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To the President of the Senate and the 
Speaker of the House of Representatives 

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. 

e,Rb 
Comptroller General 
of the United States 





COMPTROLLER GENERAL'S MILLIONS IN STOCK FUNDS 
REPORT TO THE CONGRESS MISMANAGED AT DEFENSE 

PERSONNEL SUPPORT CENTER 

DIGEST -es...--- 

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. In an 
attempt to correct its records, the Center 
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.) 

! 
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 
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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. 

311 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 conversions 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- 

r 

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 Cente'r'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 - 

DFFENSE LOGISTICS AGENCY .-*-.-I- 

The Defense Logistics Agency, a worldwide military 
logistics organization, is responsible to the Secretary of 
Dsfense for providing services and supplies used in common by 
all the military services. The Agency's responsibilities 
include the acquisition, storage, and distribution of nearly 
t/v0 million consumable supply items and repair parts. The 
A ency operates six supply centers, seven supply depots, six 
1 gistics 
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services centers, and nine Defense Contract Adminis- 
t ation Services regions. 

D FENSE PERSONNEL SUPPORT CENTER - p _---- ---. .- 

Pi., 
The Defense Personnel Support Center in Philadelphia, 
is the second largest of the Defense Logistics Agency's 

s:ix 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, 
aind authorized foreign governments. 

The Center manages a multibillion-dollar operation. The 
following schedule shows the amount of obligation authority 
alllotted to the Center to accomplish program ob;jectives. 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. 

- Fiscal years 
1977 1978 1979 

-----------(millions)--------- . 

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

Obligations 1,961.0 2r088.9 2,188.3 

Disbursements 1,901.g 11894.1 2,125.l 

Unliquidated obligations 851.5 1,124.3 1,090.l 

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. 
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DEFENSE STOCK 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 
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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 
I were inadequate to prevent or disclose erroneous or 
I 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- 

I dated, or were not being used by operating personnel. 

--Undistributed disbursements were not reconciled. 

doth 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 

;7 
ctions taken by the Center have not yet eliminated its funds 
ontrol problems. These actions are discussed throughout 

the report. 

OBJECTIVES, SCOPE, AND METHODOLOGY 

Our review was designed to evaluate the effectiveness of 
;he 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 
ch. 5, Scope of Review, for details.) 

3 



CHAPTER 2 

LOSS OF CONTROL OVER HUNDREDS 

OF MILLIONS OF DOLLARS 

IN STOCK FUNDS 

The Defense Pereonnel 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. In 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. In 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. 2001, establishes criteria for recording and 
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reporting obligations. The act provides that no amount shall 
be recorded JS 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 
bf 31 U.S.C. 200. However, section 1018 of title 18, United 
6 tates Code, does prescribe penalties concerning official cer- 
tificates or writings. 

"Whoever, being a public officer or other person 
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 

i 

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 
hat all financial data presented shall be accurate, reliable, 

bnd truthful. 

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- 
Furately 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 
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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. 

Type of adjustments 
Amount 

(millions) 

Fiscal 1978 

Adjustments to supporting accounting 
records 

$184.6 

Yearend adjustments to funds control 
accounts 

118.8 

Fiscal 1979 

Adjustments to supporting accounting 
records 

169.1 

Yearend adjustments to funds control 
accounts 

94.0 

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. 
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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. 

Fiscal 1978 

At the end of fiscal 1978, the Center certified as ac- 
curate unliquidated 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. In 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. 

Commodity __~-._- 
Total amount Estimated Possible 

recorded total amount samplinq error - 
----iiia) 

Perishable 
subsistence $186,262,000 $ 68,982,OOO f: $13,160,000 

Medical 152,387,OOO 123,395,ooo + 6,712,OOO - 

Clothing and 
textile 139,966,OOO 114,985,OOO + 19,573,ooo - 

a/At the 95-percent level of statistical confidence. - 
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The estimates indicate wit h r-eaCjoli<ik)l.e 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 certi. f ie$ balances were not validated. 

Inadequately supported ---7-- -- .__. ._- ..__. _ _ _ 
subsidiag 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 obl.igations in fiscal 1978, adjustments 
were made to subsidiary recorc!s reducing the unliquidated ob- 
ligations by $184.6 million. The adjustments also revised the 
balances in the funds control. ac*counts. 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 mil.l.ion were based on a com- 
parison of amounts for subsistence items recorded in the Cen- 
ter's subsidiary records wit.h ;3mr)unts 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 :-;c:,rvices' recordsG. In our Jan- 
uary 9, 1980, report, "Defense: Accounting For Its Contracts 
Has Too Many Errors --Standardizccj Accounting Procedures Are 
Needed" (FGMSD-8(.)-l(1), we stiitczl1 t tlat t-he Contract Administra- 
tion Services' contract ac~~ount.in~ records contained errors. 
Reviewing 856 transact ions rc~cr-,rd&d by the Services ' regions, 
we identified 286 traIIsact.ions with over $90 million of ac- 
counting errors. 

In a memorandum (lat~?d .Jllric.b I H, 197H, the chief of the De- 
fense Logistics ATency's accoiu~~t irlq and finance division told 
the Center's comptroller that ;lmounts recorded in the Center ' s 
records could be consitlere(l v;rlicl j f they matched amounts rec- 
orded in the Contract Administration Services' records. It 
was further stated, however, th?t differences between the two 



agencies' records had to be investigated, and the Center was 
not authorized to automatically make adjustments to its rec- 
sas 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- 
elusion 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- 
$istence 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- 
lbble to conduct a review and validation of line items DCASR 
[Defense Contract Administration Services regions] paid 
records." Also, the Services' II+ * * records were taken to 
be an accurate reflection of the true unliquidated obligation 
balances." Additional reasons stated for this action were the 
I'* * * 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 
hdministration Services merely act as agents in managing the 
kontracts and maintain records to preclude overdisbursements 
bn 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 adjustment-g 

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 
iassumption 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 
tthe 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 
1$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 
ithe 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- 
isidiary 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. 
fin addition, the adjustments were not fully disclosed in certi- 
'fied reports. 

L/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 
p: 33.) 

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 
td 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- 
milning 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 - 

CPothing 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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CXmInodity 

subsietence 

Clothingand 
textile 

Medical 

mtalnet 
amcnmtrecorded 

$100,261,974 

295,460,672 

89,982,911 

Table 2 

Estimated erroneous Poesible 
net amount reoorded sampling errors 

$52,033,000 + $30,243,700 

29,608,100 + 11,719,500 - 

14,201,400 + 18,861,100 

The results of our review indicate with a high degree of 
assurance l/ that many balances for each of the three commodi- 
ties conti%ae to be erroneously 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 alao 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 11 re- 
views were records with 60,934 unliquidated 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- 
quate documentation was available the task group identified 
only four valid unliquidated obligation amounts. 

&/Estimates were computed at the go-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- 
*liquidated 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. 

Inadequately supported yearend 
adjustment 

At the end of fiscal 1979, the balance in the subsistence 
commodity's funds control accounts payable acoount A/ 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. 

_1,/Accounts payable are amounts due for goods or services re- 
ceived from all sources. 
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Inadequate discloeure 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 balance6 of unliquidated subsistence ob- 
ligations on the records of the Defense Contract Adminiatra- 
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 reaeon for the lack of validation were 
not disclosed. In addition, the yearend correcting adjust- 
ments to the funds control account balances were not disclosed. 

In October 1979, the Center's comptroller submitted an 
nnual certified statement of stock fund condition to the 
efense Logistics Agency for each of the three commodities man- 

pged l 
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 frequently suggested to Center 
officials that the fiscal 1979 certification be qualified. 
bubsequently, on November 21, 1979, the Center's comptroller 
sent a memorandum to the Agency stating that the certified 
statements should include two disclosure notes. (See app. 
VIII.) 

The first disclosure note concerned the 

'* * *full 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." 

T he note gives the number of subsidiary records adjusted dur- 
*ng 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 dOeB 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 statementsare 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 determine 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). While 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. 

'Fiscal 1978 certification 

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 $263.1 million in an attempt to correct its records. (See 
pp. 10-15.) Again, most of the adjustments were not adequately 
supported. The Center's comptroller certified the fiscal 1979 
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i$ccourltb as correct on October 22, 19'79, even though he knew 
of the adjustments and of the center's continuing problems. 
(See cl&$'. v.) 

The Defense Logistics Agency Deputy Comptroller also certi- 
fied the fiscal 1979 accounts on October 30, 1979. (See app. 
!;I' Again, the Agency was aware of the situation at the Cen- 

. ,i 

As mentioned on page 14, the Center's comptroller attempted 
to qualify 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. 
pn 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 
khe 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- 
iproach, in this case the samples were not valid and could not 
#be used as a basis to properly present the status of the ac- 
Icount balances. 
Jcases, 

The samples were not valid because, in most 
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 
balances, or 27 percent. Of the 1,650 balances, only 4 were 
found to be valid. The Center then decided to eliminate all 
of the baiances. 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 
balances 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 
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by knowingly certifying account balances they knew to be false. 
If 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. In 
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 wa8 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 ham 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 
-?!jF FEDERAL'=E%??IES--- 

--- 
--._-a- -.---_- -.---- 

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- 
tation'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. 

0 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 
hanagement 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 irom 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. If 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 unlfquidated 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- 
eiss should also validate that all obligations are being prop- 
eily recorded. 

I The Defense Audit Service, in its January 1979 report, 
s;tated that reviews and reconciliations of unliquidated ob- 
ligations had not been made since at least 1975. In 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 
$979 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. If 
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. Initially, 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: 
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--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 Over12 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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A& shown in the table on page 24, nearly half of the tranaac- 
t$ons 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- 
ml?nt; however, its effectiveness will be minimal until the 
rejected transactions are being promptly corrected. 

L- P RSONNEL INADEQUATELY TRAINED 

The lack of adequately trained personnel to manage and 
o'erate the funds control system was one of the causes of the 
C nter's r 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 
mbnimal 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 
tb investigate and resolve problems related to funds control. 
Ih its November 1979 report, the task group stated that Center 
plersonnel do not understand the funds control system, and 
therefore do not know how to process transactions. 

The Department of Defense commented that the Office of 
P~ersonnel Management had analyzed training needs in the Comp- 
tiroller's office and concluded that they could identify no 
s~pecific training requirements for the Center's accountants. 

ADEQUATE DOCUMENTATION 
NfOT AVAILABLE 
I 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 been 
published as Comptroller Office Staff memoranda over the last 
18 months. 
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UNDISTRIBUTED DISBURSEMENTS FUND 
SROL 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 
rgcords 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. 

Month 
Total account Unidentified 

balances disbursements 
----------(millions)------------- 

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. 

GVERALL PLAN FOR CORRECTING 
~TG~~%~CONTROL PROBLEMS NEEDED --..------ 

The Defense Personnel Support Center has no overall plan 
tto 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 
1 

The Defense Personnel Support Center's funds control 
ayBtem had a complete breakdown. Large erroneous balances of 
unliquidated obligations were recorded, and the Center could 
neSther 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 
re/cently. 

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 
ceptification. Since the officials were aware of the lack of 
supporting documentation for the certifications, a determina- 
ti 
ti El 

n should be made by Defense as to whether the certifica- 
ns were made when known to be false, within the terms of 

18'U.S.C. 1018. 

The Center has attempted to identify and cokrect 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- 
tek and the Defense 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. 
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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 acknowledge6 that, although there have been 
mcious problems at the Center for several year@, the situa- 
tiop is not yet corrected. Def@n6e agreee that the Center'e 
ayeFern lacks adequate financial control@, has too many errors, 
and: is not supported fully by documentation. 

Other commente made by Defense pertaining to the accuracy 
of balances certified, whether 18 U.S.C. 1018 may have been 
violated, and improvements to the eyatem are dlscuseed 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) Identify 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 ths Center's funds control problems with 
both Center and Dsfsnss Logistics Agency officiale. 

--Analyzing the efforts by both the Canter and the De- 
fense Logistics Agency to identify an8 correct funds 
control problems and their underlying causes. 

--obtaining information on the processing of fraudulent 
contract paymenta 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 
sfaffing constraints, we did not attempt to identify all the 
c@ses for the Center's funds control problems. 

Our work was performed at the Defense Personnel Support 
C/inter, Philadelphia, Pa.; Defense Audit Service, Philadelphia 
R#qion, 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 thO88 unliquidated obligation bal- 
aplcea with a nonzero balance that were more than 120 days old. 
Wie selected sample sizes for each commodity based on the num- 
ger of records which could be reviewed within a prescribed 
period of time. After computing a sampling interval for each 
clommodity 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 go-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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FISCAL 1979 REVIEWS OF SUBSIDIARY 

RECORDS INUIiICB~~?FE~~~CIJULD- 

TO VALIDATE BABY UNLIQUIDATED OBLIGATION BALANCES 

Number of reeorda --results of review 
Inadeguate 

documentation Total net dollar 
to determine Valid Invalid value of balance 

validity balance balance Other eliminated - 

Number of records 
Selected 

Total for review 
ColpDdity and 
review number 

Clothing 
and textile 

79-1 1,486 50 7 4 39 
79-2 381 54 10 38 
79-3 201 201 .F 68 

Subsistence 

79-l 
79-2 
79-4 
79-s (note a) 

13,708 2.901 2,400 
23,427 1,058 197 

129 129 91 
2,764 30 21 
5,500 1.350 1.350 

501 
861 

38 
9 

6 
s 58,267 

15.612.434 
4,866.824 

24,859,999 
12,741,427 

3.414.736 
5.495.993 
5.213.993 

Medical 

79-2 (note b) 124 124 102 
79-3 10,519 195 162 
79-4 2,695 54 23 

Totals 
(records) 

60.934 6,146 4,496 

22 

- 

28 = 

131.700 
4.699.023 

21.239.866 
33 
31 - 

4 = 1,618 

Subtotal (adjustments) 

Subsistence 

79-3 9,434 - unknown (notdc) - 

Total (adjustments) 

98,334,262 

963 52.565.288 

$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. 



APPENDIX II APPENDIX II 

EPEC- ZACC 

S7JBJxrt 

DEFEHSE LOGISTICS ACEHCY 
HEADOUARTERS, OLPlwSL PEfiSOMN?L SUPPORt CENTER 

:800 SOUTH ZOTH STREET 
PMILADELPNIA. CLtiNlYL\‘ANlA 19101 

30 SeHeabet 1978 Defonrc Stock Fund Statemmt of 
P3.nmcfal Corxlition Statement 1, G&A Forxc 75 - 
clothbg c Textiles . 
* 

Subject docmeat, in triplicate, forwarded in accordance witi 
parasragh 70603, Ii&AM 7000.1. 

“‘I heraby certify that tha am.ants shom in +hio report are 
correct. All knaMI tramactions meeting the criteria of 31 
U.S.C. 200 (A) have b@ux obligated and are so reported.” 
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APPENDIX III APPENDIX III 

-copy- 

30 ocr 1978 

DjA-CFS (Mr. Fous t /46224) 

S$JEUECI’: FY 1978 Year-End Certification, Defense Stock Fund, 97X4961 

To: Director 
Washington, Headquarters Service 
ATM: Chief, Finance and Accounts Branch 
Washington, D.C. 20301 

1’ The attached report on Budget Execution, RCS-w(M)1125 (DD Form 
1 76), is submitted in accordance with ASD(C) memorandum, subJect: 
A curacy and Timeliness of Accounting and Budget Data, dated 8 August 
1 i 77, and with DoD 7220.9H. 

2. I hereby certify that the amounts shawn on the enclosed report are 
cotfec t . All knowh transactions meting the criteria of 31 U.S.C. 200(a) 
have been obligated and are so reported. 

FOR THE DIRECICR: 

Signed W. E. UENEALY 
m, SC, USN 
Deputy Comptroller 

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

Mr. Foust/pb/46224/3OOCT78 
Mrs. Wilson/LTC Resa 

Mr. Bordley 
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THIS ORIGINAL FORM AND ONE 
COPY MUST BE -. Do 
NOTRETYPEORCHANGEANY 
BALLUKES. 

39.an,e14.u 
-_--__ 

1 

Russell New-an, Chief, Departmental 
Accounting Section. 694-4730 2 NOV 1978 
PREPARER(TYPEORPRIK)PHONE IXIE 

Carl W. Fisher, Director of 
Budget and Finance, WHS 2 NOV 1978 
CERTIFYINGOFFICER(TYl?EORPRI~) IM'E 

I HEREBY CERTIFY THAT THE 
AEXWEJTS SHCMN IN THIS REPORT 
AREcoRREcr. ALLKrDwN 
TRANSAcr1ONsMEEr1NG mE > 

'3 
CRITERIA OF 31 U.S.C. 200(A) 
HAVE BEENOBLIGATEDAND~ 

z 
z 

so-. Q H 
Signed 

Signature 

DIRECT QUESTIONS 'l-0: (202) 566-5834. 



APPENDIX V APPENDIX V 

SZGZCT: 30 SqXemSer 1979 Ddensa Stock Fund Stctr!er.t of 
Fia&?cial Condirfon Statmant 1, DLA Foa 75 - 
Clothkr 6 Textile 

I d- 

~ To: ~ _.-- -- Director 
Defense Lagirtics Agancy 

I - X5’: -* -bu-CFs- -- . - 

Subject Qcumnt, in triplicate, forwarded in accordance with 
guagrrqh 70603, DLAM 7000.1. 

"I !mreby certify that the amounts shown in this report are correct. 
All knuwn transactions meeting the criteria of 31 U.S.C. ZOO(a) have been 
obligated and are so reported." 

FOR THE COWMJDER: 

Encl 

,FRJWlCL.CCCCl;r 
colllptroll~ 
. 
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APPENDIX VI APPENDIX VI 

30 OCT 1974 

-cop-- 

DIA-CFG(Gi0) (>l1-s, Cilroy/274-7183/slls) 

SLWECT: FY 1979 Year-End Certification 

ID: Director, Washington Headquarters Service 
ATI’N : Chief, Finance and Accounts Branch 
Washington, D.C. 20301 

1. The attached reports on Budget Execution, RCS DDw(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. I 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 
97?IOlOO .51 

Procurement, Defense Agencies 

979/10300.51 
978/00300.51 
977190300.51 
976/80xX).51 
975/70300.51 
97NO300.51 

Research, Develownt, Test and Evaluation, Defense Agencies 

979/00400.51 
978/90400.51 
977/80400.51 
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APPENDIX VI APPENDIX VI 

-copy- 

30 ocr 1979 
DIA-cFG(CAO) 
SUBJECT: FY 1979 Year-End Certification 

?iilitary Gonstruction, Defense Agerxies 

97/30500.51 

Family Housing Management Account, Defense Agencies 

979/30700.51 
97x(07)0700.51 

9790700(07) I51 
9780700(07) .51 
9770700(07) .51 
97MO700(07) .Sl 

Defense Production Guarantee 

97x4080 

Defense Industrial F’und 

97X4962 

Defense Audit Service 

9790100.16 
9780100.16 

Defense Stock Fund 

97X4961 

FOR 'IHE DIREClllR: . 

'=8-d w. E. KENJULY 
GUT, SC, USN 
Deputy Ganptroller 

2Encls 

Mrs. Gilroy/471!3/shs/30 Ott 79_ 

See previous green for MFR & Coordination. Mr. Coffee (signature) 
Mr. Bordley 
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APPENDIX VIII APPENDIX VIII 

3?SC-z 

SilZ;ECT: FY 73 5 tack Fund Statcxnts 

1. References : 

Financial S'catements and hmlysis for hfcnse_Stock Fund 
Subr:;';cnce dated 33 Septticr 1979. F-3 -- 

b. FInanclal Statemnts and Analysis tbr Defense Stock Fund 
Cfotfiing and Textfles dated 30 Septesber.1973. +-I -. ,*-'B 

Financial Statements and Analysts for Defe>se Stock Fund 
:ladI~~l dated 30 S+zptembcr 1979. F-Z 

.:-.. 
. 

d. Letter, OPSW, dated 23 3ctobet 1973, Su5jclt: OPSC 
Fl nanci 51 Y!anapsant Irzpmvenrrnt Status Report. b-4~ 

C. Title 2 of t!m Gancral Xccountfr,g Ofiicc Policy and Procedures 
iJdnual for Guidance of Federal Agencies. b-45 

f. 3lA-CFS staff assistance vfsIt on 25 Scptcsbet I?77 which 
prwi ded procedures to suSstantiata year-end accounts payable 'Jalancss 
In t>e Financial Statzmnts for the Subsistence 5tock Fund. E-86 

2, f?eferance !d reyorte4 to your office the unliqufdated o5ligstIon 
revlw procedures used to obtain tba balance of unlfquidated 
obligation mxmts sported jn references a, b, and c. 

3. Raferenca le provldas stmdards required In the preparatfon of 
ffnanclal mports fn tie Federal Gwemzent. One of these standards, 
fafmess of presentatfon, requires full dfsclosure of tSe basis of 
reports or fInaxial data 1 f tie sourc : is ot'rer than the accountfng 
syste3. The rtan8ard also requfres disclosure If the ffnancfal data 
re;)ortzJ 1s dmivtd from accounts. Mat are not maint31ne4 In all 
zzaterial respec"J on a mnsfsttnt basis fro2 period to Fcriod. 

4 -. Rqucst you attac?? the errclosed dfsclosure nate on unlfquldJtcd 
aSI Igatlons tn the year end Strrct Fund statements reference4 fn la, 
b, and c. This note! pmvfdes the saze Infomatlm o? !1L3s that '~3s 
alceady reported to you in mferencc Id. 
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DISCLOSURE NOTE DN UlO 

This notc provi~drsj~~~l~~~f,pf,.thr .freatmen~~f~rll1quldated obl tgatfon rrcords 
In the-De,!enre Subs!sfqfig~,,~JjCal and Clothlng~and,Textfles Stock Fund .Ffnanclal 
Statements and an.a]ysfs.Sraports for the year endlng 30 September 1979, This 
dl~~lorury.not~_~pmp)f~s-wfth the reportlng..standar.d.. Fairness of Presrntatlon, 
required by Tl~lr.,2.o.~thr General ACCOuntlng Office Polfcy and Procroures Ilwwal for 
Guidanct of Fade~r~,Agencles. This same information W;IS provided In PPSC-2 Latter, 
Subject: DPSC Flnancfal Management Improvement Program Sfrtu% Report, dated 
29 October 1979. 

As of 31 January 1979, there were 102,315 records of r;nllqufdrtrd stock fund 
ibllgatfons for whfch the oblfgatfon was created prior to 1 Octabrr lE73, d!strlbutcd 
as follows: 

CATEGORY PR OF *ECua 

Clothfng 6 Textiles 5,483 

kdfcal 28,081 

Subsfstence 
Hechrnfcal 

Brand Name 
Chill 6 Freeze 
Frufu I Vegotrblrs 
Other 

Total Mechanical 

Unual 1/ 

12,448 
10,219 
36,570 

- 61 793 

c:osa ' 

Total Subsistence ' .68,751 

Total All Ca:egorfes 102,315 

1/ For Medfcal, the number ot records an those for which the obligation date nas Over 
120 days prfor and the schedulrd'delfvory date was pest (SAMMS F-2-11). For all others 
the count Is for records wfth obligation dates over 120 days old regardless of 
delivery drte. 

g' "Hanual" suSsfstencr records are those for uhlch DCASRs provided us with contract 
level records as of 30 Septenbrr 1978, and were excluded from the mechanized system. 

Yost of these records were Invalid. They did not represent actual unpaid obligations. 
% of r4 October 1979,-(the last daj' for postfng M 1979 activity) the records had 
been reduced to 3,936, dfstrfbuted as folla~s: 
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~ca;~~~dPY Ii3 3: RgC;r'J 

iClothing 6 Textiles 073 
~eetcrl 1,321 
~Subrirtrnce 

Kmtanical 
Srrnd Nma 226 
Chill 6 Freeze m 
Fruits 6 Yrgrt~bler ::. 
Other 

Total r,rchanlcrl 
903 

1,168 
;Yanual 576 

Total Subsistence 
Total Al 1 Categories SE 

These 3,938 records r8prWrftt a COIIIbinrtfon of vrlld untfqufbted ObligdtfOflS, rWX?dS 
Idle?, have 3een r~je~ed and for which WI J~Q aW&ifing fOtlOU-UP Infomat!on, and 
~rccords *thtch haV8 brrn idrntlfled to be cleared but the flnrl transactions have vtolated. 
I 
g. The reduction In the number of invalid unllqutdated obllSqt_log.mcords war accom0hed: 
;by iden~lnq’arerr or~rou~l'~'o'fCiansactio~s *ntth ~o~o~.~.~haractrrlstlcsr rampllng 4 I 
~pornon;ah~.Sringing'the unlfqu1dated obllgatlon dollar value to zero for the entire 
~ grout by recording expendlturer and/or rdfustlng obl Igatlons based on'the results ofmUte 
) riwp to!-.-- There actlonr :ovrmd tho following areas: 

Pi?OJECT :M. 

UT-79-l 

M-79-2 

CZT- 79-J 

C ST- 79-4 

m-79-2 

HED-79.3A 

NED-79-38 

,!lED-79-4 

SUII- 79-l 

SW79-2 . 

SU8 - ?9- 3 

sus-79-4 

~SCRI.PTION :IR OF RECZROS 

ULO balrnct z J250 1,486 ' 

DblfgetIon drtr prior to 30 June 197s 355 h'* 
. 

Srrvlu Ordon prior to 1 October 1978 201 v 

Awards made fn FY 76 & 77 for which 260 
procurement flier are retirea. 

Inter-Government Procurments 102 
prior to 1 October 1978. . 

OVD procurements prior to 1 October 78, 8,448 -, 
dellvrry scheduled prior to 31 Mar 79, and 
shipamt drtr pasted. k7 . 1. .- 

OVD ~rocunmrnts prior to I October !978, 1,629 ,' 
deltvery scheduled prior to 31 !iarch 79, no 
shlplunt data, value lest than SSOO. 

Stock Buys with Receipts posted prior 
to 1s tlry 1979. 

2.042 

, 
CDWS W&Y procurements prior to 31 Oec 1978.12.999 

European FFIV procurements prior to 
31 [kc 1978. 

23,34C - 

Chill and Freeze Procurerehts prlcr to 6,935 * 
31 oec 1978. 

Sewice Orders awarded prior to 1 Ott 1978. 129 
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SC794 OCAS pald conttsc ts: 

' a. M~chrdtrl record duplfcs!rt 
of manual records 

1,07n 

b, Manual records - No act!vlty 
since 28 Feb 1978 

3,!23 

c. Brand Nama mechanfcal awarded 
prtor to 1 Ott 1978 

5,974 

d. Mechantcal record for which a 
constructive exprndltun was recorded In 

669 

I PY 74 and r drobl Igatlon fn FY 79. 

I TOTAL RLCCROS 68,747 

3. Had wo not takrn tha actlonr to el lnlnatr these records, they would have 
undoubtedly remainrd In our computer files with unltquidated values Indoffnltoly. 
Tile findfngs In each of our reviews Indicated that subsfdlary records of unliqutdatad 
obligations dld not accurately reflect true balances. It 1s not reasonable to expect 
that theso records could have been corrected as a result of lndlvldual record by record 
unliqutdrt8d abllgation reviews. In addftjon to the megnltudr of the manpower resources 
roqulred, thrlackgj,~qurf~cun~n~tlon and transaction history records would have 
made such an effort ~mpatrlble. 

-- - t-- ---- 
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This note pro+~ides full d!tclosure of the prcclcre uszl to z.-i!i:tanti3:d 2CC:tintS 
Payable balan:es fn :ke zefense Subsistence Stock Fund Financfal Stsrc-cn:s sn:: 
Analysis Report: for the yarr ending 30 September 1979. This discloscta note 
co!nplies with the reportIn standard, Faltncss of ?resentatlon, rcqufred by Tlt:a 
2 of the General Accounntlng Office Policy and ?rocedures Hanual for Cuidznce of 
Federal Agencies, This procedure was provided tp WSC-ZA during a DLA-CFS staff 
assistance visit on 26 September 1979. 

Total Accounts Payable 

DPSC subsdt ttnce accounting records do no t show accounts payable accurately. 
Alternate procedures, whtch are not part of the accountIn system were utllfzed 
to deri vc tha total accounts payable bal am. ihese procedures are summarlred 
briefly below. 

Accounts ?ayable Balanca Per DPSC Records 

Vndistrlbutad O~sbursrmrntt (estimated) In OXCeSS of 
Accounts Payable Per OPSC Records 

f2,503,720.55 

49,955,307.49 

Unpaid Supplfar Invotcrs - 30 Sep 1979 

TOTAi 

43,990.569.46 

f95,5:9,597.50 
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ASSISTANT SECRETARY OF DEFENSE 

WASC(INCTON 0 C 20301 

AUG ? 7 1990 

Mr. D. L. Scantlabury 
Director, Division of Financial and 

General Management Studies 
U.S. General Accounting Office 
Warhlngton, D. C. 20548 

Dear Mr. Scantlebury: 

This Is in response to your letter, dated July 15, 1980, to the Secretary 
of Defenma, in which you enclosed your GAO Draft Report, “Financial Misamnage- 
q ent of Defense Personnel Support Center” (DPSC) (Code 901310). 

We concur with your recommendations to establish a project team to develop 
e plan to raaolvc tha DPSC’a funds control problems. The Director, Defenae 
Logistica Agency, haa already ertabliahed 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 Houee and Senate Committees on Appropriations 
to define the DPSC proble, specify corrective actions with milestones, and 
specify the critaria to maaaure the effectivenees of actions taken, we will be 
prepared to submit euch 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 Yaar 1978 and 1979 certifications to the Department of Juetice for 
inventlgatlon iu justified. We believe that the enclosed response by the 
Director, Defense Logistics Agency, provides sufficient information and 
jurtification for you to modify your position. 

I want to emphasize 
ae poaaiblc and our 
to thlr end. 

Enclorure 

our resolve that the DPSC problems be corrected as soon 
intent to work closely with the Defense Logistics Agency 

Sincerely, * 

al Deputy Assistant Secretary of bf*nSe 
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DEFENSE LOGISTICS AGENCY 
HEADQULaTERS 

CAMERON STATION 

ALEXCNDRIA VIRGINIA 22314 

11 AUG 1980 

MEMORANDUM FOR DEPUTY ASSISTANT SECRETARY OF DEFENSE (MANAGEMENT SYSTEMS) 

SUBJECT: GAO Draft Report, Financial Mismanagement of Defense 
Personnel Support Center (Code 9013101 

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 unlfquidated obligations 
because its 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 improve 
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 GAO that 
much more remains to be done, and that it should be done expeditiously. 

We have reviewed the draft report and our detailed conments are enclosed. A 
summary of those comments follows. 
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1 1 AUG 1980 

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 unliqufdated obligations in subsidiary records as of July 31, 1978 and 
found significant errors. The draft report questions the validity of DPSC's 
certification of the unlfqufdated obligations balances at the end of the fiscal 
year given the knowledge obtained from the statistical sanrple. Furthermore the 
draft report states that the balances were not validated. The draft report 
points to adjustments of $303.4 mfllfon which were made to subsidiary records 
($184.6 million1 and control accounts ($118.8 million), 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. 

Of the $184.6 millfon 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 
Administratlon 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 coamtodlty unliquidated obli ations control accounts 
(Clothing II Textiles, Subsistence, and Medical amounting to $68.8 million, and 3 
an adjustment to the undistributed disbursement control account for medical of 
$50.0 mfllion. 

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. GAO states the adjustment was improper because the subsidiary records 
were not validated. Details conce.rning 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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DLA-CFF 
SUBJECT : GAO Draft Report, Financial Mismanagement of Defense 

Personnel Support Center (Code 901310) 

actions were fnftiated at DPSC to improve financial control and substantial 
improvements had been made. Based on these corrective actions and the 
proprfety of the adjustments made to subsfdiary 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 limits, an accurate 
reflection of ffnancfal operations during the ffscal year. It should be noted 
that the draft report does not conclude that the FY 1978 balances as reported 
and certified were fnaccurate. pather, the draft report implies ear end 
inaccuracies based on known inaccuracies as of July 31, 1978 coup ed with r 
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 unlfqufdated obligations balance for the medical 
commodity. Whfle 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 analysls 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 unlfqufdated 
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. 

Of 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 million reduction In the subsidiary unlfqufdated obligations record 
balance for fresh fruits and vegetables (FF&V) and a $5.2 million reduction in 
the subsidiary unlfqufdated oblfgatfons record balance for brand name 
subsistence. Details concerning these adjustments are enclosed. The draft 
report provides no details for the remaining $138.9 mfllfon 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 594.0 million adjustment was made to the subsistence conmodfty's accounts 
payable control account. 
Enclosure 2. 

Details concerning thfs adjustment are also in 

Based on the 12 revfews of unlfqufdated oblf atfon balances and the reasonable- 
ness of adjustments to subsidiary and contra accounts, we believe the fiscal 4 
year balances as reported and certified by DPSC and DLA present, within 
acceptable limits, an accurate reflection of financial operations during fiscal ' 
year 1979. 
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GAO Draft Report, Financial Mfsmana ement of Defense 
Personnel Support Center (Code 9013 1J 1) 

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 
regardlng 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 preventfon and detectlon of fraudulent payments Is not supported by 
the example cited. The example relates to 
Administration Services Region in Phfladelp Ii 

vents by the Defense Contract 
la which were made during 1977. 

Conceptually, there is no way that even the GAO approved SAWS 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 personnel could not explain how the fraud occurred Is 
misleading in that it 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 exanrple is in Enclosure 4 
and explains why DPSC personnel had no reason to be aware of the circumstances 
surrounding the payment. 

The draft report, In dlscussing 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 representatlve 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 statemnt appears in the draft report takes the statement 
totally out of context. A discussion of the cfrcunstances 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. 

6 Encl 
. 

Lieutenant General, USAlr 
Dirsotor 

GAO Note: Because of the length of the enclosures, they have not been 
included in the report, The Director of the Defense Logistics Agency’s 
memorandm adequately sumarizes the enclosures. 
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