELY SUPPORTED
ADJUSTMENTS MADE

Hundreds of millions of dollars of stock fund balances
that the Center had obligated were inaccurately recorded in
the accounting system records. The Center was unable to ac-
curately determine amounts paid and amounts of unliquidated
obligations. Despite the loss of accountability, the Center
certified the accuracy of unliquidated obligation balances
reported to the Defense Logistics Agency at the end of fiscal
1977, 1978, and 1979. The amounts were certified as correct
even though they had not been validated and the Center knew



there were serious funds control problems. The Agency also
certified the Center's account balances despite its knowledge
of the Center's problems.

In an attempt to correct its records, the Center made
adjustments of $566.5 million during fiscal 1978 and 1979.
The adjustments were made to the Center's funds control ac-
counts and to the subsidiary records which should contain the
detailed support for the control account balances. Most of
the adjustments, however, were not supported by adequate doc-
umentation and we could not determine if they were appro-
priate. Even after these adjustments, we found that many of
the records were still inaccurate.

The Center did not fully disclose the amount of and basis
for the adjustments nor the reasons for making them in its
annual certified statements of stock fund condition submitted
to the Defense Logistics Agency. We believe the adjustments
were material and should have been fully disclosed to indicate
the serious problems at the Center.

The following table shows the adjustments made by the
Center during fiscal 1978 and 1979.

Amount
Type of adjustments (millions)
Fiscal 1978
Adjustments to supporting accounting $184.6
records
Yearend adjustments to funds control 118.8
accounts
Fiscal 1979
Adjustments to supporting accounting 169.1
records
Yearend adjustments to funds control 94.0
accounts
Total $566.5

The following sections discuss the recording, certifying,
and reporting of erroneous unliquidated obligation balances for
fiscal 1977, 1978, and 1979, and the inadequately supported
and disclosed adjustments to financial records made during
fiscal 1978 and 1979 in an attempt to correct the records.



Fiscal 1978

Fiscal 1977

Amounts of unliquidated obligations reported by the Cen-

"ter at the end of fiscal 1977 were not validated before they
"were certified as accurate. Certified amounts were $323.8 mil-
' lion less than the $1,175.3 million recorded in subsidiary ac-
' counting records which should contain detailed support for the
' certified amounts.

At the end of fiscal 1978, the Center certified as ac-
curate unligquidated obligations balances that had not been
validated and were erroneous. The inaccurate amounts were

" certified after the Center made financial adjustments of

$303.4 million during the fiscal year in an attempt to cor-
rect its records.

Adjustments of $184.6 million were made to subsidiary ac-

- counting records, and yearend adjustments of $118.8 million
" were made to funds control accounts. Most of the adjustments
- were not adequately supported by documentation. 1In addition,
' the adjustments were not fully disclosed to the Defense Lo-

gistics Agency.

Inaccurate balances recorded

In order to determine the validity of its records, the
Center estimated the accuracy of unliquidated obligations of
less than $500,000 recorded in subsidiary records as of July
31, 1978, for perishable subsistence, medical, and clothing
and textile items. The estimates were derived using statis-
tical sampling methods. The following compares, by commodity,
the total recorded amount of unliquidated obligations and the
Center's estimate of total amounts that should have been re-
corded.

Total amount Estimated Possible

- commodity recorded total amount sampling error
(note a)

Perishable
subsistence $186,262,000 $ 68,982,000 + $§13,160,000

Medical 152,387,000 123,395,000 + 6,712,000
Clothing and
textile 139,966,000 114,985,000 + 19,573,000

a/At the 95-percent level of statistical confidence.



The estimates indicate with reasonable certainty that there
were errors in recorded amounts, especially for perishable
subsistence items.

Despite knowing that many of its subsidiary records were
inaccurate, the Center certified as accurate the unliquidated
obligations balances recorded in the subsidiary records at the
end of fiscal 1978. The certified balances were not validated.

Inadequately supported
subsidiary records adjustments

In July 1978, a task group established by the Center's
comptroller began reviewing the validity of unliquidated ob-
ligations recorded in subsidiary records. Based on three re-
views of unliquidated obligations in fiscal 1978, adjustments
were made to subsidiary records reducing the unligquidated ob-
ligations by $184.6 million. The adjustments also revised the
balances in the funds control accounts. Adjustments of
$135.5 million made on the basis of one of these reviews were
not adequately supported. Additional adjustments of
$49.1 million were adequately supported.

The adjustments of $135.5 million were based on a com-
parison of amounts for subsistence items recorded in the Cen-
ter's subsidiary records with amounts recorded for the same
items by the Defense Contract Administration Services. When
one of the Services' offices is designated as the administra-
tion/paying office for a contract, it establishes a record to
control obligation and payment transactions. When the Center's
comparison identified differences between the two agencies'
records, an assumption was made that the Services' records
were accurate, and the Center adjusted its records accordingly.

Prior to making adjustments, the Center did not validate
the amounts recorded in the Services' records. 1In our Jan-
uary 9, 1980, report, "Defense Accounting For Its Contracts
Has Too Many Errors--Standardized Accounting Procedures Are
Needed" (FGMSD-80-10), we stated that the Contract Administra-
tion Services' contract accounting records contained errors.
Reviewing 856 transactions recorded by the Services' regions,
we lidentified 286 transactions with over $90 million of ac-
counting errors.

In a memorandum dated June 18, 1978, the chief of the De-
fense Logistics Aqgency's accounting and finance division told
the Center's comptroller that amounts recorded in the Center's
records could be considered valid 1if they matched amounts rec-
orded in the Contract Administration Services' records. It
was further stated, however, that differences between the two
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agencies' records had to be investigated, and the Center was
not authorized to automatically make adjustments to its rec-
ords to conform to the Services' records.

‘ The Center's unliquidated obligations were reduced by
$§135.5 million based on the comparison of the two agencies’
records. In fiscal 1979, the Center determined that adjust-
ments eliminating unliquidated obligations for some items
should not have been made. Expenditure or obligation adjust-
ment transactions of $2.9 million were subsequently recorded
for these items although the records showed no unliquidated
obligation balances.

In an August 27, 1980, letter (app. IX) commenting on
this report, the Department of Defense disagreed with our con-
¢lusion that the $135.5 million of adjustments were not vali-
dated and were unsupportable.

‘ Defense commented that the guidance in the June 18, 1978,
memorandum was subsequently modified via telephone for sub-
sistence only and where there were differences between the
Center's and the Services' records, the Center was authorized
to adjust its records to agree with the Services'. The action
was taken because there were "* * * inadequate tools avail-
able to conduct a review and validation of line items DCASR
[Defense Contract Administration Services regions] paid

records." Also, the Services' "* * * records were taken to
be an accurate reflection of the true unliquidated obligation
balances." Additional reasons stated for this action were the

" * * press of time in which to validate the unliquidated
obligations, the personnel availability and the magnitude of
the task."

The Center is responsible for maintaining the official
accounting records and for the proper accounting for the fi-
nancial and other resources entrusted to it. The Contract
Administration Services merely act as agents in managing the
contracts and maintain records to preclude overdisbursements
on contracts. Accordingly, the Services are not concerned
with the validity of unliquidated obligations recorded in the
Center's subsidiary records. The Center's records should not
have been forced to agree with the Services' records; the
discrepancies should have been investigated.

Inadequately supported
yearend adjustments

At the end of fiscal 1978, the Center made adjustments
totaling $118.8 million to its funds control accounts that were
not adequately supported. Adjustments of $68.8 million were



recorded to make the unliquidated obligation control accounts
for each of the three commodities agree with the balances
recorded in subsidiary records. An adjustment of $50 million
was also made to revise the balance in the undistributed dis-
bursements account for the medical commodity.

At the end of fiscal 1978, the unliquidated obligations
balances recorded in the funds control accounts for each of
the center's three commodities were $68.8 million less than
the total balances recorded in the subsidiary records. Center
personnel made the assumption that the total balances recorded
in the subsidiary records were correct, and certified these
balances as accurate. The Center had no firm basis for this
assumption because the balances had not been validated.

At the end of fiscal 1978, there was a negative balance
of $275,659 in the undistributed disbursements l/ account for
the medical commodity. Based on an analysis of recorded
amounts of unliquidated obligations and disbursements since
the end of fiscal 1974, a positive account balance of
@49 7 million was derived, or a difference of $50 million
from the recorded negative balance. Adjustments were made to
revise the account balance to the derived amount, and to re-
vise three other account balances. The Center did not attempt
to validate the adjusted account balance because at that time
a required reconciliation was not made.

Fiscal 1979

At the end of fiscal 1979, the Center reported and certi-
fied as accurate, without validation, amounts of unliquidated
obligations for each of its three commodities. The certified
amounts were the total of the balances recorded in subsidiary
accounting records. Our review of balances recorded in sub-
sidiary records as of September 30, 1979, showed that many of
the balances were erroneous.

The certifications were made after the Center made finan-
cial adjustments of $263.1 million in an attempt to correct
its records. Adjustments of $169.1 million were made to sub-
sidiary records, and a yearend adjustment of $94 million was
made to the subsistence commodity's accounts payable control
account. Most of the adjustments were not adequately supported.
In addition, the adjustments were not fully disclosed in certi-
fied reports.

1/Undistributed disbursements are payments that have not as
yet been recorded as expenditures in the stock fund account-
ing records.
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I~accurate balances recorded

‘ The Center certified as accurate unliquidated obligation
balances of $1,090.1 million recorded in subsidiary records
at the end of fiscal 1979. Certifications were made without
validating the accuracy of the balances.

To determine whether unliquidated obligations balances
recorded in the subsidiary records at the end of fiscal 1979
were accurate, we reviewed the validity of selected balances
for each of the Center's three commodities that were more than
120 days old as of September 30, 1979. We used statistical
sampling methods to select the balances we reviewed. (See
p433)

We limited our review to balances more than 120 days old
to be consistent with a Defense Logistics Agency regulation
which states that its supply activities do not normally need
to validate balances that are 120 days old or less. In our
review, we relied on documentation available at the Center.
In many instances, however, we encountered problems in deter-
mining whether payments were made and had to obtain supple-
mental information from the Defense Contract Administration
Services' regional offices.

We used the results of our review of selected balances
to estimate the accuracy of unliquidated obligation balances
more than 120 days old recorded in the Center's subsidiary
records as of September 30, 1979. Table 1 compares, by com-
modity, the number of recorded balances with our estimate
of the number of balances that were inaccurately recorded.

| Table 1

|
Number of Estimated number

‘ balances of inaccurately Possible

‘Commodity recorded recorded records sampling error
Subsistence 43,438 37,120 + 4,540
Clothing and

textile 27,983 8,650 + 3,340
Medical 19,407 3,810 + 2,130

Table 2 (on the next page) compares the total net amount of
recorded unliquidated obligations with our estimate of the
erroneous net amount recorded.
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Table 2

Total net Estimated erroneous Possible
Cammodity amount recorded net amount recorded sampling errors
Subsistence $100,261,974 $52,033,000 + $30,243,700
Clothing ard
textile 295,460,672 29,608,100 + 11,719,500
Medical 89,982,911 14,201,400 + 18,861,100

The results of our review indicate with a high degree of
assurance 1/ that many balances for each of the three commodi-
ties continue to be erroneocusly recorded at the end of fiscal
1979. The results also indicate, with the same degree of as-
surance, that the total dollar amounts of recorded balances
for subsistence and clothing and textile items are also inac-
curate. We cannot, however, conclude that the dollar amount
for medical items differs from the recorded total amount be-
cause some recorded balances were greater than they should
have been, while others were less than they should have been,
and the differences tended to offset each other.

Inadequately supported subsidiary
records adjustments

During fiscal 1979, the comptroller's task group made 12
reviews of unliquidated obligations balances recorded in sub-
sidiary records. As a result, the Center made adjustments by
reducing the amount of recorded unliquidated obligations by
$169.1 million. The adjustments also revised balances in
funds control accounts. Many of the adjustments were not sup-
ported by adequate documentation. In 11 of the 12 reviews,
the task group had difficulty documenting the validity of the
balances selected for detailed examination. (See app. I.)

Included in the scope of 10 of the task group's 1l re-
views were records with 60,934 unligquidated obligation balan-
ces. Of these records, 6,146 balances were selected for de-
tailed review, but adequate documentation could not be found
or readily located to validate 4,496 of the balances, or 73
percent. In the eleventh review, the task group stated that
complete documentation was not available to fully review all
the unliquidated obligations, but did not say how many of the
records selected lacked adequate documentation. Where ade-
guate documentation was available the task group identified
only four valid unliquidated obligation amounts.

1/Estimates were computed at the 90-percent level of statisti-
cal confidence.
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‘ Because of inadequate documentation, some assumptions
were made concerning the validity of unliquidated obligations.
The following are examples of cases where documentation to
validate recorded amounts could not be located for large num-
bers of records, and the decision to liquidate amounts of un-
Jliquidated obligations was based on an assumption.

--As of March 31, 1979, records showed over 13,000 pur-
chases of fresh fruit and vegetable items prior to
January 1, 1979. The recorded unliquidated obligations
for these items totaled about $25 million. The task
group selected 2,901 records for detailed examination,
but could not document 2,400, or 83 percent. Based on

| the review of the remaining 501 documented records and

! the assumption that vendors should normally be paid

within 90 days of the contract award date, a decision

was made to record expenditure transactions to eliminate
the entire $25 million of unliquidated obligations.

--In September 1979, about 5,500 records showed procure-
ment of a group of brand name subsistence items with
unliquidated obligations totaling about $5.2 million.
The task group reviewed about 1,350 of the records and
found that the procured goods had been delivered more
than 11 months before the review. Although payment
vouchers could not be found for any of the 1,350 rec-
ords, an assumption was made that all vendors were paid
because of the time interval since receipt of the goods.
Accordingly, expenditure transactions were recorded to
liquidate all 5,500 records.

j Inadequately supported yearend
! adjustment

! At the end of fiscal 1979, the balance in the subsistence
‘commodity's funds control accounts payable acoount 1/ was
'$2.5 million. The Center estimated that the account balance
'should be $96.5 million, and made an adjustment of $94 million
'to increase the balance. The revised accounts payable balance
was not supported, however, by the subsidiary records which
totaled $547.9 million for subsistence items at the end of fis-
cal 1979. The account balance should be supported by amounts
recorded in subsidiary records. The large disparity between
the amounts indicates that the Center lost control of accounts
payable.

l/Accounts payable are amounts due for goods or services re-
ceived from all sources.

13



Inadequate disclosure of adjustments

In the Center's fiscal 1978 certified statement of stock
fund condition for the subsistence commodity, a comment was
made that the various balances of unliquidated subsistence ob-
ligations on the records of the Defense Contract Administra-
tion Services regions were used to replace balances recorded
in the Center's financial system. The dollar amount of the
adjustments made as a result of this action, the reasons for
making them, and the reason for the lack of validation were
not disclosed. 1In addition, the yearend correcting adjust-
ments to the funds control account balances were not disclosed.

In October 1979, the Center's comptroller submitted an
Bnnual certified statement of stock fund condition to the
efense Logistics Agency for each of the three commodities man-
aged. The statements contained no information on the adjust-
ments made to the Center's subsidiary records and the subsist-
ence accounts payable account.

‘ During our review we had fregquently suggested to Center
officials that the fiscal 1979 certification be qualified.
Subsequently, on November 21, 1979, the Center's comptroller
sent a memorandum to the Agency etating that the certified
statements should include two disclosure notes. (See app.
VIII.)

The first disclosure note concerned the

“* % ¥f31l disclosure of the treatment of unliqui-
dated and obligation records in the Defense Subsist-
ence, Medical, and Clothing and Textiles Stock Fund
Financial Statements and analysis reports for the
year ending 30 September 1979.°

he note gives the number of subsidiary records adjusted dur-
ing fiscal 1979. It also gives the Center's justification
or eliminating the records from the files.
"Had we [the Center] not taken the actions to
eliminate these records, they would have un-
doubtedly remained in our computer files with
unliquidated values indefinitely. The findings
in each of our reviews indicated that subsidiary
records of unliquidated obligations did not ac-
curately reflect true balances. It is not rea-
sonable to expect that these records could have
been corrected as a result of individual record
by record unliquidated obligation reviews. In
addition to the magnitude of the manpower re-
sources required, the lack of adequate documenta-
tion and transaction history records would have
made such an effort impossible."”
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Although the above justification recognizes the number of
records eliminated, it does not indicate the dollar amount of
these records nor the funds control problems that made the ad-
justments necessary.

The second disclosure note indicated that a $94 million
‘adjustment had been made to the subsistence accounts payable.
However, the note did not disclose that the revised account
‘balance was not supported by amounts recorded in subsidiary
records.

In commenting on this issue, the Department of Defense
stated:

“There is no definitive guidance concerning disclo-
sure statements in financial statements. During the
last few years there has been much printed in pro-
fessional publications and cases in courts concern-
ing appropriate disclosure in financial statements.
However, disclosure statements. are still a matter
of professional judgment. DPSC [Defense Personnel
Support Center] made adjustments which they con-
sidered appropriate. The financial statements for
fiscal years 1978 and 1979 were substantially cor-
rect in the view of DLA [Defense Personnel Logis-
tics Agency] and further disclosure statements did
not appear necessary when the 1978 and 1979 finan-
cial statements were prepared and submitted.”

While we recognize that the use of disclosure statements
is not definitive and requires a professional judgment, we
believe that the situation at the Center warranted disclosure
for the following reasons:

--Large discrepancies existed between the general ledger
accounts and subsidiary accounts.

--Unusual procedures were used to determjne account bal-
ances, such as using Defense Contract Administration
Services records.

--Hundreds of millions of dollars in adjustments were
recorded.

--Systems problems have continued.

The Center recognized that these problems warranted dis-
closure and attempted to file a disclosure statement after the
fiscal 1979 certification. Because of the magnitude of the
Center's problems, we believe this disclosure was warranted
and should have been forwarded to Defense. Also, we believe
the fiscal 1978 certification should have included a disclo-
sure statement.
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'POTENTIAL VIOLATIONS OF
OFFICIAL CERTIFICATION STATUTE

In certifying the fiscal 1978 and 1979 accounts as correct,
Defense Logistics Agency and Center certifying officials may
have violated the official certificates or writings statute
(18 U.S.C. 1018). Wwhile 31 U.S.C. 200 prescribes no penalties,
18 U.S.C. 1018 makes it a crime (punishable by a fine of not
more than $500 or imprisonment for not more than one year or
both) for a person or public officer who is authorized by law
to make or give a certificate, to knowingly make and deliver
as true a certificate containing any statement he knows to be
false. Defense needs to investigate the certifications to de-
termine if they were made when known to be false, within the
terms of 18 U.S.C. 1018.

fFiacal 1978 certification

3 During fiscal 1978, Center officials approved over
'$300 million in adjustments while attempting to correct rec-
ords. (See pp. 7-10.) Most of the adjustments were not sup-
ported. One adjustment for $68.8 million was to force agree-
‘ment between the fund control accounts and subsidiary accounts.
Despite knowledge of these adjustments and of the serious prob-
lems prevalent in the Center's financial system, the Center's
comptroller certified that the accounts were correct on Octo-
ber 21, 1978. (See app. II.)

Defense Logistics Agency officials were also aware of
the situation at the Center and of some of the actions taken
in attempting to correct the Center's records. However, on
October 30, 1978, the Agency's Deputy Comptroller certified
‘the Center's accounts as correct without qualification. (See
app. III.)

The Agency's certified report was forwarded to Defense,
where it was consolidated with certified reports from other
Defense agencies. The consolidated report was then certi-
fied on November 2, 1978, by the Defense Director of Budget
and Finance, Washington Headquarters Service, and forwarded

to the Defense comptroller. (See app. IV.) The Defense comp-
troller signed a cover letter forwarding the certified report
to the Treasury.

Fiscal 1979 certification

During fiscal 1979, the Center made financial adjustments
of $263.1 million in an attempt to correct its records. (See
pp. 10-15.) Again, most of the adjustments were not adequately
supported. The Center's comptroller certified the fiscal 1979
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éccounta as correct on October 22, 1979, even though he knew
of the adjustments and of the Center's continuing problems.
(See app. V.)

‘ The Defense Logistics Agency Deputy Comptroller also certi-
fied the fiscal 1979 accounts on October 30, 1979. (See app.
VI.) Again, the Agency was aware of the 51tuation at the Cen-

ter. )
As mentioned on page 14, the Center's comptroller attempted
to gqualify the 1979 certification with two disclosure state-
ments in a November 21, 1979, memorandum to the Agency comp~
troller. (See app. VIII.) An Agency official told us that
the memorandum was received too late for inclusion in the Agency
or Defense certifications. The official also stated that the
Agency's comptroller knew about the memorandum and its contents.
n November 2, 1979, Defense again certified a consolidated
report as discussed above, and forwarded the certified report
to the Treasury. (See app. VII.)

The Department of Defense disagreed with our contention
that the fiscal 1979 account balances certified had not been
validated. Defense stated that when the Center asserted in
the certification that "all known transactions creating valid
obligations reported are correct, it is a true statement based
upon accurate financial reports." The certified account bal-
ances were based on a series of statistical samples of unliqui-
dated obligation balances over 120 days old.

While we believe the use of statistical sampling tech-
niques to validate account balances is normally a proper ap-
Proach in this case the samples were not valid and could not
be used as a basis to properly present the status of the ac-
count balances. The samples were not valid because, in most
cases, the records to be sampled were inadequate or missing.

For example, of 6,146 unliquidated obligation balances
sampled adequate documentation could be found for only 1,650
‘bdlances, or 27 percent. Of the 1,650 balances, only 4 were
found to be valid. The Center then decided to eliminate all
i0of the balances. Despite the lack of adequate documentation
of 4,496 balances, or 73 percent, the Center projected the re-
'sults of the sampled balances to the entire universe of 60,934
Abalances without further validation. As a result, the total
'value of the universe--about $98.3 million--was eliminated

from the Center's records. (See app. I.)
After considering Defense's comments, we decided that ad-

ditional investigation should be made by Defense to determine
whether the certifying officials had violated 18 U.S.C. 1018

17



by knowingly certifying account balances they knew to be false.
I1f any potential violations are found, Defense should inform
- the Department of Justice.

~ PROCESSING OF FRAUDULENT
CONTRACT PAYMENTS

The chaotic condition of its funds control system and rec-
- ords precluded the Center from systematically preventing or
detecting the processing of fraudulent payments. Fraudulent
payments of $794,101 were processed by Defense Contract Admin-
istration Services in 1977 for two of the Center's contracts.

" The fraudulent payments were detected only because of a cleri-
cal error.

On one contract, valid payment for $306,749 was made by

- the New York Defense Contract Administration Services on August
26, 1977. Subsequently, fraudulent invoices were sent to the
Philadelphia Defense Contract Administration Services. 1In
making payment on the fraudulent invoices, the Services clerk
erred and sent the check for $306,749 to the legitimate vendor.
In September 1977, the vendors contacted the Center to inquire
why a duplicate check for $306,749 was received for previously
paid goods. Research by the Center and by the Services dis-
closed that a copy of an altered contract had been sent to

the Services' Philadelphia office. The contract, valued at
$575,928, had been altered to direct payment of vendor invoices
to an invalid address, and to change the payment office from
New York to Philadelphia.

It was also discovered that fraudulently prepared vendor
billing invoices were sent to the Philadelphia office support-
ing the duplicate check sent to the vendor. Fraudulent in-
voices were also submitted supporting a second check for $29,981
that had been prepared but not yet mailed, and a third payment
of $231,998 for which a check had not yet been prepared.

In accordance with existing contract payment procedures,
both checks would have been addressed to the invalid mailing
address included on the altered copy of the contract except
for a clerical oversight. The checks were addressed to the
vendor's valid mailing address only because of the clerical
error.

Further investigation also disclosed that a duplicate
contract payment of $225,373 was sent to another vendor under
a contract valued at $601,741. As in the first case, a copy
of the contract was altered and sent to the Philadelphia of-
fice although Atlanta was the valid payment office. Fraudu-
lent vendor billing invoices supported the amount of the
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check. Again, the check was sent to the vendor's valid mail-
ing address because of a clerical error. It was subsequently
discovered that a copy of another contract with the same vendor
valued at $131,752 had been similarly altered, but no fraudu-
lently prepared invoices were submitted.

In commenting on this point, the Department of Defense
agreed with the facts we have presented. The Department does
not agree, however, that the system would have prevented fraud

if it had been working properly.

The Center has now implemented improvements to preclude
the type of fraud discussed above. With the improvements,
such fraud should be caught before any checks are issued, be-
cause the validity of addressees will be determined.

We have been requested by Agency officials not to reveal
any details on the new procedures, but we believe that if they
had been implemented prior to the attempted fraud, they prob-
ably would have prevented issuance of the checks.
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CHAPTER 3

CAUSES OF INEFFECTIVE

FINANCIAL MANAGEMENT

The Center lost control of its funds because. its account-
ing systems were not effective. The Center's two major com=
modities are managed under local systems that lack adequate
controls and have not been submitted for approval by the Comp-
troller General as required by law. Contributing to the Cen-
ter's funds control problems was the failure of the Defense
Logistics Agency to implement its standard automated materiel
management system for the two commodities. The standard sys-
tem's financial subsystem has been. approved by the Comptroller
General. Task groups are in the process of converting the
local systems to the standard system. Implementation of the
standard system will not in itself correct the Center's funds
control problems, however, unless inaccurate data is eliminated
from the records and operational deficiencies, such as the fol-
lowing, are corrected.

--Required reviews and reconciliations to validate un-
liquidated obligations were not made.

--Many rejected financial transactions were not corrected
promptly.

--Center personnel were not adequately trained.

~-~Files which documented financial transactions were
missing or contained incomplete data.

--Written procedures and instructions for operating the
Center's financial management system either did not
exist or were outdated.

--Required reconciliations of the undistributed disburse-
ments control accounts were not made.

Although the Center has initiated a financial management
improvement program, it was based on fragmented attempts to
identify and resolve problems. Our review shows that problems
continue to exist. We believe that an overall plan is needed
which uses the project management approach to ensure that all
of the Center's funds control problems are quickly and effec-
tively resolved.
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FINANCIAL MANAGEMENT RESPONSIBILITIES
OF FEDERAL AGENCIES

The Budget and Accounting Procedures Act of 1950
(31 u.s.C. 66, 66a) places responsibility for establishing
and maintaining adequate systems of accounting and internal
control upon the head of each executive agency. The system
must conform to the accounting principles, standards, and re-
lated requirements prescribed by the Comptroller General of
the United States in accordance with that law and as set
forth in the Policy and Procedures Manual for Guidance of
Federal Agencies.

Effective accounting is an important part of any organi-
zation's internal management control system. Accounting rec-
ords and reports must provide reliable financial information
for use as a tool by management in carrying out its duties
and responsibilities effectively, efficiently, and economi-
cally.

¢ Because effective accounting contributes significantly
toward internal control objectives, an agency's accounting
systems should be designed to consider a number of internal
control requirements. These requirements include devising
systems that will (1) comply with legal and other require-
ments, (2) properly account for all financial transactions,
and (3) promptly provide accurate and reliable financial data
to management. Effective control also requires continuing
internal review to evaluate performance as it relates to ef-
ficiency, effectiveness, economy, and propriety.

The Defense Logistics Agency prescribes the financial
Management systems to be used by each of its supply centers
to account for stock funds and to report the results of fund
operations. Financial accountability for stock fund trans-
actions, however, is the responsibility of each center.

STANDARD MANAGEMENT SYSTEM NOT IMPLEMENTED

Failure of the Defense Logistics Agency to fully imple-
ment its standard automated materiel management system at the
Center contributed to the Center's funds control problems.
The Center manages (1) clothing and textile and (2) subsist-
ence items, its two major commodities, under locally designed
systems that lack adequate controls and have not been sub-
mitted to the Comptroller General for approval, as required.
The financial subsystem of the Defense Logistics Agency's
standard system has been approved by the Comptroller General.
Task groups are converting the local systems to the standard
system. The implementation of the standard system will not
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in itself correct the Center's problems, however, unless
inaccurate financial data is eliminated from its records and
operational problems are corrected.

In its January 1979 report, the Defense Audit Service
stated that adequate internal and management controls over the
processing of obligations and expenditure data were lacking at
the Center. The task group established by the Center's comp-
troller to review the validity of recorded unliquidated obliga-
tions also found inadequate controls over the processing of
obligations and expenditure transactions, which allowed many
invalid amounts of unliquidated obligations to be recorded.

During the 1960s the Defense Logistics Agency developed
a standard automated materiel management system for use by
its supply centers. The standard management system was initi-
ally implemented in 1969 at one supply center, and in 1973
at all other supply centers except the Defense Fuel Supply
Center and the Defense Personnel Support Center. The finan-
cial subsystem of the standard system was approved by the
Comptroller General in 1973.

The standard system was scheduled for implementation at
the Defense Personnel Support Center beginning in 1974 and
was, in fact, implemented for medical items in October 1974.
It has not yet been implemented for clothing and textile and
subsistence items although about 87 percent of the total stock
funds allotted to the Center were for these two commodities.
The Center's two major commodities are still managed under
local systems that have not been approved by the Comptroller
General.

Implementation of the standard system for clothing and
textile items was initially scheduled for April 1975, was
rescheduled several times, and is currently scheduled for
October 1980. The initial scheduled implementation date for
subsistence items was September 1978 and it was rescheduled
for 1982. A Defense Logistics Agency official told us that
these delays occurred because Center personnel believed that
the subsistence and clothing and textile commodities were so
unique they should be excluded from the system. It was even-
tually decided, however, that the system could be modified
to include the two commodities. Task groups are converting
the two local systems to the standard management system.

UNLIQUIDATED OBLIGATIONS NOT VALIDATED

The Center did not perform required reviews and recon-
ciliations to validate the amount of recorded unliquidated
obligations since at least 1975. Without such reviews and
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reconciliation there is no valid basis for determining whether
recorded unliquidated obligation balances are accurate and can
be certified. 1If reviews and reconciliations had been effec-
tively performed and utilized, the Center's funds control prob-
lems would have surfaced much earlier.

A Defense Logistics Agency regulation requires that, as
a minimum, unliquidated obligations be reviewed quarterly to
determine whether they are valid and supported by documentary
evidence. The review is to be performed by selecting an ap-
propriate sample of unliquidated obligations on the basis of
age and other criteria. The number of records to be reviewed
is a management decision based on the results experienced in
prior reviews. In most instances, however, all obligations
over 360 days should be reviewed, and obligations that are
120 days old or less need not be reviewed. The review proc-
ess should also validate that all obligations are being prop-
erly recorded.
| The Defense Audit Service, in its January 1979 report,
stated that reviews and reconciliations of unliquidated ob-
ligations had not been made since at least 1975. 1In response
to these deficiencies, a task group established by the Cen-
ter's comptroller began in July 1978 to review unliquidated
obligation balances recorded in subsidiary records. The task
group initiated actions to eliminate several hundred million
dollars of recorded unliquidated obligations. However, the
task group did not validate the remaining balances recorded
and certified at the end of fiscal 1978 and 1979.

‘ A permanent unit was established at the Center in March
1979 to perform continuing reviews and reconciliations of un-
liquidated obligations. Personnel assigned to the unit func-
tioned as part of the task group until September 1979. 1If
the permanent unit performs effective reviews and reconcilia-~
tions, the results should be used as a basis for determining
the validity of recorded balances, and whether unliquidated
obligation balances can be certified as accurate.

The Department of Defense stated in an enclosure to its
August 27, 1980, letter that the Center's problem was a conse-
quence of inadequate staffing and inadequate system design.
These inadequacies prevented effective review and correction
of unliquidated obligation records. 1Initially, staffing in
the problem areas was increased to help eliminate the problem.
While clearing up the backlog in the area, Center personnel
identified other system or procedural improvements which should
reduce staffing needs while retaining effectiveness and in-
creasing the speed and accuracy of the recordkeeping process.
Some of these system or procedural improvements are as follows:

23



--A Data Entry System was implemented to ensure greater
control over input to the system and greater validity
to unliquidated obligation records.

~-Two uncoordinated filing systems of disbursements were
consolidated, making it easier to retrieve records of
the Center's payments.

--A new system of labeling enabled identification and
correction of computer systems deficiencies.

--The reconciliation of undistributed disbursements has
been accelerated to allow earlier communication to
management of the adequacy of reported expenditures.

MANY REJECTED TRANSACTIONS
NOT CORRECTED PROMPTLY

The Center's funds control system contained data that was
- neither current nor complete because many financial transac-
tions that were rejected after being entered into the system
were not corrected promptly. At the end of September 1979,
there were 19,072 rejected and uncorrected transactions.
Almost half of these transactions were generated prior to
September. The amounts entered into the system for the uncor-
rected transactions totaled over $1.5 billion (although, in
some instances, there were gross errors in the entered amounts).

Financial transactions entered into the funds control
system are checked for completeness and accuracy by automated
validation tests. Transactions that fail the tests are re-
jected, and daily listings of the rejections are provided to
appropriate personnel for research, correction, and resubmis-
sion.

To improve its financial operations, the Center estab-
lished a target of 15 workdays to process obligation and ex-
penditure transactions. Of the 19,072 rejected transactions
that were uncorrected at the end of September 1979, 16,110
were for clothing and textile and subsistence items. The
following table shows the age, by weeks, of the uncorrected
transactions for the two commodities.

Age of transactions by weeks
2 or less 3-4 5-8 9-12 Over 12 Total

Number 7,033 2,046 4,061 1,564 1,406 16,110

Percent of
total 43.7 12.7 25.2 9.7 8.7 100.0
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As shown in the table on page 24, nearly half of the transac-
tions were uncorrected after 15 workdays. Significant delays
in correcting transactions adversely affected the attainment
of the management improvement goal.

In discussing this point, the Department of Defense indi-
cated that the rejected transaction information was available
only because a violation control system had been implemented
in fiscal 1979. We recognize the system as a vast improve-
ment; however, its effectiveness will be minimal until the
rejected transactions are being promptly corrected.

PERSONNEL INADEQUATELY TRAINED

The lack of adequately trained personnel to manage and
operate the funds control system was one of the causes of the
Center's problems. In August 1978, the Center's commander
issued a memorandum on the activity's accounting systems and
funds control problems. Included was a statement that very
few of the Center's professional accountants had more than
minimal academic training in the accounting and financial
management disciplines. It was also stated that the number
of professional accountants with special training or prac-
tical experience with computer programming and applications
was exceedingly low, and that there was no formalized training
and development program for the accounting discipline.

A task group was established at the Center in June 1979
tbo investigate and resolve problems related to funds control.
In its November 1979 report, the task group stated that Center
personnel do not understand the funds control system, and
tberefore do not know how to process transactions.

The Department of Defense commented that the Office of
Personnel Management had analyzed training needs in the Comp-
troller's office and concluded that they could identify no

gspecific training requirements for the Center's- accountants.

ADEQUATE DOCUMENTATION
NOT AVAILABLE

( Both the Defense Audit Service and Center personnel found
that files which should support financial transactions were
often missing or contained incomplete documentation. The Gen-
eral Accounting Office Policy and Procedures Manual for Guidance
of Federal Agencies states that financial transactions shall

be adequately supported in agency files with pertinent docu-
ments.
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The Defense Audit Service in its January 1979 report
stated that it had difficulty in reconciling amounts of re-
corded unliquidated obligations with supporting accounting
records. One problem was that documentation files were in-
complete or missing. The Comptroller's task group reviewing
unliquidated obligations also encountered widespread problems
in obtaining supporting documentation. We encountered simi-
lar problems during our review of unliquidated obligations
recorded as of September 30, 1979. It is difficult to vali-
date unliquidated obligations unless adequate documentation
is available at the activity that is responsible for funds
control.

WRITTEN OPERATING PROCEDURES
AND INSTRUCTIONS OUTDATED
OR NONEXISTENT

Written procedures and instructions for operating many
segments of the Center's funds control systems were outdated
or did not exist. The lack of adequate written guidance
creates uncertainty as to the proper methods to be used by
personnel in processing and accounting for financial trans-
actions. Uncertainty leads to inaccurate or incomplete ac-
counting system data.

Our Policy and Procedures Manual for Guidance of Federal
Agencies states that each accounting system should be docu-
mented in an organized manual of instructions. The manual
should describe the system in detail, display the forms used,
state the procedural steps, and illustrate the reports issued.
The sections of the manual should be developed in such a manner
that the instructions are adequate for day-to-day use by ac-
counting and other personnel, and should prescribe procedures
for the recording of financial transactions.

The Defense Audit Service, in its January 1979 report,
stated that written procedures did not exist or were outdated
in many areas involving processing of obligations and expendi-
tures. A task group established at the Center to help resolve
funds control problems also stated, in its November 1979 re-
port, that written funds control procedures and instructions
were either outdated or did not exist. The Center has initi-
ated a project to update its manual of policies and procedures
for all comptroller activities. The project is scheduled for
completion in May 1980.

In commenting on this issue, the Department of Defense
stated that to enable accurate determination of future un-
liquidated obligation balances, written procedures have bheen
published as Comptroller Office Staff memoranda over the last
18 months.
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UNDISTRIBUTED DISBURSEMENTS FUND
CONTROL ACCOUNTS NOT RECONCILED

Until April 1979, the Center did not attempt to reconcile
the balances recorded in its undistributed disbursements ac-
counts with supporting records, although a monthly reconcili-
ation is required by both Department of Defense and Defense
Logistics Agency regulations. The Center's reconciliation of
balances recorded at the end of March 1979, for each of its
three commodities, disclosed that a large portion of the ac-
count balances could not be reconciled with supporting records.

An undistributed disbursement is a payment made which has
not yet been recorded as an expenditure in stock fund account-
ing records. Department of Defense and Defense Logistics
Agency regulations require monthly reconciliations of account
balances to identify and control differences between disburse-
ments made and reported by disbursing officers, and the cash
transactions recorded in stock fund accounting records. The
Center did not perform such reconciliations until April 1979.
The initial reconciliations disclosed that a large portion of
the account balances could not be reconciled with supporting
records and so were classified as unidentified disbursements.

The following table compares the total account balances
for all three commodities at the end of March and August 1979,
and the portion that comprises unidentified disbursements.

Total account Unidentified
Month balances disbursements
----------- (millions)========m—==—=
March 1979 $156.5 $69.0
August 1979 188.7 24.8

As the chart shows, the situation improved considerably by
the end of August, but there were still significant balances
of unidentified disbursements.

OVERALL PLAN FOR CORRECTING
FUNDS CONTROL PROBLEMS NEEDED

The Defense Personnel Support Center has no overall plan
to guide and measure progress in identification and correction
of its funds control problems. We are concerned that, unless
the Center has such a plan, its attempts at correction will be
fragmented and ineffective, and will not result in prompt iden-
tification and correction of all problems.
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The Center did not have a financial management improve-
ment program before fiscal 1979. Such a program was initiated
in fiscal 1979, but it was developed without a comprehensive
analysis of all aspects of the Center's funds control proce-
dures and practices. The results of our review show that prob-
lems continue to exist even though the Center attempted to
correct them.

The Defense Audit Service and two Center task groups
reviewed aspects of the Center's funds control system and
identified problems. However, none of the review groups made
indepth evaluations of all aspects of the Center's funds con-
trol procedures and practices because of the extensive prob-
lems and time and staffing constraints. The Center's finan-
cial management improvement program is directed primarily
toward correction of problems identified during these reviews.

The Center's approach to its problems consists of frag-
mented attempts at identification and correction. It makes no
intensive effort to systematically identify all causes for
problems or to develop and implement effective and timely
corrective actions.

We therefore believe that a project management approach
is needed to correct the Center's funds control problems.
Under this approach an overall plan would be established to
guide and measure progress in resolving problems. Such a
plan would

--define the basic problems;

--instigate the development of management processes to
identify the causes of problems and determine resources
needed to implement the processes;

~--design specific actions to eliminate causes of problems,
establish milestones for implementing the actions, and
monitor progress; and

--devise criteria to measure the effectiveness of problem-
solving actions.

We believe the project management approach would lead to timely
and effective resolution of the Center's funds control problems.

The Director of the Defense Logistics Agency has already
established such a team and it has begun work at the Center.
The team includes accounting, contracting, and supply personnel
and its task is to develop an overall plan for resolving the
Center's financial management problems. The Department of De-
fense stated that Defense will monitor progress of the team
until corrective actions are completed.
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CHAPTER 4

CONCLUSIONS, RECOMMENDATIONS, AND

AGENCY COMMENTS

CONCLUSIONS
; —————

The Defense Personnel Support Center's funds control
system had a complete breakdown. Large erroneous balances of
unliquidated obligations were recorded, and the Center could
neither systematically prevent nor detect erroneous or fraudu-
lent payments. The Center and the Defense Logistics Agency
were aware that serious problems existed for several years
but the problems were not given high priority attention until
recently.

- Although several hundred million dollars of adjustments
were made in an attempt to correct older records, all inaccu-
rate records were not corrected, and newly created records
will continue to be inaccurate unless all the Center's prob-
lems are identified and corrected. In addition, if invalid
data is transferred to the standard automated materiel manage-
ment system, the implementation of the system will not have
the desired effect of improving the Center's financial opera-
tions.

Certifying officials at the Defense Logistics Agency and
at the Center knew of the problems in the Center's financial
system and the actions taken to arrive at account balances for
certification. Since the officials were aware of the lack of
supporting documentation for the certifications, a determina-
tign should be made by Defense as to whether the certifica-
tions were made when known to be false, within the terms of
18 U.S.C. 1018.

The Center has attempted to identify and correct some of
its problems, but the results of our review show that prob-
lems still exist. A comprehensive financial management plan
is needed to ensure that all of the Center's funds control
problems are corrected.

RECOMMENDATIONS

We recommend that the Secretary of Defense investigate
the fiscal 1978 and 1979 certificates submitted by the Cen-
ter and the Defense Logistics Agency to determine if they were
made when known to be false--which would be in violation of
18 U.Ss.C. 1018. If a violation has occurred, the Justice
Department should be informed.

|
i
|
|
I
|
i
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We also recommend that the Secretary of Defense have the
Director, Defense Logistics Agency

--establish a project team to develop an overall plan
for resolving the Defense Personnel Support Center's
funds control problems;

--closely monitor and submit progress reports on the full
implementation of the Defense Logistics Agency's stand-
ard automated materiel management system at the Defense
Personnel Support Center to ensure that the milestone
dates for the various conversion phases are met;

--ensure that the Defense Personnel Support Center
strengthens its reconciliation and validation proce-
dures, improves its practices for correcting rejected
financial transactions, provides adequate training to
its personnel, improves its recordkeeping, and pre-
pares written procedures and instructions for operat-
ing its funds control system;

--ensure that the Defense Personnel Support Center's fi-
nancial control account balances are reconciled with
supporting records, and that amounts recorded in sup-
porting records are validated before the financial data
is incorporated into the standard automated materiel
management system; and

--ensure that the Defense Personnel Support Center's
future reports of financial condition are qualified as

necessary.

Furthermore, because of the seriousness of the Defense
Personnel Support Center's problems, we recommend that, be-
fore the fiscal 1982 appropriations hearings, the Secretary
of Defense provide an overall plan to the Chairmen of the
House and Senate Committees on Appropriations defining the
Center's funds control problems and their causes, specifying
corrective actions and milestones for implementing the ac-
tions, and specifying the criteria to measure the effective-
ness of actions taken.

AGENCY COMMENTS

In an August 27, 1980, letter (see app. IX), Defense con-
curred with all of our recommendations and has already estab-
lished a project team to develop an overall plan for resolving
the Center's financial management problems.
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Defense acknowledges that, although there have been
serious problems at the Center for several years, the situa-
tion is not yet corrected. Defense agrees that the Center's
system lacks adequate financial controls, has too many errors,
and is not supported fully by documentation.

Other comments made by Defense pertaining to the accuracy
of balances certified, whether 18 U.S.C. 1018 may have been
violated, and improvements to the system are discussed through-

out the report.
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CHAPTER 5

SCOPE OF REVIEW

The objectives of our review were to:

(1) Determine whether the accounting systems provide
maximum assurance that appropriations are not
overobligated and/or overexpended.

(2) 1dentify potential serious weaknesses in the ac-
counting systems which would have an impact on
financial operations.

(3) Determine the extent of actions taken by the Center
to correct known deficiencies in the accounting
system.

To attain these objectives our review involved:

--Assessing the accuracy and completeness of selected
financial data included in the Center's annual certi-
fied statements of stock fund financial condition for
fiscal 1977 through 1979.

--Analyzing compliance by the Center and the Defense
Logistics Agency with laws and regulations requiring
operation of effective accounting systems, and certifi-
cation and full disclosure of financial information.

--Assessing the adequacy of the Center's procedures for
reconciling financial account balances and validating
recorded unliquidated obligations.

--Assessing the adequacy of the Center's procedures for
correcting financial transaction violations.

--Analyzing support for selected adjustments made by the
Center to financial records during fiscal 1978 and 1979.

--Analyzing the Center's efforts during fiscal 1978 and
1979 to correct amounts of unliquidated obligations re-
corded in financial control accounts and supporting
subsidiary accounting records.

--Determining the validity of unliquidated obligations
recorded in the Center's subsidiary accounting records
as of September 30, 1979.

--Examining correspondence, memorandums, and reports pre-

pared by the Center or the Defense logistics Agency
concerning funds control problems.
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--Discussing the Center's funds control problems with
both Center and Defense Logistics Agency officials.

--Analyzing the efforts by both the Center and the De-
fense Logistics Agency to ldentify and correct funds
control problems and their underlying causes.

~-Obtaining information on the processing of fraudulent
contract payments under the Center's contracts.

To the extent practicable, we used the work performed by
the Defense Audit Service. Due to the extensive problems prev-
aient in the Center's financial management system and time and
staffing constraints, we did not attempt to identify all the
causes for the Center's funds control problems.

! Our work was performed at the Defense Personnel Support
Center, Philadelphia, Pa.; Defense Audit Service, Philadelphia
Region, Philadelphia, Pa.; and Defense Logistics Agency head-
quarters. Alexandria, Va.

TECHNICAL ASPECTS OF OUR ESTIMATES
OF UNLIQUIDATED OBLIGATIONS
RECORDED IN SUBSIDIARY RECORDS

We obtained computer files of unliquidated obligations
recorded in subsidiary accounting records as of September 30,
1979, for each of the three commodities managed by the Center.
From these files, we identified for each commodity the total
number and dollar value of those unliquidated obligation bal-
ances with a nonzero balance that were more than 120 days old.
We selected sample sizes for each commodity based on the num-
ber of records which could be reviewed within a prescribed
period of time. After computing a sampling interval for each
commodity by dividing the total number of applicable records
in the file by the size of the samples, we obtained a start-
ing point for each sample from a random number table.

We reviewed sampled records to determine their accuracy
and then used the results to estimate, for each commodity, (1)
the total number of inaccurately recorded unliquidated obliga-
tion balances that were more than 120 days old and (2) the
total recorded dollar value of unliquidated obligations that
were inaccurate. All estimates were at the 90-percent level
of statistical confidence.

We estimated the number of incorrectly recorded balances
for each commodity by applying the frequency of errors dis-
¢closed by the review of sampled records to the total number
of applicable records. We then estimated the portion of the
total recorded dollar value of unliquidated obligations that
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was incorrect for each commodity by computing the differences
between (1) the correct value identified by the review of sam-
pled records and (2) the total recorded value of all sampled
records. The differences were then applied to the total value
of all applicable records for each commodity.
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St

FISCAL i979 REVIEWS OF SUBSIDIARY

RECORDS IN WHICH ADEQUATE DOCUMENTATION COULD NOT BE LOCATED T

TO VALIDATE MANY UNLIQUIDATED OBLIGATION BALANCES

Number of records--results of review

Inadequate
Number of records documentation Total net dollar

Commodity and Selected to determine valid Invalid value of balance
review number Total for review validity balance balance Other eliminated
Clothing

and textile
79-1 1,486 50 7 4 39 - S 58,267
79-2 38l 54 10 - 38 6 15,612,434
79-3 201 201 333 - 68 - 4,866,824
Subsistence
79-1 13,708 2,901 2,400 - 501 - 24,859,999
79-2 23,427 1,058 197 - 861 - 12,741,427
79-4 129 129 91 - 38 - ’ 3,414,736
79-5 (note a) 2,764 30 21 - 9 - 5,495,993

5,500 1,350 1,350 - - - 5,213,993

Medical
79-2 (note b) 124 124 102 - - 22 131,700
79-3 10,519 195 162 - 33 - 4,699,023
79-4 2,695 54 23 - 31 = 21,239,866

Totals 60,934 6,146 4,496 4 1,618 28

(records) = -

Subtotal (adjustments) 98,334,262
Subsistence
79-3 9,434 - unknown (note c) - - 963 - 52,565,288

Total (adjustments) $150,899,550

a/Four subreviews made but only two identified problems with inadequate documentation.
b/Two subreviews made but only one identified problems with inadequate documentation.

c/Unidentified number.
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APPENDIX II

APPENDIX II

S % : DEFENSE LOGISTICS ACENCY
v MEADQUARTERS, DEFENSE PERSONNEL SUPPORT CENTER
! "\J;u v 2800 SOUTH 20TH STREET
q‘.\&"{ ’u PHILADEL PHIA, PENNSYLVANIA 19101
./'*-i f,
. = 0CT 21 1978
trR 10 DPEC-2ACC (GAGLIAND/mo/2753)

SUBJETT: 30 September 1978 Defanse Stock Fund Statsrent of
rInAncial Cordition Statement 1, CLA Fonn‘75 -
Cloth.nq & Textiles )

yroF Director
Dafense logistics Agency
Attn: DILA=~CFS

Subject document, in triplicate, forwarded in accordance with
paxagragzh 706C3, DLAM 7000.1.

CEPTIFICATION
"I heraby certify that the zrounts shown in this report are

correct. All knovn transactions meeting the criteria of 31
U.S.C. 200 (A) have been ocbligated and are so reperted."

£ 5 e 43TD ’
bui 21 &% Zaé&-u/g@fz

Date NELSON LEVIN
Comptroller
FOR THE COZIANDER:
Ll T
Incl NELSON LEVIM
Comptroller
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APPENDIX III APPENDIX TII

-Copy-
‘ 30 OCT 1978
DLA-CFS (Mr. Foust/46224)

SURJECT: FY 1978 Year-End Certification, Defense Stock Fund, 97X4961

T0: Director )
Washington, Headquarters Service
ATIN: Chief, Finance and Accounts Branch

Washington, D.C. 20301

1. The attached report on Budget Execution, RCS-DD-COMP(M)1125 (DD Form
1176), is submitted in accordance with ASD(C) memorandum, subject:
Accuracy and Timeliness of Accounting and Budget Data, dated 8 August
1977, and with DoD 7220.9H.

2, 1 hereby certify that the amounts shown on the enclosed report are
correct. All known transactions meeting the criteria of 31 U.S.C. 200(a)
have been obligated and are so reported.

FOR THE DIRECTOR:

S1gneq W E. KENEALY
CAPT, SC, USN
Deputy Comptroller

Eﬁcl

MFR: This report is supported by individually certified reports from each
allotted fiscal station.

Mr. Foust/pb/46224/300CT78
Mrs. Wilson/LTC Resa
Mr. Bordley
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8¢

-Copy-

WILNLE MANCILS STATLMENT OF UNE XPENDED BALANCES OF APPROPIIATIONS AND HUNDS ¢ EREASUKY) vt 1 Fr 000 o
Rotmer - REQUES) FOR YRANSFERS AND RESTORATIONS (31 USC. 700 RS uiudi v
30 Septenies 1978 L AND .
ANALYSIS OF APPHOPRIATION AND FUND BALANCE S (ADMINISTRATIVE AGENCIS)
v__ cem—— —
o -:»rpcuu—l o _ - —:.—:.--u :lv(—_-tk e [__Q__»:-:”—n:_ i -
el o _—mtwl ) wSsmeT oty oae Nf::f ';L"
""l::l_‘l:—.}_ 0 ke o .“:. —:‘:._ -~ ; '_;q.;:;:“— '—-::‘a—-_-
w l wu 539,2-4,243,2) 379,204,243.23 462,361,120, 450,473,535,000. 128,255,826, 104. 30 | 438,502,007.0
t1) _l 50‘6) i:| ~ I)" l!‘ 874. ”_ ! o R 139,258 ,004.99 o
o1 mare 1 o 339,204,243.23 | 239,230 ,004.59 2,%1,123:4 r_tu us ';._'l Lx;s;in.iu e | a5, un-u
‘:;1 ) : f??? B __55:5»6}:‘_15_.:\_ ..... I 33,462,523.61 23,196,748.76] 15,086,92).00 1,929,422.751 61,251,268 0% ;T); ;:; [
) ) ',’i”"'.,‘_‘f‘,l__' ] o 394,871,768,04 »t_),,uf._on._so wr,330,002.20 Lq?’fx:.qr:xz.r:u.:n.nz.u 319,703,873 78 21,170,450, 88
)/ Maclules wnhined
Hyrreutog
Russell Newman, Chief, Departmental
NOTE: THIS ORIGINAL FORM AND ONE Accounting Section. 694-4730 2 NOV 1978
COPY MUST BE RETURNED. DO .
. PREPARER (TYPE OR PRINT) PHONE DATE I HEREBY CERTIFY THAT THE
NOT RETYPE OR CHANGE ANY AMOUNTS SHOWN IN THIS REPORT
BALANCES. . . ARE CORRECT. ALL KMOWN
Carl W. Fisher, Director of TRANSACTIONS MEETING THE
CERTIFYING OFFICER (TYPE OR PRINT) DATE HAVE BEEN OBLIGA'I'ED AND ARE
SO REPORTED.
Signed
Signature

XIANIddV AT XIANJddv
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APPENDIX V APPENDIX V

C o

o D L

-\/ - N4 - = . vics «f'_:‘;cv
el = CEFENST LOGISTICS Avanly
N v nNIaCCUatTERS DEFENSE PEASSOANEL SUPPOIT CENTER
LR 1.
R 1302 50UTA 23TA STREET
Y e S T OPHILADELPRIA, PENNSYLVANIA 191D

¢ - - v
N '.,W._I »

iTo DPSC-2ZACC (MURPHY/AD/2753)

SUSJECT: 30 September 1979 Defensa Stock Fund Statement of
Financial Conditzion Statement 1, DLA Form 75 -

lething & Textile

Director
Defense Logistics Agency
TATTN:T DLA-CESTT T

te
i
|

Subject docutent, in triplicate, forwarded in accordance with
paragrzoh 70503, DLAM 7000.1.

CERTITICATION

"I hereky cnréify that the amounts shown in this report are correct.
All known transactions meeting the criteria of 31 U.S.C. 200(a) have been
oktligated and are so reported."

[0~/ ———— =

. Date ,FRANK L. COCCIA
Comptroller

FOR THE COMMANDER:

Encl FRANK L. COCCIA
Comptroller
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APPENDIX VI APPENDIX VI

‘-COP.\'-
30 OCT 1

el
~J4
(Xal

DIA-CFG(CAO) (Mrs. Gilroy/274-7183/shs)
SUBJECT: FY 1979 Year-End Certification

TO: Director, Washington Headquarters Service
ATTN: Chief, Finance and Accounts Branch
Washington, D.C. 20301

1. The attached reports on Budget Execution, RCS DD-CONP(M)1125 (DD Form
1176), are submitted in accordance with Memorandum, ASD(C), subject:
Accuracy and Timeliness of Accounting and Budget Data, dated 24 July 1979,
and with DoD 7220.9H. :

2. 1 hereby certify that the amounts shown on the enclosed reports are
correct. All known transactions meeting the criteria of 31 U.S.C. 200(a)

have been obligated and are so reported.
Operation and Maintenance, Defense Agencies

9790100.51
9780100.51
9770100.51
97M0100.51

Procurement, Defense Agencies

979/10300.51
978/00300.51
977/90300.51
976/80300.51
975/70300.51
97M0300.51

Research, Development, Test and Evaluation, Defense Agencies

979/00400.51
978/90400.51
977/80400.51
976/70400.51
97M0400.51
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APPENDIX VI APPENDIX VI

-Copy-

30 OCT 1979
DLA-CFG(CAQ)

SUBJECT: FY 1979 Year-End Certification
Military Construction, Defense Agercies
97/30500.51
Family Housing Management Account, Defense Agencies

979/30700.31
97X(07)0700.51

9790700(07) .51
9780700(07) .51
9770700(07).51
97M0700(07) .51

Defense Production Guarantee"
97X4080

Defense Industrial Fund
97X4962

Defense Audit Service

9790100.16
9780100.16

Defense Stock Fund
97X4961
FOR THE DIRECTOR:

Signed y, E. KENEALY
CAPT, SC, USN
Deputy Comptroller

2Encls
Mrs. Gilroy/47183/shs/30 Oct 79_

See previous green for MFR & Coordination. Mr. Coffee (signature)
Mr. Bordley
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~=Copy~=

G _ OF N EALIN VS WE 5 2108 ecmmmi uisome e
Rl T — YEAR-END CLOSING STATEMENI o e
0 Soumt x iyry T T T gomsuLs e s e
v__*™- -1 _ — e e tTeme e _
AUy VEAL Sadsen § TArDONS Aoal SNeDAA LS {3 U 8 L POy P M WOUN T AN OF 08 BORAK BY
—— —_ — — - R R Tt e s .
e w | ] Yrmonded Retee A-—:-. --a'-'- Setemee habe ot S pvbeny Mﬂ' n
“ilu% L__-": Wy Koy Sy : - - - : H:.—‘._ - h -——" __ﬂ:‘:"_ _-b:“—.&;‘— - ;;‘:q.—‘ ——;v-.:::— T ;—4——
Q’ f l'.!‘l 445,976 ,295.8) “5.’76#55..) R85, 542,444.24 m".lli.ll!.” iI.NI.T”.’I %ES',“.N ;2;1,:'.(:
" Ejessnjoen]  1,321,842,040.75 | e 35'195’:!!1'? e ;é_‘:‘ﬂfu_’f.,
. '_'?A‘Z'_‘E'”"” 445,976 ,255.8) llil.“l.)‘l.’i 85, 542 444 . 24 ﬁt.m,ns.n hl,ﬁ(’,?“.!l 678,457,008 00 :il,M,?ﬂZ.?i
.| j ssez| 19.400.016.61 Tnsmest| | i2,0es.c00.07 | 12.252,400.09 | 6.0,375.15] 74,002,061.06 | 30,764,348 5
77{..‘»7.“7,(!‘.!’ 923,645,072 64 llil.m,)‘l.?’ 02,687 ,925.11 :‘l,Sl’.lll.’l ;b,-n.n:.or 752,520 ,649.06 hs.m,*m.n
1/ Incluies
rovemens of
9,363,82).88
,;\';
«  Russell Newman, Chief, Departmental
NOTE: THIS ORIGINAL FORM AND ONE Accounting Section 694-4730 2 NOV 1979
COPY MUST BE RETURNED. DO TIFY THAT THE
PREPARER (TYPE OR PRINT) PHONE DATE I HEREBY CER
NOT RETYPE OR CHANGE ANY ¢ ) AMOUNTS SHOWN IN THIS REPORT
BALANCES. . . AKE CORRECT. ALL KNOWN
Carl W. Fisher, Director TRANSACTIONS MEETING THE
DIRECT QUESTIONS TO: (202) 566-5834. of Budget and Finance, WHS 2 NOV 1979 m1TERIA OF 31 U.S.C. 200(A)
CERTIFYING OFFICER (TYPE OR PRINT) DATE HAVE BEEN OBLIGATED AND ARE
SO REPORTED.
Signed

Signature

IIA XIANUddAY
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APPENDIX VIII APPENDIX VIII

oPSC-Z
SU3GECT: FY 73 Stock Fund Statements

RrH O{ ractor
- — Defensa-logistics Agency
AT JLA-C

1. References:

a. Financial Statemants and Analysis for Defense Stock Fund
Subsistence dated 30 SeptemSer 1979. F -3

b. Financial Staterents and Analysis for Dafense Stock Fund
CTo’ﬁ11g and Textiles dated 30 September 1973. (-1

c. Financial Statements and Analysis for Defense Stock Fund
lad{cal datad 30 September 1279, F -2 i
“m————

d. Letter, OPSCsZ, dated 29 October 1377, Subjegt: 0OPSC
Financial Manasement Icprovement Status Report. D=4z

e. Title 2 of the Ganeral Accounting 0ffice Policy and Procodures
Hanual for Guidance of Federal Agencias. D-43

f. DLA-CFS staff assistancs visit on 25 September 1777 which
oraovided nrocedures to substantiate year-end accounts payable balancas
fn the Financial Stataments for the Subsistence Stock Fund. E-38&

2. PReferance ld reported to your offica the unliquidated oblisation
review procedures used to obtain the balance of unliqufdated
oblijation amounts reportad in references a, b, and c.

3. Raferencs le provides standards required 1a the preparation of
financial reports in the Fedaral Goverazent. One of thase standards,
fairness of prasentation, requires full disclosure of the basts of
reports or financial data {f the source is other than the accounting
systea. The standard also requiras disclosure {f the financial data
reportad {s derived from acoounts that are not maintitned in all
material respects on a cansistent basi{s from period to nerioad.

4. Request you attach the enclosed disclosure note on unlfijuidated
oblisations to the year end Stock Fund statsments referenced {n la,
b, and ¢. This note pravides the sazme {nformatisn on UL2s that was
al:eady reported to you in refarence 1ld.
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APPENDIX VIII APPENDIX VIII

dpsL-2

S UmJICT:  Ft 77 Stock Fund Statamanis

5. Reauast you attach the enclosad disclosura not2 on acgsunts o2
to tha year end Sudsistench Stock Fund Statanenss ra2ferancad {n l2.
This acta provides the procadure 73t @13 us24 to substantiate
acccunts payabla {n the yaar end subsistanca Stock Fund statenen
This orocedure {s the same on2 arovidad by CLA-CF3 in referanc?

FIR THE COTMANCER:

anc) . FRANK L. C3CCIA
‘ Comptroller
\\\-———'—"‘"""'
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APPENDIX VIII APPENDIX VIII

DISCLOSURE NOTE ON ULO

This note provides full disclosure of the treatmeni of unliquidated obligation records
in the Defense Subsistence. Medical and Clothing and Textiles Stock Fund Financial
Statements and analysis_reports for the year ending 30 September 1979, This
digclosurg note_complies with the reporting standard, Fairness of Presentation,
required by Title 2 of the General Accounting Office Policy and Proceoures Manual for
Guidance of Federa) Agencies. This same information was provided {n CPSC«2 Lettar,
Subject: OPSC Financial Management Improvement Program Status Report, dated

29 October 1979.

1. As of 31 January 1979, there were 102,315 records of unliquidated stock fund
obligations for which the obligation was created prior to 1 Octoter 1§78, istributed
as follows:

108S - _(OV vs 0y0) &/
CATEGORY NR OF RECORDS
Clothing & Textiles §,483
Medical . 28,081
Subsistence
Mechantical
8rand Name 12,448
Chill & Freeze 10,219
gruits & Vegetables 36.510
ther z.g §
Total Mechanical 61,793
Manual &/ 6,958 ’
Total Subsistence : .68,751
Total A1l Categories 102,315

Y For Medical, the number of records are those for which the obligation date was over
120 days prior and the scheduled delivery date was past (SAMMS F-2-11). For all others
the count is for records with obligation dates over 120 days old regardless of
delivery date.

2/ “Hanual® subsistence records are those for which DCASRs provided us with contract
level records as of 30 September 1978, and were excluded from the mechanized system.

¥ost of these records were invalid. They did not represent actual unpaid obligations.
ks of T4 October 1979, (the last day for posting FY 1979 activity) the records had
teen reduced to 3,938, distributed as follows:
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APPENDIX VIII APPENDIX VIII

S [AwaRf PRI2Y T) 1 0T 73)

USLIQUIDATED Q3LICAT:S:

!
14 QUSSR 1309
cn.cganv N3 _QF RIL3A3S
tnOshlnq & Textiles 873
Medical 1,321
Subsistence
vaghanical

3rand Name 225

Chill & Freeze «Qe

Fruits & Vegetables «Q-

Other 212

Total Mechanical 1,168

‘Manual §76 -
‘ Total Subsistancs
} otal All Catagories 3?335

These 3,938 records represent a combination of valid uniiquidated obligations, records
l«nich have been reviewed and for which we are awaiting follow-up information, &nd
}rtcords which have been identified to be cleared but the final transactions have violated.

'2. The reduction in the numter of invalid unifquidated obligation records was accomplished:
‘by idenTitying areas or Jrougd Gf Cransactions with common characteristics, sampling 3 4
portion,"and dringing the unliquidated obligation dollar value %o zero for the entire.

| grous by recording expenditures and/or adjusting obligations dased on the results of the

rsamples-~Thase 3ctions covered the following areas:
B’

PROQECT HR. Q;;ER!PTIQH ' MR QF RECCROS
CsT-79-1 ULO balance * $250 1,486 “
C3T«79=2 Obl{gation date prior to 30 June 1975 385 ~-
CiT-79-3 Servica Orders prior to 1 October 1978 01V
€37-79-4 Awards made in FY 78 L 77 for which 250
procuremant files are retired.
MED-79-2 Inter-Government Procurements , 102
prior o 1 October 1978,
MED-79-3A OYD procurements prior to 1 October 78, 8,448 ~
delivery scheduled prior to 31 Mar 79, and .
shipment data posted. . T
MED-79-38 OVD procurements orior to ! QOctober 1978, 1,629 ,

delivery scheduled prior to 3! March 79, no
shipmant data, value less than $500.

MED-79-4 Stock Buys with Receipts sostad prier 2,042
to 15 May 1979.

sys-79-1 COMUS FFRV procurements prior to 31 Osc 1978,12.995

Sus-79-2 - European FFRY procurements prior to 23,364
31 Dec 1978. )

SU8-79-3 Chill and Free2e Procurerehts pricr to 6,905

31 Dec 1978.
Sus-79-4 Service Orders awardad prior to 1 Cct 1973. 129
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SUB-79-5

APPENDIX VIII

DCAS paid contracts:

" a. Mechanical record duplicates 1,078
of manual records
b. Manual records - No activity 3,122
since 28 Feb 1978
¢. Brand Nams mechanical awarded 5,974
prior to 1 Oct 1978
d. Mechanical record for which a 669
constructive expenditure was recorded in
FY 78 and & deobligation in FY 79,
TOTAL RECCROS 638,737

} 3. Had we not taken the actions to eliminate these records, they would have

! uncdoubtedly remained in our computar files with unliquidated values indafinitaly,
The findings in each of our reviews indicated that subsidiary records of unliquidatad
obligations did not accurately reflect true balancas. It {s not reasonable to expect
that these records could have baen corrected as a result of {ndividual record by record
unliquidated cbligation reviews. In addition 20 the magnitude of the manpower resources
required, the_lack of adequate documentation and transaction history racords would hava
mads such an cffort 1mpnssihln.

—— —— v,
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DISCLOSURE N3TZ CON ACCCUNTS PAYASLE

This note provides full disclosure of the procadure usod to substantiate cctounts
payable balances in the Cefensa Subsistenca Stock Fund Financfal Statements ang
Analysis Reports for the year ending 30 September 1979. This disclosure note
complies with the reporting standard, Fairness of Presentation, required by Title
2 of the General Accounting Office Policy and Procedures Manual for Cutdance of
Faderal Agencies. This procedure was providad t3 CPSC-ZA during a DLA-CFS staff
assistance visit on 26 Septemder 1979.

Total Accounts Payable

DPSC subsistence accounting records do not show accounts payable accurately.
Alternate procedures, which are not part of the accounting system were util{zed
to derive the total accounts payable balance. These procedures are summarized
briefly below.

Accaunts Payable Balance Per DPSC Records $2,503,720.55

yndistributed Disbursements (estimated) 1n excess of 49,055,307.49

Accounts Payable Per OPSC Records

Unpaid Supplier Invoices - 30 Sep 1979 44,990,569.45
TOTAL $96,529,597.50
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ASSISTANT SECRETARY OF DEFENSE

WASHINGTON D C. 2000y

AUG 27 1980

COMPTROLLER

Mr. D. L. Scantlebury

Director, Division of Financial and
General Management Studies

U.S. General Accounting Office

Washington, D. C. 20548

Dear Mr. Scantlebury:

This is in response to your letter, dated July 15, 1980, to the Secretary
of Defense, in which you enclosed your GAO Draft Report, "Financial Mismanage~
ment of Defense Personnel Support Center' (DPSC) (Code 901310).

We concur with your recommendations to establish a project team to develop

a plan to resolve the DPSC's funds control problems. The Director, Defense
Logistics Agency, has already established the team and it has proceeded to

DPSC to begin work. We will monitor the progress of the team until corrective
actions are completed. With regard to your recommendation that we provide an
overall plan to the Chairmen of the House and Senate Committees on Appropriations
to define the DPSC problems, specify corrective actions with milestones, and
specify the criteria to measure the effectiveness of actions taken, we will be
prepared to submit such a plan at the appropriate time.

We generally concur with your other findings and recommendations. However, we
do not believe that your intention to refer the information on the matter of
the Fiscal Year 1978 and 1979 certifications to the Department of Justice for
investigation is justified. We believe that the enclosed response by the
Director, Defense Logistics Agency, provides sufficient information and
justification for you to modify your position.

I want to emphasize our resolve that the DPSC problems be corrected as soon
as possible and our intent to work closely with the Defense Logistics Agency

to this end.
Sincerely,
John R\ Gluetsc
Prifsthal Deputy Assistant Secretary of Defense
Enclonure (Comptroller)
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DEFENSE LOGISTICS AGENCY
HEADQUARTERS
CAMERON STATION
ALEXANDRI(A VIRGINIA 22314

11 AUG 1980

N

wirew - DLA-CFF
MEMORANDUM FOR DEPUTY ASSISTANT SECRETARY OF DEFENSE (MANAGEMENT SYSTEMS)

SUBJECT: GAOD Draft Report, Financial Mismanagement of Defense
Personnel Support Center (Code 901310)

The draft report states that the Defense Personnel Support Center (DPSC) lost
control of hundreds of millions of dollars of stock funds and could not
accurately determine the amounts paid and amounts of unliquidated obligations
pecause 1ts accounting systems were ineffective. The draft report states that
DPSC had made adjustments of $566.5 million during FYs 1978 and 1979 in an
attempt to correct its financial records; however, the validity of these
adjustments could not be determined because they were not adequately supported
by documentation.

The draft report also concludes that the FY 1978 and 1979 accounts which were
certified by DPSC and DLA officials as being correct may have violated 18
U.S.C. 1018 because the certifications were made despite knowledge of DPSC's
financial problems.

Finally, the draft report concludes that the chaotic condition of DPSC's fund
control system and records precluded the systematic prevention and detection of
fraudulent contract payments and, in fact, fraudulent payments were processed.

There have been serious problems in the financial management operations at DPSC
for several years. Both DPSC and this Headquarters have taken steps to fmprove
the situation. Unfortunately, the situation is not yet completely corrected.
This audit report's basic findings only reaffirm the findings of an earlier DAS
audit that was performed at our request and our original review: the local
systems lack adequate financial controls and audit trails; have too many
errors; and are not supported fully by documentation. In addition, Standard
Operating Procedures are incomplete and there has been inadequate training.

We agree with the specific recommendations to DoD. A project team headed by
Brigader General DeMoss has been established, and includes accounting,
contracting, and supply personnel; it will begin on 11 August 1980 to develop
an overall plan for resolving the DPSC financial management problems. While we
believe that significant progress has been made at DPSC, we agree with GAOD that
much more remains to be done, and that it should be done expeditiously.

We have reviewed the draft report and our detailed comments are enclosed. A
summary of those comments follows.
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11 AUG 1880

DLA-CFF
SUBJECT: GAO Draft Report, Financial Mismanagement of Defense

Personnel Support Center (Code 901310)

Fiscal Year 1978. The draft report notes that DPSC statistically analyzed its
recorded unTiquidated obligations in subsidiary records as of July 31, 1973 and
found significant errors. The draft report questions the validity of DPSC's
certification of the unliquidated obligations balances at the end of the fiscal
year given the knowledge obtained from the statistical sample. Furthermore the
draft report states that the balances were not validated. The draft report
points to adjustments of $303.4 million which were made to subsidifary records
($184.6 mi111on) and control accounts ($118.8 mi11{on), the majority of which
the draft report believes were inadequately supported. We have reviewed the
adjustments identified in the draft report and we believe that those
adjustments were adequately supported.

0f the $184.6 mil1ion of adjustments to subsidiary records, the draft report
agrees that $49.1 million were supported. The remaining adjustments ($135.5
million) were made to subsidiary accounts of the subsistence commodity and were
based on a comparison of DPSC's records with records from the Defense Contract
Administration Services. The draft report concludes that these adjustments
were improper. We disagree and our reasons are provided in Enclosure 1.

Adjustments to control accounts amounted to $118.8 million and consisted of
adjustments to the commodity unliquidated obligations control accounts
(Clothing & Textiles, Subsistence, and Med1ca1? amounting to $68.8 million, and
an adjustment to the undistributed disbursement control account for medical of
$50.0 mi111on.

The adjustments to the commodity unliquidated obligation control accounts were
made to bring them in line with the subsidiary records which had been reviewed
by DPSC. GAQ states the adjustment was improper because the subsidiary records
were not validated. Details concerning the review of the subsidiary records
are also in Enclosure 1.

The adjustment to the undistributed disbursement control account for medical
items was made to bring that account in line with Treasury Department reports
which is required by Office of Management and Budget Circular A-11, Preparation
and Submission of Budget Estimates, sections 32.5 and 32.8 and Department of
Defense regulations (DoD Accounting Guidance Handbook 7220.9-H, section 321-23,
paragraphs 32108 C 46 and 47). Details concerning the adjustment are also in
Enclosure 1.

In summary HQ DLA and DPSC were aware of the problems associated with DPSC's
accounting systems. Many of these problems had been documented by a review of
DPSC's accounting systems performed by the Defense Audit Service during the
period October 1977 through June 1978. Based on this review, corrective
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11 AUC 3533

FF
CT: GAQ Draft Report, Financial Mismanagement of Defense

Personnel Support Center (Code 901310)

LA-C
UBJE

actions were initiated at DPSC to improve financial control and substantial
improvements had been made. Based on these corrective actions and the
propriety of the adjustments made to subsidiary and control accounts, as
detailed in the enclosure, we believe that the Fiscal Year balances as reported
and certified by DPSC and DLA present, within acceptable 1imits, an accurate
reflection of financial operations during the fiscal year. It should be noted
that the draft report does not conclude that the FY 1978 balances as reported
and certified were inaccurate. Rather, the draft report implies year end
inaccuracies based on known inaccuracies as of July 31, 1978 coupled with
questioned adjustments made between July and September 1978.

Fiscal Year 1979. For FY 1979 the GAO did analyze the balances which were
reported and certified, and concluded that those balances were inaccurate, with
the exception of the unliquidated obligations batance for the medical
commodity. While this after-the-fact analysis may tend to show that there were
errors in the balances reported and certified (our comments on the statistical
analysis are enclosed) the analysis does not show in any way that errors were
known at the time the balances were reported and certified.

The draft report notes that during FY 1979 DPSC made 12 reviews of unliquidated
obligations balances recorded in subsidiary accounts which resulted in
reductions to those balances of $169.1 million. Further, the report notes that
DPSC made year end adjustments to control accounts of $94.0 million. The draft
report states that these adjustments, which total $263.1 million, were not
adequately supported.

0f the $169.1 million of adjustments to subsidiary records, the draft report
specifically identifies only $30.2 million of the adjustments, consisting of a
$25.0 mi11ion reduction in the subsidiary unliquidated obligations record
balance for fresh fruits and vegetables (FF&V) and a $5.2 mi11ion reduction in
the subsidiary unliquidated obligations record balance for brand name
subsistence. Details concerning these adjustments are enclosed. The draft
report provides no details for the remaining $138.9 million of adjustments to
subsidiary records. The draft report merely states that many of these
adjustments were not supported by adequate documentation and were made on the
basis of assumptions. Details concerning the 12 reviews and the resulting
adjustments are in Enclosure 2. )

The $94.0 million adjustment was made to the subsistence commodity's accounts
gay?b1e co;trol account. Details concerning this adjustment are also in
nclosure 2.

Based on the 12 reviews of unliquidated obligation balances and the reasonable-

ness of adjustments to subsidiary and contro accounts, we believe the fiscal

year balances as reported and certified by DPSC and DLA present, within

;igepggg;e 1imits, an accurate reflection of financial operations during fiscal
r .
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DLA=CFF
SUBJECT: GAO Draft Report, Financial Mismanagement of Defense
Personnel Support Center (Code 901301)

The draft report states an opinion that the Fiscal Year 1979 certified
statements should have disclosed these adjustments and that failure to disclose
the adjustments necessarily results in a false certification. Details
regarding disclosure are in Enclosure 3. The draft report's conclusion that
the chaotic condition of DPSC's fund control system and records precluded the
systematic prevention and detection of fraudulent payments is not supported by
the example cited. The example relates to :ayments by the Defense Contract
Administration Services Region in Philadelphia which were made during 1977.
Conceptually, there 1s no way that even the GAO approved SAMMS system, had it
been installed at DPSC, could have prevented these particular payments from
occurring. The payment action would take place prior to any processing against
DPSC's records. DPSC's funds control system could not be designed as a first
line of defense against similar-type fraudulent payments. The statement in the
draft report that DPSC personne} could not explain how the fraud occurred is
misleading in that 1t implies that DPSC personnel should have been able to
explain how the fraud occurred when, in fact, the details were deliberately and
properly kept from them. Discussion of the specific example is in Enclosure 4
and explains why DPSC personnel had no reason to be aware of the circumstance
surrounding the payment. .

The draft report, in discussing the $566.5 million of adjustments made to
subsidiary records and control accounts during FY 1978 and 1979, states that an
official of the Agency (DLA) told a GAO representative that the adjustments
were not material in relation to total stock fund operations and did not
warrant disclosure. The DLA official did make such a statement; however, the
manner in which the statement appears in the draft report takes the statement
totally out of context. A discussion of the circumstances surrounding the
statement is in Enclosure 5.

Finally, corrective actions which were initiated at DPSC to improve financial
control were not addressed in the draft report. Details of these corrective

actions are in Enclosure 6.

GERALD J, PFOS? °
Lieutenant General, USAY
Director

6 Encl

GAD Note: Because of the length of the enclosures, they have not been
included in the report. The Director of the Defense Logistics Agency's
memorandum adequately summarizes the enclosures.
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