
. - - - . - - I ~ . _ ~  - - - - -  

A p r i l  I !N  1  F IN A N C IA L  A U D IT  
F i n a n c i a l  R e p o r ti n g  
a n d  In te r n a l  C o n tr o l s  

C e n te r s  

1 4 3 5 5 0  

G A O /A F M D -!)I-:3 4  





Denver Reg iona l Offlce 

B-234326 

Suite 800 
1244 Speer Boulevard 
Denver, CO 80204 

Apri l 6,1991 

General Char les C. McDona ld 
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Dear General McDona ld: 

Th is report presents the resu lts of our rev iew of the Air Force Log ist ics Command’s financia l 
management operations related to inventor ies at the Air Log ist ics Centers. It addresses 
internal control and financia l reporting improvements needed with in the Command. The 
report resulted from our examinat ion of the Command’s f isca l years 1988 and 1989 financia l 
reporting. 

Log ist ics Command managers are respons ib le for bi l l ions of dol lars in appropriat ions and 
inventories. The internal contro ls and account ing procedures, however, are not suff ic ient to 
provide adequate and rel iab le f inancia l information for effect ive management and reporting 
of these resources. Our report d iscusses these prob lems and recommends correct ive act ions. 

Th is report conta ins recommendat ions to you. We would appreciate rece iv ing a written 
statement on the act ions taken on our recommendat ions with in 60 days. 

We are send ing cop ies of th is report to the Secretary of Defense, the Secretary of the Air 
Force, and other parties who request them. 

Sincere ly yours, 

Dav id A. Hanna 
Regiona l Manager 



Fxecut ive Summary 

Purpose As part of GAO'S aud its of the Air Force’s f inanc ia l management and 
operat ions for f isca l years 1988 and 1989, GAO eva luated the Air Force 
Log ist ics Commands (AFXC) interna l account ing contro ls and f inanc ia l 
report ing systems re lated to the $37 b i l l i on of inventor ies it contro ls. 
AFLC performs most of its operat ions through f ive Air Log ist ics Centers 
(AI&S), and th is report presents the resu lts of GAO'S aud it work at the 
ALCS. 

Background AFLX: prov ides supp ly and ma intenance support to Air Force un its and 
other customers wor ldw ide through its AL&S. It manages over 33 percent 
of the Air Force budget and ma inta ins 63 percent of Air Force invento- 
r ies. AFLC’S bus iness act iv it ies wou ld make it one of the 10 largest corpo- 
rat ions in the Un ited States. The next decade prom ises to be a per iod of 
t ight ly contro l l ed defense budgets with unprecedented emphas i s on 
f inanc ia l management. 

Resu lts in Br ief AFLC needs to strengthen its account ing for the b i l l i ons of do l l ars worth 
of inventor ies under its contro l. Accurate and re l iab le inventory records 
are v ita l to effect ive inventory management; the ir re l iab i l i ty d irect ly 
affects purchas ing dec is ions, budgets, and f inanc ia l report ing. However, 
GAO found the inventory records and accounts d id not accurate ly por- 
tray e ither the quant it ies or va lues of AFLC inventor ies. 

Prob l ems with inventory accuracy at the Department of Defense (DOD), 
i nc lud ing the Air Force, have been ident if ied by GAO and others for 
years. Wh i l e AFLC has deve loped interna l contro ls intended to prov ide 
more re l iab le inventory data for dec is i on-mak ing, GAO'S rev iew showed 
that inventory accuracy cont inues to be a ser ious prob lem. GAO noted 
spec if ic weaknesses that contr ibuted to these inaccurac ies, inc lud ing 
bas ic transact ion process ing errors, numerous interna l contro l break- 
downs, dup l i cate report ing of inventor ies, late correct ion of errors, and 
va lu ing unusab le and obso lete items the same as serv iceab le inventor ies. 

AFLC se l l s re lat ive ly low-cost inventory items through the Systems Sup- 
port Div is ion of the Air Force stock fund. Due to operat ing losses, the 
fund has increased its surcharge on sa les from 13 percent in 1987 to 20 
percent in 1989-a $180 mi l l i on tota l add-on in f isca l year 1989-to 
stay so lvent. Poor cash co l lect ion pract ices, excess inventor ies, and 
account ing prob l ems a l l contr ibuted to the poor f inanc ia l cond it ion of 
the fund. 
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Execut ive Summary 

Princ ipa l F i nd i ngs 

Inaccurate Perpetua l  
Inventory Records 

To ass ist ALC managers who are mak i ng inventory f inanc ia l manage- 
ment dec is i ons, perpetua l i nventory records shou l d prov ide up-to-date, 
accurate informat ion on any i tem in inventory. However, inventory 
i naccuracy has been a cont inu ing prob l em at the ALCS and the sub ject of 
many GAO reports. In f isca l year 1989, GAO'S phys ica l  counts of a stat is- 
t ica l samp l e of 1,771 h igh-do l l ar i nvestment i tems at four AJXS found 
that an est imated 18.3 percent of perpetua l records d iffered from quan- 
t it ies actua l l y in storage. Pro ject ing the samp l e resu lts to the $14 b i l l i on 
in h igh-do l l ar va l ue inventor ies reported ly he ld by the four ALCS, GAO 
est imated that overstatements in inventory records tota led $1.6 b i l l i on 
and understatements tota led $0.8 b i l l i on as of September 30, 1989. 
Overstated record ba l ances cou ld lead to de l ays of procurements cre- 
at ing shortages of needed mater ia l , and understated records cou ld resu lt 
in procurements of excess mater ia l  and, thus, wasted resources. 

These errors in perpetua l i nventory records were caused by interna l 
contro l breakdowns, inc lud ing transact ion process i ng errors, late correc- 
t ion of erroneous records, ignor ing certa in h igh-do l l ar errors found by 
phys ica l  inventor ies, and warehous i ng pract ices that d id not comp l y 
with A ir Force po l i c i es. In recent years, ALCs have inst ituted add it iona l 
contro l procedures to improve the accuracy of inventory data used 
when dec id i ng to purchase rep l en i shment items. However, such efforts 
have not cons istent ly prevented inappropr iate dec is i ons, as ev i denced 
by excess inventor ies. 

Reports on inventory accuracy stat ist ics to ALC top management present 
an unrea l i st ic p icture. Inventory errors for wh ich the cause was ident i- 
f ied in the inventory research process are exc l uded from f ina l accuracy 
stat ist ics. Thus, top managers are not rece iv i ng informat ion that c lear ly 
dep icts the sever ity of prob l ems with inventory record inaccuracy. 

Inventory Va l ues Are 
Inaccurate ly Reported 

” 

Reported do l l ar va l ues for ALC inventor ies were inaccurate and unre l i - 
ab le; GAO'S aud it found over $7 b i l l i on in errors in genera l l edger inven- 
tory accounts at the ALCS for f isca l years 1988 and 1989. Systems 
prob l ems and inadequate account ing procedures caused dup l i cate 
report ing of b i l l i ons of do l l ars worth of inventor ies. Add it i ona l b i l l i ons 
of do l l ars in account ing errors were caused by inadequate reconc i l i at ion 
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procedures, poor ly integrated informat ion co l l ect ion systems, and l itt le 
management attent ion to the qua l i ty of data. 

F inanc ia l  reports of inventor ies were a lso unre l i ab le due to inaccurate 
va luat ions of inventor ies. F irst, unserv i ceab l e and obso lete inventor ies 
were va lued, contrary to requ i rements of genera l l y accepted account i ng 
pr inc ip les and report ing standards, the same as new items. Second, inac- 
curate va l ues were ass i gned to many h igh-do l l ar i tems because Air 
Force inventory pr ic ing po l i c i es were not fo l l owed. About $11 b i l l i on 
worth of h igh-va lue inventory i tems stored at the ALCS needed to be 
repa ired before re issurance to customers, and repa ir costs are est imated 
at $2 b i l l i on. However, the unserv i ceab l e i nventory i tems are ass i gned 
the same va l ue as new items, and repa ir costs are not d isc l osed on f inan- 
c ia l reports, The ALCS have inventory i tems that are obso lete, but no re l i- 
ab l e data ex ist on the amount of obso lete inventory i tems because some 
of them are improper ly c lass if ied as current. Inaccurate pr ic ing of 
inventory i tems was a lso a prob l em. GAO found that 34 percent of the 
i tems it rev i ewed were not pr iced in accordance with Air Force po l i cy, 
caus i ng $464 mi l l i on worth of overpr ic i ng on i tems tested. 

R is ing Pr ices a n d  
Inaccurate Accou 
the Stock F u n d  

nt i ng in 
AIWZ manages the Systems Support Div is i on @SD) of the Air Force stock 
fund, and it sharp ly i ncreased SSD pr ices to its Air Force and other DOD 
customers in recent years to cover operat ing l osses wh i ch resu lted from 
(1) some customers not be i ng b i l l ed for goods purchased and (2) the 
costs incurred in ma inta i n i ng excess i ve inventor ies. GAO est imates that 
the stock fund lost from $30 mi l l i on to $60 mi l l i on in revenues in f isca l 
year 1989 due to b i l l i ng prob l ems. Further, the stock fund has about 7 
years of inventory on hand, and, in f isca l year 1989 a lone, recogn i zed a 
loss from d isposa l of excess inventor ies of $146 mi l l i on. Thus, in f isca l 
year 1989, it imposed a 20 percent surcharge on sa les, add i ng about 
$180 mi l l i on to sa les revenues. 

F inanc ia l  ana lys i s of stock fund act iv ity by AFLC managers is h i ndered 
by inaccurac ies in stock fund f inanc ia l reports. In f isca l year 1989, SSD 
tr ia l ba l ances prepared by the ALCS conta i ned errors of at least 
$278 mi l l i on. Causes of these errors were m istakes in process i ng 
account i ng transact ions, improper t im ing of account i ng entr ies, and 
i nadequate gu i dance to SSD accountants. 

SSD cash ba l ances reported at the end of f isca l year 1989 d id not ref lect 
the resu lts of operat ions because b i l l i ngs were de l ayed to purpose l y 
reduce cash. Th i s was done to avo i d the potent ia l s ituat ion of hav i ng to 

Page 4 GAO/AF’MD-91-34 Air Force Log ist ics Command 



Execut ive Summary 

refund cash that the Secretary of the Air Force m ight have cons i dered 
excess to the stock fund’s needs. 

Recommendat i o ns GAO i s mak i ng a number of spec if i c recommendat i ons to the Com- 
mand i ng Genera l  of AFLC to improve the processes for (1) ensur ing accu- 
racy of perpetua l i nventory records, (2) report ing f inanc ia l data on ALC 
inventor ies, and (3) improv i ng f inanc ia l stewardsh ip of SSD stock fund 
operat ions. The recommendat i ons are intended to ensure that inventory 
and account ing data and reports are accurate, cons istent, and ade- 
quate ly informat ive to be usefu l to A ir Force managers in carry ing out 
the ir f inanc ia l management respons ib i l i t i es. 

Agency Comments DOD and Air Force off ic ia ls, in comment i ng on GAO'S pr inc ipa l f ind ings, 
agreed that improvements are needed in inventory and stock fund 
account ing. A ir Force Log ist ics Command off ic ia ls stated that, in sp ite 
of l im ited staff resources in the f inanc ia l management area, they are 
g iv i ng new emphas i s to improv i ng the accuracy of f inanc ia l i nformat ion 
from Command organ izat ions. 
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Chapter 1 

Introduct ion 

The Air Force Log ist ics Command (AFLC) is v ita l to Amer i ca’s defense 
structure; it prov i des wor l dw ide supp l y and ma i ntenance support to Air 
Force un its and other customers. It a lso is accountab l e for an important 
share of the Air Force’s tota l f inanc ia l resources, contro l l i ng $37 b i l l i on 
in inventor ies. Twenty b i l l i on do l l ars worth of these inventor ies are 
h igh-do l l ar i nvestment i tems stored at the Air Log ist ics Centers (AZ). 
AFLC mi l i tary and c iv i l i an managers face unprecedented f inanc ia l man- 
agement cha l l enges, with the 1990s prom is i ng to be a per iod of t ight ly 
contro l l ed defense budgets and unprecedented emphas i s on f inanc ia l 
management. 

The ob ject ive of good f inanc ia l management in a federa l agency is to 
ensure that, to the max imum pract ica l extent, the resources entrusted to 
the agency are acqu i red and used lawfu l ly, eff ic ient ly, and effect ive ly. 
Dur i ng f isca l year 1990, as part of our overa l l  eva luat ion of Air Force 
f inanc ia l management for f isca l years 1988 and 1989, we comp l eted an 
aud it of AFLC 'S i nterna l contro ls re lated to inventory as we l l  as of its 
f inanc ia l management operat ions and systems. 

Air Force Log ist ics 
Command  

AFLC, headquartered at Wr ight-Patterson AFES near Dayton, Oh io, has the 
m iss i on of prov id i ng wor l dw ide supp l y and ma i ntenance support to Air 
Force un its and other customers. AFLC i s respons ib l e for manag i ng: 

l over 33 percent of Air Force funds; 
. 63 percent of tota l Air Force inventory; 
. bus i ness act iv ity that wou l d make it one of the top 10 industr ia l corpo- 

rat ions in the Un ited States; 
l stock fund sa les of about one b i l l i on do l l ars a year; and 
l over 90,000 c iv i l i an emp l oyees, about one-th ird of the Air Force 

c iv i l i ans. 

AFLC has f ive ALCS, and each center has a un i que m iss i on in terms of the 
types of a ircraft or miss i l es it supports. Each center is organ i zed into the 
same four ma jor d irectorates: mater ia l  management, d istr ibut ion, pro- 
curement, and ma intenance, with f inanc ia l management support from a 
large computer center and the comptro l l er off ice. 

Each ALC has stock ba l ances of 150,000 to 270,000 inventory items. 
About 80 percent of the i tems are c lass if ied as stock fund, wh i ch are 
genera l l y re lat ive ly l ow-cost expendab l e items, such as f i lters, gaskets, 
or sma l l  e lectron ic parts. The rema in i ng 20 percent are c lass if ied as 
i nvestment items. Investment i tems are genera l l y more expens i ve and 
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cons ist of such categor ies as equ i pment and reparab le assemb l i es. Exam- 
p les of i nvestment i tems wou l d be a gu ided m iss i l e launcher, a land ing 
gear assemb l y for an a ircraft, or a radar set. Investment i tem inventory 
represents about 76 percent of the do l l ar va l ue of ALC i nventor ies. 

AFLC F inanc i a l  
Report i ng 

AFXC a l lots budget author ity to the ALCS to execute the ir appropr iated 
fund programs, and the ALCS comm it and ob l i gate those funds for goods 
and serv ices. ALCS report month l y to AFLC on the status of appropr iated 
funds through a system ca l l ed the Data Base Transfer. Va l ues of assets, 
such as i nvestment i tem inventory and equ i pment and amounts of l iab i l- 
it ies, are reported by the ALCS to AF’LC on the ALC’S genera l l edger tr ia l 
ba l ances, wh ich are subm itted as of each March 31 and September 30. 
AFLC conso l i dates the ALCS’ Data Base Transfer reports on the status of 
appropr iat ions and forwards them month l y to the Air Force Account i ng 
and F i nance Center (AFAFC). ' 

The ALCS operate the Systems Support Div i s i on of the Air Force stock 
fund under a revo lv i ng fund concept whereby revenues from sa les are 
used to fund operat ions and rep len ish inventor ies. Month l y genera l 
l edger tr ia l ba l ances are prepared, and the tr ia l ba l ances are forwarded 
to the AFAFC in Denver, as we l l  as to the stock fund manager at AFLC. 
Stock fund inventory ba l ances are inc l uded in these tr ia l ba l ances. 

AFAFC prepares the Air Force’s conso l i dated ba l ance sheet and statement 
of operat ions each year and forwards them to the Department of the 
Treasury. These reports conso l i date the operat ing resu lts and f inanc ia l 
pos it ion of appropr iated and revo lv i ng fund act iv it ies and are prepared 
from a w ide var iety of sources, inc lud ing the tr ia l ba l ances and Data 
Base Transfer reports or ig inat ing at the ALL%, and other Air Force 
act iv it ies. 

Ob ject i ves, Scope, and We eva luated the AL& systems of interna l contro ls to the extent we con- 

Methodo l ogy s idered necessary to meet the fo l l ow ing aud it ob ject ives: 

. determ ine the accuracy of perpetua l i nventory records at the ALCS and 
ident ify contro l weaknesses affect ing the accuracy of those records, 

Y ‘In January 1991, DOD estab l i s hed the Defense F i n ance a n d  Account i n g Serv i ce (DFAS), a  s i ng l e 
organ i zat i on for a l l f i n ance a n d  account i n g act iv i t i es w ith i n the department. The Air Force 
Account i n g a n d  F i n ance Center was mad e  a  c omponent  of the n ew organ i zat i on a n d  is n ow k n own as 
the DFAS, Denver Center. However, w ith i n th is report we  wi l l cont i n ue to refer to it b y its former 
des i gnat i on. 
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. determ ine the accuracy and comp l eteness of account i ng for and f inan- 
c ia l report ing of inventor ies by the ALCS, and 

l determ ine the accuracy of stock fund tr ia l ba l ances, and ident ify any 
interna l contro l prob l ems in revenue co l l ect ion or account i ng pract ices. 

We  performed f ie l dwork dur ing f isca l years 1988, 1989, and 1990. Our 
f isca l year 1988 rev i ew was made at three ALCS: Ogden at Hi l l A ir Force 
Base (AFB), Utah; San Anton i o at Ke l l y AFB, Texas; and Warner Rob i ns at 
Rob i ns AFB, Georg ia. Our f isca l year 1989 rev i ew was made at those ALCS 
p lus the two at T inker AFB i n Ok l a homa City, and McCle l l an AF 'B i n Sac- 
ramento. Our f isca l year 1989 rev i ew bu i lt on the tests we performed in 
f isca l year 1988. We  expanded our test ing in the 1989 aud it to cover 
areas in wh i ch our 1988 aud it ind icated interna l contro l weaknesses, 
such as i naccuracy of perpetua l i nventory records and inventory 
pr ic ing. We  reduced our test ing in areas in wh i ch our 1988 aud it found 
strong contro ls, such as fund account i ng for centra l procurement 
appropr iat ions. 

Our aud it tests in both years focused on those ALC organ izat ions and 
systems respons ib l e for the accountab i l i ty, account ing, and f inanc ia l 
report ing for inventor ies. To test the accuracy and effect iveness of 
f inanc ia l management, we se lected random samp l es of transact ions from 
many aspects of the ALCS’ inventory operat ions. We  exam ined interna l 
contro ls over the rece ipt, storage, and issue of mater ia l; made phys ica l  
i nventor ies of mater ia l  in storage; and tested admin istrat ive and f inan- 
c ia l contro ls over the account i ng for inventor ies. We  stud ied the genera l  
contro l env i ronment at computer operat ions centers at Ogden, San 
Anton io, and Warner Rob i ns ALCS. 

We  were unab l e to perform certa in port ions of our aud it at two locat ions 
due to unusua l  c i rcumstances. F irst, our work at the San Anton i o ALC 
was l im ited in our f isca l year 1988 rev i ew because of the d isrupt ion 
caused by a tornado that d id ma jor damage to its warehouses on Sep- 
tember 17, 1988. San Anton i o ALC off ic ia ls est imated that the tornado 
destroyed warehous i ng locat ions for about 18,000 items. Our f isca l year 
1989 work at Warner Rob i ns ALC was l im ited because a new automated 
warehous i ng system was be i ng insta l l ed at the t ime of our work. 

The large ma i ntenance act iv ity operated at each ALC through the Depot 
Ma i ntenance Industr ia l Fund was aud ited in a separate part of our 
overa l l  aud it. A separate report (GAO/AFMD-9133ML, February 25, 1991) 
was i ssued on the ma i ntenance segment. 
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We performed our aud it in accordance with genera l l y accepted govern- 
ment aud it ing standards and, accord ing ly, inc l uded such tests of the 
account ing records and such other aud it ing procedures as we cons i dered 
necessary. Because it was not poss ib l e to ver ify a l l, or even a ma j or por- 
t ion, of the transact ions compr i s i ng a year’s operat ions, we assessed 
whether the interna l contro ls in effect were adequate to ensure the 
integr ity of the f inanc ia l accounts. Based on an ana lys i s of the interna l 
contro ls, we then determ ined the extent of deta i l ed test ing necessary 
and des ignated the areas requ ir ing intens ive examinat ion. 

To study and eva luate the interna l account ing contro ls of ALCS, we 
app l i ed GAO'S i nterna l contro l eva luat ion methodo l ogy. The methodo l ogy 
is a r isk-or iented approach used to ascerta in the amount of re l i ance that 
can be p l aced on a system of interna l contro ls. F irst, we rev i ewed the 
Air Force’s po l i c i es and procedures and prepared a descr ipt ion of the 
interna l contro l structure. We  then subd iv i ded the overa l l  system of 
interna l contro ls into transact ion cyc l es in order to categor ize group ings 
of events and the re lated transact ions, systems, process i ng procedures, 
and data bases. For the purpose of th is report, we have categor ized the 
s ign if icant interna l account ing contro ls into two cyc les: the inventory 
cyc l e and the system support stock fund cyc le. 

We  rev i ewed interna l contro ls wh ich (1) d irect ly inf luenced the depend- 
ab i l i ty of the account ing records and the f inanc ia l statements and 
(2) re lated to author izat ion and resource accountab i l i ty. Author izat ion 
contro ls concern top management’s d irect ion to ensure that act iv it ies are 
carr ied out in accordance with cr iter ia estab l i shed by law, regu lat ion, 
and po l i cy. Resource accountab i l i ty i nvo l ves ma inta in i ng phys ica l  con- 
tro ls over inventor ies and ma inta in i ng accurate perpetua l i nventory 
records. Our assessment of the interna l contro ls d irect ly inf luenced the 
nature and extent of the year-end aud it procedures we app l i ed to 
exam ine account ba lances. Our aud it work focused on those contro l po l i - 
c i es and procedures that (1) cou ld have a mater ia l  effect on account ba l- 
ances and (2) ensured comp l i ance with l aws and regu lat ions. 

We  performed contro l test ing to determ ine whether key interna l contro l 
techn iques were operat ing as descr ibed. We  conducted deta i l ed tests to 
determ ine the accuracy of account ba l ances for those accounts re lated to 
the inventory and system support stock fund cyc les. A ma jor e l ement of 
our exam inat i on was a phys ica l  i nventory based on a stat ist ica l samp l e 
of h igh-do l l ar i nvestment items. 
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Chapter 1 
Introduct ion 

To test the accuracy of as many inventory do l l ars as feas ib le, we used 
the do l l ar-un it samp l i ng methodo l ogy (see append i x I), wh ich dramat i- 
ca l l y i ncreased the probab i l i ty that h igh-do l l ar i tems wou l d be inc l uded 
in the samp le. At the four ALCS where we made phys ica l  inventor ies, we 
counted about 1 percent of the i nvestment i tems wh ich made up about 
12 percent of the do l l ar va l ue of i nvestment i tem inventor ies at those 
locat ions. An exp lanat ion of our samp l i ng methodo l ogy and samp l e 
resu lts are in append i x I. 

The Air Force rev i ewed its system of interna l account ing and adm in i s- 
trat ive contro ls in f isca l years 1988 and 1989 as part of the Department 
of Defense’s overa l l  comp l i ance with the Federa l Managers’ F inanc ia l  
Integr ity Act of 1982 (Pub l i c Law 97-266). In its reports to the Depart- 
ment of Defense, the Air Force noted severa l interna l contro l weak- 
nesses in the ALCS’ key cyc les. We  rev i ewed those reports and cons i dered 
the ir f ind ings in our determinat ion of the nature, t im ing, and extent of 
our aud it tests. 

Each chapter of th is report d i scusses work we comp leted on spec if i c 
f inanc ia l management and interna l contro l funct ions. Chapter 2 presents 
the resu lts of our tests of the accuracy of perpetua l i nventory records. 
Chapter 3 d i scusses our exam inat i on of account ing and f inanc ia l 
report ing of inventory account ba lances. Chapter 4 presents the resu lts 
of our tests of tr ia l ba l ance informat ion for the Systems Support Div i- 
s i on of the stock fund. 
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Chapter 2 

Inventory Quant ity Records Are Inaccurak 

The accuracy of ALC perpetua l i nventory records can affect whether too 
l itt le or too much inventory is purchased. Over the years, GAO and the 
Air Force Aud it Agency have reported that these records are chron ica l l y 
wrong. In f isca l year 1989, we conducted inventor ies at four ALCS based 
on stat ist ica l samp les, and we determ ined that perpetua l records were 
wrong for 18.3 percent of the i nvestment items. Recogn i z i ng the impor- 
tance of inventory accuracy, the ALCS have deve l oped add it iona l con- 
tro ls and new informat ion systems to he lp avo i d inappropr iate 
purchas i ng dec is i ons. However, in sp ite of such efforts, ma i ntenance of 
proper inventory leve ls by the Air Force has cont i nued to be a ser ious 
prob l em, as ev i denced by large amounts of excess and obso lete 
inventor ies. 

Air Force research to ident ify causes of the inaccurate inventory 
records found that errors occurred because of a var iety of errors in 
process i ng and record ing inventory transact ions. Our rev i ews of sys- 
tems and contro ls ident if ied add it iona l causes, inc lud ing not act ing upon 
quest ionab l e cond it i ons ident if ied by ex ist ing contro l systems, late cor- 
rect ion of records known to be wrong, ignor ing errors ident if ied by 
phys ica l  counts, and warehous i ng pract ices that d id not comp l y with 
po l i cy. 

ALC Perpetua l  
Inventory Systems 

AFW manages its $19.8 b i l l i on of i nvestment i tems on an item-by- item 
bas is, each i tem hav i ng a un i que nat iona l stock number (NSN). AIL i nven- 
tory systems are h igh ly computer i zed and mechan i zed to hand l e the 
thousands of transact ions processed each day for over one mi l l i on ind i- 
v idua l i tems stored at the ALCS. The ALC perpetua l i nventory systems are 
i ntended to prov ide management with current and accurate informat ion 
on how many of each i tem are in the inventory. The perpetua l i nventory 
system shou l d ma inta i n a cont i nuous record of stock on hand, increas ing 
the ba l ance when stock is rece i ved at the ALC and decreas i ng the ba l ance 
when stock is removed from storage for a customer. It tracks quant it ies 
of stock on hand and ma inta i ns a h istory of transact ions on each item. 
F’urther, every i tem in storage is ass i gned one or more of 16 cond it i on 
codes that s ign ify, for examp le, whether quant it ies of the i tem are new, 
need repa ir, or are obso lete. 

Each ALC has a Mater ia l  Management Directorate (MM) that manages 
each type of i tem ind iv idua l l y, inc lud ing dec id i ng to purchase or repa ir 
an i tem to rep len ish stock. Th i s MM process, ca l l ed a requ i rements com- 
putat ion, cons i ders the quant it ies of inventory i tems on hand, in trans it, 
and in repa ir; pro jected usage rates; and procurement lead t imes. 
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Perpetua l  i nventory record accuracy is cr it ica l to accurate dec is i ons in 
the requ i rements computat i on process. A dec is i on to buy the wrong 
quant ity of an i tem can resu lt in e ither excess inventory or in cr it ica l 
shortages. Soph ist i cated inventory systems have been des i gned to pro- 
v ide inventory informat ion to dec i s i onmakers prompt ly and accurate ly. 
In theory, a manager shou l d be ab l e to extract accurate and re l i ab le data 
from the ALC perpetua l i nventory system at any t ime and be ab le to use 
the data in dec id i ng how many of an i tem to buy. In pract ice, th is too 
often is not the case. 

Inventory Inaccuracy Over the past 20 years, we have i ssued over 100 reports dea l i ng with 

Is a Long-Stand i ng spec if ic prob l ems in DOD and Air Force inventory management and have 
recent ly noted that inventory rema ins an area h igh ly suscept ib l e to m is- 

Prob l em management, fraud, and abuse. Some recent i ssues reported have been 
the accumu lat i on of excess DOD i nventor ies and inventory management 
prob l ems that demand i ncreased attent ion by top management. 

An examp l e of an inventory management prob l em at the ALCS was c ited 
in a March 1990 GAO report.’ It stated that a ircraft parts inventor ies 
grew from $17.3 b i l l i on in 1980 to $63.6 b i l l i on in 1988 and that unre- 
qu ired a ircraft parts i ncreased at a faster rate than requ ired stocks. 
(Unrequ i red inventory is inventory not needed to meet current needs 
and war reserve requ irements.) Another examp l e was in a June 1989 
report2 wh i ch stated that Air Force f isca l year 1989 requ i rements for 
stock-funded a ircraft i tems d id not cons i der $186.2 mi l l i on of app l i cab le 
depot supp l y leve l assets that were ava i l ab le to sat isfy these requ ire- 
ments. As a resu lt, requ i rements for the affected i tems were overstated. 

In response to such inventory management prob l ems, AFLC has in it iated 
a number of programs to improve inventory accuracy. One is an in it ia- 
t ive ca l l ed Log ist ic Management Systems, wh ich is estab l i sh ing new 
computer i zed inventory management systems. However, the systems are 
sti l l be i ng deve l oped. In any case, ex ist ing data need to be accurate and 
re l i ab le for current management of inventory programs as we l l  as for 
convers i on to the new systems. 

lDefense Inventory: T o p  Man a g emen t  Attent i on Is Cruc i a l  (GAO/NSIAD-90-146, March 26,199O). 

nt of Backordered Aircraft Items Nee d s  Improvement 
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Phys ica l  Inventor ies Us ing a stat ist ica l samp le, dur ing f isca l year 1989, we conducted phys- 

D isc losed Inaccurate i ca l i nventor ies of 1,771 i nvestment i tems va lued at $1.83 b i l l i on. We  d id 
th is at four ALCS. Pro ject ing our samp l e resu lts, we est imate that 18.3 

Perpetua l  Inventory percent of the perpetua l records d iffered from what was actua l l y in 

Records at ALCs i nventory and that the $14.8 b i l l i on of inventory records at the four 
ALCS conta ined do l l ar errors tota l ing about $2.3 b i l l i on (16.6 percent). 
Th i s est imate of do l l ar errors cons isted of $1.6 b i l l i on of overstated 
inventory records and about $0.8 b i l l i on of understated records for a net 
overstatement of about $0.7 b i l l i on. See append i x I, tab le 1.2, for deta i l s 
on samp l e pro ject ions of inventory errors. 

These pro ject ions were based on the phys ica l  i nventor ies wh ich were 
conducted in October 1989 with records reconc i l ed to ba l ances as of Sep- 
tember 30, 1989. Tab l e 2.1 prov ides deta i l s, by ALC, of these phys ica l  
inventor ies: 

Tab l e 2.1: Phys ica l Inventory Resu lts at 
Four ALCs as of September 30,1989 Do l l ars in mi l l i ons 

Va l u e of i tems i nventor i ed 
Amount of understated records 
Amount of overstated records 
Tota l va l ue of errors 

Air Log ist ics Centers 
Ok l ahoma San 

Ogden City Sacramento Anton io Tota ls 
$514.2 $282.6 $706.3 $324.6 $1,827.7 

18.2 0.5 5.2 13.5 45.4 
102.1 3.3 102.7 30.2 238.3 

$120.3 $11.8 $107.9 $43.7 $283.7 

Compared to the 16.6 percent va lue d ifference d i sc l osed by the f isca l 
year 1989 phys ica l  i nventory, our f isca l year 1988 phys ica l  i nventor ies 
produced s im i l ar resu lts. We  observed phys ica l  i nventor ies at Ogden and 
Warner Rob i ns ALCS and found about a 13-percent do l l ar va l ue d iffer- 
ence between perpetua l i nventory records and warehouse ba lances. The 
counts we observed covered $129.6 mi l l i on of inventor ies, and the phys- 
ica l i nventor ies d i sc l osed gross errors tota l ing $16.7 mi l l i on. 

AU off ic ia ls recogn i ze that the perpetua l i nventory records have been 
chron ica l l y i naccurate over the years. In an attempt to compensate for 
th is, MM managers have deve l oped add it iona l procedures to increase the 
accuracy of data used in the requ i rements determinat ion process. For 
examp le, informat ion ava i l ab le through the who lesa l e stock contro l and 
d istr ibut ion system used by i tem managers prov ides supp l ementary 
data on inventory ba lances, but managers can be assured of accurate 
data on ly by a conf irm ing phys ica l  count. As a resu lt, we were to ld by 
i tem managers that they often request spec ia l  phys i ca l  i nventor ies to 
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ensure that accurate amounts are used when mak i ng requ i rements com- 
putat ions for h igh-do l l ar or cr it ica l i tems. Although such procedures are 
probab ly often effect ive in compensat i ng for inaccurate perpetua l 
i nventory records, they are not an adequate subst itute for the k i nds of 
system ic interna l contro ls needed to ensure re l i ab le inventory informa- 
t ion. Cons ider i ng the chron ic prob l ems ident if ied by aud its of DOD i nven- 
tory management, it is apparent that contro ls have not been effect ive. 
To the extent that MM off ic ia ls use inaccurate perpetua l i nventory data 
to make dec is i ons, inaccurate budget requests and inventory procure- 
ments of inappropr iate quant it ies wi l l  resu lt. 

AFLG off ic ia ls acknow ledged the poss ib i l i ty of inappropr iate procure- 
ments due to inaccurate inventory records, but emphas i zed that proce- 
dures ex ist to prevent errors in the requ i rements process. They stated 
that many of the var i ances in inventory ba l ances are corrected through 
day-to-day supp l y operat ions such as locat ion surveys, locat ion reconc i l - 
iat ions, and the ongo ing phys ica l  i nventory process. 

Causes of Inaccurate 
Inventory Records Are 
Numerous 

. 

AIL research on inventory errors showed that most errors were caused 
by prob l ems in inventory transact ion process ing. Our work conf i rmed 
that transact ion process i ng caused many errors; it a l so ident if ied severa l 
other factors resu lt ing in i naccurate inventory records: 

not fo l l ow ing up on irregu lar cond it i ons ident if ied by ex ist ing contro l 
systems, 
late correct ion of records known to be wrong, 
ignor ing the resu lts of inventor ies that ident if ied errors, and 
warehous i ng pract ices that d id not comp l y with po l i cy. 

Transact i on Process i ng 
Errors Are a Common  
Cause of Inaccurate 
Inventory Records 

After a phys ica l  i nventory is comp leted, counts are compared to per- 
petua l records and any d ifferences are referred to a research process 
that attempts to iso late the cause of the errors. In accordance with AFW 
regu lat ion 67-9, chapter 6, errors under $16,000 genera l l y rece ive l im- 
ited research. However, if an error is over $16,000 or invo l ves contro l l ed 
i tems (for examp le, sma l l  a rms or c lass if i ed or p i l ferab le items), the ALX: 
researches i tem transact ion h istor ies and a lso rev i ews subs id i ary inven- 
tory systems to search for causes of errors. 

A lthough research on errors under $16,000 often produced no conc lu- 
s i ve resu lts, research on errors over $16,000 genera l l y found the causes. 
For errors exceed i ng $600,000, the cause was a lmost a lways ident if ied. 
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Errors common l y  ident if ied by the research process were transact ions 
that were e ither inaccurate ly or i ncomp lete l y recorded in the perpetua l 
i nventory system. For examp le, research resu lts found examp l es where 
a sh i pment of mater ia l  was made, but no correspond i ng reduct ion to the 
perpetua l i nventory record was recorded. Other examp l es of inaccurate 
or i ncomp lete transact ions were (1) rece ipts of mater ia l  for wh ich the 
entry recorded the wrong quant ity or (2) rece ipts of mater ia l  wh i ch 
were not posted to the perpetua l record. 

Proper Use of Ex ist ing 
Contro l  Systems Cou l d  
Have Prevented Errors 

Perpetua l i nventory records wou l d have been more accurate if the ALCS 
had proper ly fo l l owed up on ma j or inventory errors ident if ied by 
interna l contro l systems. The Comptro l l er’s inventory account ing system 
at each ALC i s l i nked with the perpetua l i nventory systems to obta in 
inventory data for f inanc ia l report ing. The inventory account ing system 
is programmed with ed its that ident ify probab le h igh-do l l ar errors in 
perpetua l i nventory records; however, because the potent ia l errors were 
not adequate ly researched, some h igh-do l l ar errors ident if ied by the 
ed its were not corrected. The fo l l ow ing examp l e ident if ied at the Ogden 
ALC i l l ustrates th is po int. 

A d ig ita l ind icator was ident if ied as a quest ionab le i tem on a Ju l y 1989 
except ion report because a rece ipt transact ion had been recorded in the 
perpetua l i nventory record invo lv i ng a quant ity i ncrease of 10,021 un its 
at $20,720 each, for a tota l transact ion of $207,630,911. A lthough the 
do l l ar amount was extraord inar i l y large, th is transact ion was not 
researched. After we po inted out its quest ionab le nature, ALC staff 
researched it and found that it shou l d have been posted for a quant ity 
of on ly 21. Ogden ALC’S i nventory ba l ance was not reduced for th is 
transact ion unt i l January 1990, leav ing the perpetua l i nventory record 
overstated by 10,000 un its and $207 mi l l i on for over 6 months. 

Our aud it tests at the Sacramento ALC i n f isca l year 1989 d i sc l osed s im- 
i lar s ituat ions caus i ng errors of $246 mi l l i on in perpetua l i nventory 
records. We  ident if ied three transact ions, each of wh ich overstated the 
quant ity of the i tem by 10,000 un its. These three transact ions were 
researched and corrected on ly after we po inted them out to loca l 
off ic ia ls. 

ALC off ic ia ls to ld us that the research was not comp leted because of 
staff ing shortages. When we br iefed AFLC top off ic ia ls on th is matter, 
they agreed that staff ing shortages were severe, but stated that more 
emphas i s was needed on tra in ing to ensure the fu l l ut i l i zat ion of l im ited 

Page 17 GAO/AFMD-91-24 Air Force Log ist ics Command 



Chapter 2, 
Inventory Quant ity Record9 Are Inaccurate 

staff. They agreed that research needed to be comp leted, espec ia l l y on 
h igh-do l l ar transact ions. 

Late Correct i on of 
Erroneous Records 
Increased the Error Rate 

Perpetua l i nventory records known to conta in h igh-do l l ar errors were 
not prompt ly corrected. The ALCS do not correct records unt i l they have 
comp leted research to determ ine the causes, a process wh ich often takes 
weeks or months. However, AFLC regu lat ion 67-9 states that “Under no 
c i rcumstances wi l l  the inventory ad j ustment voucher . . . be he ld beyond 
21 days. If the d i screpancy cannot be reso lved, the ad j ustment must be 
processed . . , .” We  tested comp l i ance with th is prov is i on of the regu la- 
t ion by rev iew ing promptness of research on the errors ident if ied by our 
phys ica l  i nventory samp le. 

Our f isca l year 1989 tests showed that ALCS d id not comp lete research 
with in 21 days on 36.6 percent of the errors, and, to compound the s ig- 
n if i cance of the prob l em, noncomp l i ance was most frequent on h igh- 
do l l ar errors, where 63.2 percent of the errors were not researched 
with in 21 days. S ince the ALCS do not correct errors unt i l research is 
comp lete, h igh-do l l ar errors are left uncorrected for extended per iods. 
The fo l l ow ing tab le i l l ustrates the extent of comp l i ance with research 
requ i rements for errors over and under $500,000. 

Tab l e 2.2: Inventory Error Research Is 
Not Prompt 

Errors and research t ime 

Error amounts 
Over Under 

$500,000 $500,000 Tota ls 
Number  of researched errors 9 5  3 4 1  4 3 6  
Number  exceed i n g  2 1  days 60 99 159 
Percent exceed i n a  2 1  days 63.2 29.0 36.5 

Wh i l e s ome of the research de l ays exceeded the 21-day cr iter ia by on ly 
a few days, 68 (43 percent) of the 169 errors were in research for over 
60 days. 

ALC managers stated that lengthy research is somet imes necessary to 
ensure that the cause of h igh-do l l ar inventory var i ances is correct ly 
ident if ied. AFLC off ic ia ls a l so made th is po int, but acknow ledged that AU: 
staff are prone to leave h igh-do l l ar errors in research rather than adm it- 
t ing to an error exceed i ng $600,000 that must be processed through the 
ALC Commander’s off ice, 
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Some  Inventory Errors 
Wer e  Ignored and Not 
Corrected 

Some  h igh-do l l ar i nventory errors were left uncorrected because the 
inventory resu lts were s imp l y  i gnored or “cance l ed” rather than 
processed as inventory ad justments. Cance l l at i on of an inventory at an 
ALC mean s  that the inventory count i s never entered into the inventory 
record so that it appears that the phys i ca l  count was never made. The 
effect i s that a known error i s left in the perpetua l i nventory record. 

W e  rev i ewed se l ected item s  on wh i ch i nventory cance l l at i ons had 
occurred at the Ogden ALC and found ser i ous prob lem s  in i nventory 
records. W e  counted 14 h igh-do l l ar item s  on wh i ch cance l l at i ons had 
occurred in f isca l year 1989 and found perpetua l i nventory errors in a l l  
14. For examp l e, on January 24, 1990, we counted gu i ded m iss i l e 
l aunchers and found 640 of these item s  in the warehouse. However, a 
quant ity of on l y 679 item s  was recorded on the perpetua l i nventory 
record. The inventory error (61 items )  at the tim e  of our test count 
amounted to $1.3 1 m i l l i on. An ALC count of th is item  had been cance l ed 
on September 26,1988. The cance l ed i nventory d i screpancy then was 
$1.26 m i l l i on. The item  was counted and cance l ed aga i n by the ALC on 
Apr i l  16, 1989, when the inventory d i screpancy was $1.27 m i l l i on. 

In our v i ew, th is i s an examp l e  of a s ign if i cant inventory error that ALC 
staff were aware of, but left in the system to avo i d tak ing a h igh-do l l ar 
i nventory ad justment. F r om September 1988 through January 1990, the 
perpetua l i nventory record for th is item  was understated by about $1.26 
m i l l i on, If an inventory manager used th is informat i on in a requ irements 
dec i s i on for th is item , the resu lt wou l d probab l y be a purchase of an 
excess quant ity. Furthermore, year-end inventory f inanc ia l  reports for 
both f isca l years 1988 and 1989 i nc l uded th is $1.25 m i l l i on error. 

W e  were to ld by Ogden ALC staff that the reason for s ome of the cance l - 
lat ions was to avo i d mak i ng, and hav i ng to report to ALC management, a 
h igh-do l l ar i nventory ad justment. High-do l l ar errors, espec i a l l y those 
exceed i ng $600,000, are genera l l y reta ined in the AU: research process 
unt i l  a cause for the error can be ident if ied. When  a cause i s found, the 
appropr iate correct ions are made. If no cause i s found, a phys i ca l  i nven- 
tory ad justment must be processed and, for errors over $600,000, must 
be approved by the ALC Commander. W e  were informe d  that such item s  
are often kept in research for extended per iods, s omet imes exceed i ng 
180 days, and then cance l ed because the data are o ld. Th i s  pract ice v io- 
lates an Apr i l  1988 AF LC po l i cy m em o  wh i ch proh ib i ts the use of cance l - 
lat ions to avo i d h igh-do l l ar ad justments and states that extens i ve 
research tim e  is not a va l i d excuse for cance l l at i ons. 
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Warehous i n g Pract ices Do  Errors in perpetua l i nventory records are a lso frequent ly caused by 
Not Comp l y  W ith Po l i cy prob l ems in warehous i ng pract ices at ALCS. Our aud it d i sc l osed two 

types of prob l ems. F irst, recounts were not a lways done as requ ired 
dur ing the phys ica l  i nventory process. Second, storage locat ions were 
recorded erroneous ly, creat ing errors in phys ica l  counts because the 
mater ia l  was not in expected locat ions. 

Dur ing f isca l years 1988 and 1989, we observed AU: phys ica l  i nventory 
procedures and made extens ive test counts of items. We  conc l uded that 
Air Force personne l genera l l y comp l i ed with inventory gu ide l i nes and 
that the ir counts were usua l l y accurate. However, we noted at some 
ALCS that recounts were not a lways be ing made when requ ired. When 
the person mak i ng the phys ica l  i nventory enters a count quant ity into 
the computer, the computer compares the count to the quant ity 
recorded in the system. If the data d isagree, the computer automat ica l l y 
demands a recount. No d isc l osure is made to the warehouse worker of 
the quant ity or amount recorded in the system. 

We  observed severa l occas i ons in wh ich warehouse workers s imp l y re- 
entered the or ig ina l counts rather than recount ing the i tems as requ ired. 
The computer is programmed to automat ica l l y accept the recount quan- 
t ity. A lthough certa in add it iona l contro ls ex ist to ident ify inaccurate 
counts, fa i lure to recount substant ia l l y i ncreases the r isk that erroneous 
data are be ing entered into the inventory system. For examp le, at the 
Ogden ALC, an interna l eva luat ion found over $800,000 of inventory 
(122 i tems) had fa l len from pa l l ets and had e ither dropped to the f loor 
or were lodged between storage racks. Th i s eva luat ion covered just one 
large bay of an act ive warehouse. Proper l y conducted recounts wou l d 
i ncrease the probab i l i ty that such m is l ocated i tems wou l d be d iscovered. 

We  observed other fau lty warehous i ng pract ices at ALCS l ead ing to inac- 
curate locat ion informat ion for items, An examp l e was at San Anton io 
ALC, where, for 148 items, we ident if ied 27 instances where inventory 
was stored in locat ions other than those ident if ied in the perpetua l 
i nventory records. San Anton io ALC off ic ia ls stated that th is cond it i on is 
not uncommon in the ir warehouse system, and that they are correct ing 
th is prob l em dur ing the research process assoc iated with inventor ies. 
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Some  Inventory The AUS report ing of inventory errors focuses on deve l op i ng stat ist ics 

T ransact i on P rob lem s  show ing h igh rates of accuracy as opposed to fu l l d i sc l osure and correc- te i on of recurr ing prob lems.  The fu l l extent of inventory errors i s not d is- 
Are Not D isc l osed to c l osed to top management at ALCS or AF LC due to the process fo l l owed at 

Manag ement  ALCS in research i ng and correct ing the errors. If the research process 
ident if ies an improper l y processed transact ion that caused the inven- 
tory error, inventory records are corrected by revers i ng or post ing the 
incorrect transact ion, and no d i sc l osure i s mad e  to top ALC management 
that an inventory error occurred. An inventory error i s acknow ledged 
on l y when the transact ion caus i ng the error cannot be ident if ied. 

Current po l i cy a l l ows such use of reversa l s of transact ions to correct 
inventory records, However, in a pr ior report, we took the pos it i on that 
reversa l s are incons istent w ith ensur i ng comp l ete inventory accuracy 
report ing.3 Th i s  i s because a reversa l of an error i s done with in the AIX 
supp l y d irectorate and rece i ves no v is i b i l i ty by top A ir Force managers 
who have concerns w ith overa l l  i nventory accuracy, and off ic ia l reports 
of inventory accuracy stat ist ics exc l ude reversed errors from  f ina l accu- 
racy rates. 

ALC report ing pract i ces on inventory accuracy stat ist ics resu lt in sub- 
stant ia l d i fferences between inventory error rates before and after 
research. For examp l e, Ogden ALC’S fourth quarter 1989 inventory 
samp l e  showed a before-research do l l ar error rate of 17 percent; how- 
ever, the after-research do l l ar error rate was reported at l ess than 1 per- 
cent. W e  be l i eve that these stat ist ics can lead a manager to conc l ude that 
inventory accuracy i s exce l l ent, as ref lected by 99 percent accuracy 
after research, when in fact the before research data more accurate l y 
ref lect the status of the inventory records at any po int. Th i s  i s because 
the before research data essent ia l l y take a “snapshot” of the extent of 
inventory record accuracy at a part icu lar po int. W e  be l i eve that the 
snapshot v i ew of inventory records i s the important measure, because 
managers need to be ab le to obta in accurate inventory data on a per- 
petua l bas i s to ass i st them  in dec i s i on-mak i ng. 

AF LC managers agreed w ith our informat i on, but emphas i z ed that AFLC 
management rev i ews both before and after research accuracy resu lts, 
thereby tak ing into cons iderat ion the extent to wh i ch reversa l s had 
affected inventory accuracy stat ist ics. Further, they po inted out that 
AFW  deve l oped the use of before-research accuracy measures to produce 

31nventory Man a g emen t :  A ir F orce Inventory Accurxy Prob l ems (GAO/NSIAD-88- 1 3 3 ,  Ma y  12, 
l@W.  
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more comp lete d isc l osure of inventory accuracy data. They a lso sa id 
that AFLC was respons ib l e for po l i c i es requ ir ing phys ica l  i nventor ies 
based on stat ist ica l samp l es to prov ide better d isc l osure to management 
on inventory accuracy. 

Conc l us i ons Perpetua l i nventory ba l ances are the foundat ion of management dec i- 
s i ons for Air Force inventor ies. However, AN perpetua l i nventory 
records are substant ia l l y i naccurate and prov ide m is l ead i ng inventory 
data to systems used in requ i rements computat i ons and f inanc ia l 
report ing. Chron ica l l y i naccurate records have led to the deve l opment of 
add it iona l interna l contro ls wh ich attempt to improve the qua l i ty of 
data used in requ i rements dec is i ons. However, such add it iona l steps are 
not eff ic ient and cons istent in prevent ing inappropr iate dec is i ons. Fur- 
thermore, prev ious GAO work has ident if ied the amount of excess DOD 
i nventor ies as a ser ious prob l em. 

ALC managers do not effect ive ly use the va luab le informat ion prov ided 
by research of phys ica l  i nventory errors to iso late and correct the 
causes of errors. Research shows that errors are often caused by 
prob l ems in inventory transact ion process ing, and management needs to 
aggress i ve l y seek so lut ions to the prob l ems. Recurr ing inventory man- 
agement prob l ems are not adequate ly d i sc l osed to top management in 
AFLC because of the pract ice of not report ing reversed erroneous trans- 
act ions rather than mak i ng fu l l d i sc l osure of the errors. We  be l i eve that 
more d isc l osure of inventory prob l ems wou l d i ncrease management 
attent ion to reso lv i ng under ly i ng causes of those prob l ems. 

Recommendat i o ns We recommend that the Commander, Air Force Log ist ics Command, 
d irect the ALC Commanders to 

increase management emphas i s on the ident if icat ion and correct ion of 
the ma j or causes of inaccurate perpetua l i nventory records, 
requ ire the thorough and prompt comp let i on of research on known 
inventory prob l ems, 
ensure that phys ica l  i nventor ies are not cance l ed to avo id h igh-do l l ar 
ad justments, 
ensure that requ ired recounts are made dur ing the phys ica l  i nventory 
process with an emphas i s on survey i ng the area for m is l ocated mater ia l , 
and 

Page 22 GAO/AFMD-91-34 Air Force Log ist ics Command 



Chaptm 2 
Invemtory Quant ity i tecmdn Are Inaccnrate 

. requ ire reports, based on phys ica l  i nventory f ind ings, to top manage- 
ment on the amount of reversa ls made to correct erroneous perpetua l 
i nventory records. 
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Are Inaccurak 

The financia l systems for account ing for inventor ies cou ld not be rel ied 
upon for accurate information on the dol lar va lues of AFLC inventories, 
and financia l reports of inventory va lues provided to AFLC by the ALCS 
were substant ia l ly inaccurate. We identif ied ALC errors total ing $7 bi l- 
l ion in general ledger inventory accounts for f isca l years 1988 and 1989. 

Also, reported inventory va lues were further misstated due to Air Force 
po l ic ies wh ich required that unserv iceab le and obsolete inventory be 
va lued the same as new items. AFW ass igns va lues to its inventory items 
based on the most recent representative procurement cost. The ALCS 
store over $11 bi l l ion of unserv iceab le inventor ies with an est imated 
cost to repair of about $2 bi l l ion. Simi lar ly, obsolete inventory items- 
those un l ike ly to ever be used- are not va lued as such in the records. 
Instead, such items are va lued the same as items current ly in demand. 
We tested 329 items va lued at $804 mi l l ion and found that 34 percent 
were not va lued in accordance with Air Force po l ic ies. Consider ing these 
valuat ion prob lems p lus the quantity errors noted in chapter 2, we have 
conc luded that the AFLC cannot deve lop an accurate total va lue for its 
inventory. 

Inventory Va lues Were Although accurate inventory accounts can provide va luab le information 

Distorted by Large for use in f inancia l management of Air Force inventories, th is opportu- 
n ity is lost at the ALCS under present cond it ions. General ledger accounts 

Genera l Ledger Errors for f isca l years 1988 and 1989 at the ALCS we audited contained seri- 
ous ly f lawed information. 

Our audit tests identif ied about $7 bi l l ion in general ledger errors in 
inventory accounts during the 2 f isca l years. Tab le 3.1 summar izes the 
errors: 

Tab le 3.1: General Ledger Errors in AFLC 
Inventory Account8 in F isca l Years 1988 Dol lars in b i l l ions 
and 1989 Amount of error 

Reason for error 1988 1989 
$2.63 

$2.16 
0.98 0.10 

Dup l i cate report ing of inventory 
Unsupported account ba lance 
Account not accurate ly reconc i l ed to subs id iary system 
Subs id iary system errors not researched and recorded on the 

Qenera l ledger 0.78 
Account ing errors in post ing to accounts 0.49 
Tota ls 53.14 $4.00 
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Three ma j or prob l em areas caused these genera l l edger errors: 

. Inadequate contro l procedures over genera l l edger ba l ances resu lted in 
errors and dup l i cate report ing. 

9 Large errors in subs id i ary accounts were automat ica l l y recorded in gen- 
era l l edger inventory accounts. 

. Computer system prob l ems in subs id i ary inventory systems caused 
dup l i cate report ing. 

Genera l  Ledger 
Comp i l at i on Procedures 
Were  Inadequate 

At every ALC we v is ited dur ing both years of our aud it, we found inade- 
quate genera l l edger account ing procedures. We  po inted out $3.1 b i l l i on 
in inventory account ing errors at the three ALCS v is ited dur ing f isca l 
year 1988, and found an add it iona l $4 b i l l i on of errors at the f ive AU=S 
we v is ited in f isca l year 1989. The errors were pr imar i l y caused by the 
l ack of reconc i l i at ions between the genera l l edger account ba l ances and 
support ing data in subs id i ary systems and reports, and by the same 
inventor ies be ing inc l uded in more than one subs id i ary system. 

The $3.1 b i l l i on of genera l l edger errors ident if ied by the f isca l year 
1988 aud it were: 

. At two US, the genera l l edger accounts for “inventory dropped but not 
sh ipped-fore ign mi l i tary sa l es” conta ined unsupported ba l ances 
tota l ing $2.16 b i l l i on. At Warner Rob i ns AE, the account had a cred it 
(negat ive) ba l ance of $2.1 b i l l i on as of September 30, 1988, on the f ina l 
genera l ledger. The genera l l edger accountant had no support for the 
ba lance, agreed that the account was in error, and stated that the 
account had been in error s i nce at least 1983. Subsequent research ind i- 
cated the account shou l d have conta ined a deb it (pos it ive) ba l ance of 
on ly $1.4 mi l l i on. The Ogden ALE had an overstatement of $90.7 mi l l i on 
in th is s ame account as of September 30,1988. Ogden comptro l l er staff 
were uncerta in as to how to comp i l e th is account. After severa l consu l- 
tat ions with headquarters, it was f ina l l y determ ined that the account 
was overstated and needed to be ad justed from $110.9 mi l l i on to $20.2 
mi l l i on. The ad j ustment was made in November 1988. 

. At the San Anton io U, we noted $0.98 b i l l i on of errors in genera l 
l edger accounts because the accounts had not been accurate ly reconc i l ed 
to subs id i ary systems. The accounts for contractor-he ld mater ia l  and for 
mater ia l  (repa ir i tems) with contractors were not reconc i l ed as requ ired 
with data in the Contractor Repa ir Inventory System. After performing 
the reconc i l i at ion at our suggest ion, the San Anton io genera l l edger 
accountant corrected the account ba l ances with ad j ustments of $696.8 
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m i l l i on and $169.2 m i l l i on, respect ive l y. In add it ion, the account for 
“mater i a l  i n stores-other” conta i ned an error of $109.3 m i l l i on. The 
genera l l edger accountant adv i sed us that he had corrected th is account 
in f isca l year 1988 when h i s ver if icat ion work showed that he had not 
been rece i v i ng the correct data from  the E lectron i c Secur i ty Command .  

Our f isca l year 1989 aud it a l so d i sc l osed s ign if i cant prob lem s  in genera l 
l edger comp i l at i ons. 

l At Warner Rob i ns ALC, we found $0.49 b i l l i on in account i ng errors. The 
mater i a l  i n stores-other account was overstated by $443.6 m i l l i on as of 
September 30,1989, due to erroneous post i ngs to the account dur ing the 
year. In add it ion, the account for ammun i t i o n  stored w ith other govern- 
ment agenc i es was understated by $46.8 m i l l i on, Th i s  error was caused 
part ia l l y by a c ler i ca l  error in post ing and part ia l l y by severa l  i nventory 
item s  recorded at zero va l ue when, in fact, they had a va l ue of $24.4 
m i l l i on. 

l At the Sacramento ALC, the account for progress payments to contrac- 
tors was overstated by $100 m i l l i on. The report ing error resu lted from  
an inaccurate reconc i l i at i on of data in the Centra l Procurement 
Account i ng Sys t em when comp i l i n g genera l l edger informat i on. 

W e  be l i eve severa l  important factors have caused these genera l l edger 
account i ng prob lems.  F irst, comp i l at i on of the genera l l edger has h istor i- 
ca l l y rece i ved l itt le management pr ior ity at the ALCS. Comptro l l er off i- 
c i a l s at the ALCS to ld us that they were not aware of the use that i s mad e  
of the genera l l edger at headquarters, and, accord ing l y, they have g i ven 
insuff ic ient pr ior ity to its accuracy. Second, we found that at most of 
the ALCS we v is i ted the persons ass i gned the job of comp i l i n g the genera l 
l edger were new to the pos it i on and were not we l l -versed in bas i c 
account i ng pr inc ip l es. For examp l e, severa l  asset accounts carr ied cred it 
(negat ive) ba l ances, but the genera l l edger accountant had not ques- 
t ioned th is cond it i on. 

Th ird, we found that genera l l edger comp i l at i on procedures at the ALCS 
d id not i nc l ude accurate and comp l ete reconc i l i at i ons of account ba l- 
ances to under ly i ng s ystems and reports. Fourth, the genera l l edgers at 
the ALCS were not updated by each transact ion or even a per iod i c s um- 
mary  of transact ions. Instead, accountants computed from  var i ous 
sources, a net month l y  change to each genera l l edger account and pro- 
v i ded it to the genera l l edger accountant for post ing. These procedures 
left an i ncomp l ete aud it tra i l for the amounts in the genera l ledger. 
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Errors in Subs i d i ary The f inanc ia l i nventory account ing system at each ALC ident if ies pos- 
Systems Were  s ib le h igh-do l l ar errors in informat ion furn ished to it from the perpetua l 

Automat ica l l y Entered in i nventory records. However, because the potent ia l errors were not 

the Genera l  Ledger researched, some h igh-do l l ar errors caus i ng overstatements of invento- 
r ies were not corrected. These overstated ba l ances were inc l uded in the 
genera l l edgers at Ogden and Sacramento, caus i ng overstatements in 
genera l l edger inventory ba l ances tota l ing $784 mi l l i on as of Septem- 
ber 30,1989. 

The fo l l ow ing examp l e i l l ustrates how the genera l l edger overstate- 
ments occurred. At Ogden ALC, a September 11,1989, ed it report error 
l ist noted a transact ion in a subs id i ary supp l y system that was recorded 
in the amount of $333,074,000. The ed it is des i gned to note any transac- 
t ion over $10 mi l l i on so that the transact ion can be ver if ied. Even 
though th is s ing le transact ion represented over 10 percent of the ent ire 
do l l ar va l ue of off-base ammun i t i on inventory for wh ich the Ogden ALC 
was accountab le, it was not researched for accuracy. On September 30, 
1989, a month-end procedure was performed by the computer wh ich 
forced the $333 mi l l i on transact ion into the genera l l edger account. That 
is, the procedure brought the f inanc ia l i nventory account ing system and 
the genera l l edger into ba l ance with the under ly i ng subs id i ary supp l y 
systems s imp l y by ad just ing the genera l l edger data to agree with the 
subs id i ary systems. After we po inted out th is h igh-do l l ar transact ion to 
Ogden ALC staff, they researched it and found that the transact ion was a 
large error and shou l d have been posted for on ly $888,000. It resu lted in 
an overstatement of $332 mi l l i on in the genera l ledger. 

Al l  f ive of the ALCS made b i l l i ons of do l l ars in automated inventory 
ad j ustments to force the genera l l edger into ba l ance with the perpetua l 
i nventory records. In sp ite of the b i l l i ons of do l l ars invo lved, none of the 
ALCS was research ing causes for the large d ifferences between the gen- 
era l l edger and the ba l ances in perpetua l i nventory systems. The l ack of 
research substant ia l l y i ncreases the r isk that erroneous transact ions are 
be ing entered into ALC genera l l edgers. Further, fa i lure to conduct 
research on these ad j ustments v io lates the prov is i ons of AFLC Regu lat ion 
177-24, wh ich requ ires that research be comp leted when amounts are 
determ ined to be s ign if icant. ALC comptro l l er off ic ia ls sa id that severe 
staff ing shortages prec luded comp let i on of the requ ired research. 
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System Prob l ems Caused 
Dup l i cate Report i ng of 
$2.6 Bi l l i on of Inventor ies 

The i tem manager stock contro l and d istr ibut ion system, wh ich passes 
inventory data to the f inanc ia l i nventory account ing system, inc l uded 
about $2.6 b i l l i on of inventory ba l ances for stock i tems that were a lso 
recorded in other inventory systems as of September 30,1989. Th i s 
dup l i cate report ing of inventor ies was caused by programming errors in 
th is new system, wh ich was imp l emented dur ing f isca l year 1988 as an 
e l ement of AFLC 'S l ong-term program to upgrade its inventory systems. 

Our f isca l year 1989 var iance ana l yses of inventory ba l ances at the f ive 
ALCS showed substant ia l growth in inventor ies reported through the 
i tem manager stock contro l and d istr ibut ion system. We  fo l l owed up 
with AU= and MLC off ic ia ls with in the comptro l l er and computer support 
off ices and learned that a programming error was caus i ng dup l i cat ion of 
reported inventor ies. The fo l l ow ing tab le shows the amount of dup l i cate 
inventory reported by each ALC in its genera l l edger as of September 30, 
1989. 

Tab l e 3.2: Dup l i cate Inventor ies 
Reported by the F ive ALCa Due to 
Programming Error 

Do l l ars in mi l l i ons 
ALC Dup l i cated Inventory 
Ogd e n  $ 0  
Ok l a h oma Citv 7 5 1  
Sacramento 442 
San Anton i o  3 8 0  
Warn e r  Rob i n s 
Tota l 

1,058 
$2.631 

Comptro l l er staff at the Ogden ALC had become aware of the prob l em by 
fo l l ow ing up on informat ion we had presented on inventory growth, and 
they had ad justed the ir post-c los ing genera l l edger to remove the dup l i - 
cat ion However, the other four ALCS forwarded the ir f ina l genera l 
l edgers to AFIR with the dup l i cate inventor ies in the accounts. Our 
rev i ew of AFLC 'S conso l i dated genera l l edger forwarded to the Air Force 
Account i ng and F i nance Center showed that the same dup l i cat ions were 
passed to that leve l. 

AFL& Comptro l l er agreed that genera l l edger account ing for i nvestment 
i tem inventory was poor ly contro l l ed and inaccurate. He stated that 
because Air Force inventory managers do not use data on the overa l l  
va luat ion of inventory, l itt le management emphas i s has been g iven to its 
accuracy and comp leteness. 
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Va lues of 
Unserv i ceab l e and 
Obso l ete Inventory 
Are Overstated on 
F i nanc i a l  Reports 

Use of f inanc ia l i nformat ion as an a id in manag i ng inventor ies is even 
further h indered by Air Force po l i c i es for va lu i ng unserv iceab l e and 
obso lete inventor ies. A ir Force inventory pr ic ing po l i cy does not requ ire 
d ifferent va luat ions based on the cond it i on of an item. Therefore, unser- 
v iceab le and obso lete i tems are va l ued the same as new items. 

T it le 2 of the GAO Po l i cy and Procedures Manua l  for Gu i dance of Federa l 
Agenc i es requ ires that the va lue of unserv iceab l e inventor ies be reduced 
by the cost to repa ir the items. It a lso requ ires that the va lue of obso lete 
inventor ies be written-off or reduced to the ir sa l vage va lue. The reduc- 
t ion of unserv iceab l e and obso lete inventory va l ues shou l d be charged 
as an expense when the cond it i on is determined. Converse l y, as unser- 
v iceab le inventory i tems are repa ired, the inventory va lue shou l d be 
i ncreased for the repa ir cost. 

ALC inventory cond it i on codes show that about 68 percent (about $11.4 
b i l l i on) of the i nvestment i tems at the f ive AILS are unserv iceab le, that 
is, they need repa ir or restorat ion before they can be i ssued to a cus- 
tomer. Although the network of inventory systems at the ALCS conta ins 
h istor ica l data on the cost to repa ir s ome of the inventory items, no 
ad j ustment for repa ir costs is made to the genera l l edger va luat ion. 

We  computed ALC i n vestment i tem inventor ies by Air Force cond it i on 
codes us ing the ALC'S i nventory data base. Tab l e 3.3 shows that b i l l i ons 
of do l l ars of Air Force inventory is in unserv iceab l e cond it ion. 

Tab l e 3.3: Unserv i ceab l e i nvestment Item 
Inventory as of September 30, 1989 Do l l ars in b i l l i ons 

ALC 

Tota l 
Unserv i ceab l e i nvestment Percent 

inventory’ inventory unserv iceab le 
Ogd e n  $2.42 $3.9; 61.9 

Ok l a homa Citv 1.99 3.55 56.1 

Sacramento 1.98 3.38 58.6 

San Anton io 2.02 3.89 51.9 

Warner Rob i ns 

Tota ls 
2.95 4.90 60.2 

$11.36 $19.63 57.9 

‘The ALCs had ba l ances on hand in four d ifferent cond it i on codes wh ich ident ify its unserv i ceab l e 
inventory: E  = L im ited Restorat ion-Use, F = Reparab le, G  = Incomp lete, and P  = Rec lamat ion. About 
94.6 percent of the unserv i ceab l e i nventory at ALCs was code F, reparab le. 
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We  performe d  th is s ame unserv i ceab l e i nventory ana l ys i s in f isca l year 
1988 at Ogden, San Anton io, and Warner Rob i ns and found the unser- 
v i ceab l e i nventory to be 67.4 percent of the tota l i nvestment item  inven- 
tory at these locat ions. 

W e  obta ined h istor ica l data on the actua l cost of repa ir for a samp l e  of 
349 “F ” cond it i on, reparab le, item s  at the four ALCS where we conducted 
samp l e  phys i ca l  i nventor ies. For these items,  we est imate that repa ir 
costs amounted to 17.6 percent of the item s ’ book va lue.’ If the actua l 
cost of repa ir was app l i ed to the $11.4 b i l l i on of unserv i ceab l e i nventory 
at the f ive ALCS, it wou l d resu lt in a wr ite-down in va l ue by approx i- 
mate l y  $2 .O b i l l i on. 

ALC off ic ia ls emphas i z ed that even though f inanc ia l  reports do not 
account for the cost to repa ir unserv i ceab l e inventory, the ir i nventory 
management system does cons i der these data. The requ irements compu- 
tat ion s ystems used by MM  conta in data on the cost to repa ir unserv i ce- 
ab le items,  and we were to ld that these data are used when mak i n g  
dec i s i ons about the cost-effect iveness of repa ir versus purchase for ind i- 
v i dua l  items.  In our v i ew, th is i s a good examp l e  of where f inanc ia l  
reports shou l d conta in para l l e l  data to be more fu l l y integrated w ith 
management systems. 

Report ing thousands of unserv i ceab l e item s  at the s ame va l ue as fu l l y 
serv i ceab l e items,  when man y  requ ire the i nvestment of s ign if i cant do l- 
lars before they can be used, overstates inventory va l ues on f inanc ia l  
reports. W e  be l i eve such a f l aw in f inanc ia l  report ing m is l eads those 
try ing to ana l yze inventory data. 

The A ir Force agreed that unserv i ceab l e mater i a l  shou l d be va l ued sepa- 
rate ly from  serv i ceab l e mater ia l . T he Ass i stant Secretary of the A ir 
Force, F i nanc i a l  Management and Comptro l l er, stated in h i s March 8, 
1990, test imo n y  before the House Armed  Serv i ces Subcomm i ttee on 
Read i ness, that the A ir Force intends to program  informat i on into its 
i nventory management systems wh i ch wi l l  c ompute a va l ue for unser- 
v i ceab l e inventor ies. 

Inventory va l ues are further overstated because, on f inanc ia l  reports, 
obso lete assets are va l ued the s ame as serv i ceab l e assets. Th i s  i s in 
accordance w ith A ir Force po l i cy that requ ires the s ame va l ues for a l l  
quant it i es of an i nvestment item , regard l ess of cond it i on. Obso l ete item s  

‘Samp l e  est imates o n  cost to repa i r data are i n a p pend i x  I, tab l e 1.3. 
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probab ly wi l l  never be used, and the ir ass i gned va l ues shou l d be 
reduced or e l im inated from inventory f inanc ia l reports. However, 
because the ALCS have not c lear ly def ined wh ich inventory i tems are 
obso lete, the amount of obso lete AFL42 i nventory is unknown. 

We  be l i eve that the Air Force has not proper ly c lass if i ed s ome i tems 
that appear to be obso lete. For examp le, we observed re lat ive ly h igh- 
do l l ar va l ue e lectron ic and radar i tems at the Sacramento ALC that were 
cond it i on coded “F” (reparab le) but were apparent ly obso lete. These 
i tems were p l aced in outs ide storage yards in un l ocked conta iners, and 
we were i nformed by ALC staff that the mater ia l  had been there for 
many years, some hav i ng been p l aced there at the end of the V ietnamese 
War. 

Examp l es of i tems we saw inc luded two radar sets va l ued on the inven- 
tory records at $2 mi l l i on each and s ix conta iners of rad io sets va l ued at 
$160,000 each. These i tems had been in outs ide storage for severa l years 
and were acknow ledged by ALC i t em managers to be obso lete items, even 
though they were cond it i on coded as reparab le. These and other obso- 
lete i tems shou l d be reduced to a zero va luat ion or sa l vage va lue for 
more accurate report ing of inventory va lues. 

ALC Inventory 
Va luat i on Pract ices 

Other m isstatements of ALL i nventory va l ues occurred because estab- 
l i shed procedures were not fo l l owed and c ler ica l errors occurred but 
were not detected. Our ana lys i s of 329 h igh-do l l ar i tems found that 34 

Contr i bute to percent of the i tems tested were incorrect ly va lued, resu lt ing in an over- 

Inaccurate Inventory statement tota l ing $464 mi l l i on. 

Va lues The resu lts of our pr ic ing ana l yses are summar i zed in tab le 3.4. 

Tab l e 3.4: Inventory Pr ic ing Ana lys is Summary 
Ok l ahoma San 

Ogden c ity Sacramento Anton io z?K i Tota ls 
Items tested 6 3  5 2  8 2  4 5  8 7  3 2 9  ._.. --. _.._..- -_-- ._._ - 
Items not co&p l $ ng w ith Air Force pr i c i ng po l i cy: - 

Overpr i c ed 1 0  1 6  2 1  7  1 8  7 2  
Underpr i c e d 7  1 7  8  4  4  4 0  ------- - 
Tota l 17 3 3  2 9  11 2 2  112 

Percent not comp l y i n g 2 7  6 3  3 5  2 4  2 5  3 4  
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The 329 i tems we tested for pr ic ing comp l i ance were h igh-do l l ar i tems 
wh ich accounted for $803.8 mi l l i on worth of inventory. From th is ana l- 
ys is, we ident if ied overpr ic i ng tota l ing $464.3 mi l l i on. In f isca l year 
1988, we found that 66 of the 113 (68.4 percent) i tems we ana l yzed at 
three ALCS d id not comp l y with A ir Force pr ic ing po l i cy. 

A ir Force i nvestment i tem inventory va luat ion po l i cy prov i des for a 
standard va lue for each item. Th i s va l ue genera l l y is based on the cost 
of the most recent procurement of the i tem p lus a three percent 
surcharge for government-furn ished mater ia l s and transportat ion. 
Accord i ng to th is po l i cy, a l l ex ist ing i tems in the inventory shou l d be 
updated with a new standard cost when the pr ice the Air Force pays for 
an i tem changes. Therefore, a l l i tems of a part icu lar stock number are 
va l ued the same, and the va lue of inventory is computed by mu lt i p l y i ng 
the quant ity on hand by the standard cost. 

Aircraft Mod if i cat ion 
Incorrect ly Va l ued 

Kits Incorrect ly va l ued a ircraft mod if i cat ion k its accounted for $400 mi l l i on 
of the $464 mi l l i on in overpr ic i ng ident if ied by our ana lys i s just d is- 
cussed. Kits are va l ued based on an est imated cost of acqu ir i ng the k it, 
and the or ig ina l est imate entered in the system is usua l l y not updated, 
as requ ired, for the actua l cost after the k it has been procured. 

An examp l e of an overva l ued k it at the Sacramento ALC i l l ustrates the 
prob l em. Th i s mod if i cat ion k it had a standard cost of $ l ,SOO,OOO, and 
there were 172 of these k its at the Sacramento ALC. After meet i ng with 
the mod if i cat ion manager for th is item, we determ ined that the k it 
shou l d have a standard cost of $13,342, based on the latest cost to the 
Air Force. As a resu lt of th is item, Sacramento ALC’S i nventory account 
was overstated by $266.6 mi l l i on as of September 30, 1989. Sacramento 
ALC off ic ia ls responded that k its are not inc l uded in the same system as 
other i nvestment i tems and cost updates are not tr iggered automat ica l l y 
for k its. Consequent ly, spec ia l  act ions are requ ired to update k it costs, 
but due to an overs ight, the cost of th is i tem was not updated. After we 
po inted out the prob l em, the Sacramento ALC made a cost correct ion for 
th is i tem in February 1990. 

Other Va luat i on Prob l ems In add it ion to the ma j or prob l em with overpr iced k its, we found two 
Caused by Inaccurate other causes of inaccurate inventory va luat ions. F irst, m ispr i c i ng 

Updates ’ occurred because the inventory systems were not updated with the 
latest procurement pr ice as requ ired. Second, when i tems were updated 
based on the latest procurement pr ice, errors were made. 
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--- __I & gg~&e of go &g~ qn wh ich ths pt ic~ had IX Een upd&@d VVM B 
i i ia lgg# if ig ge%p dsop fop the &- iB a&c&: ‘&IF itern WZ.RX va lued in 
the ALC inventory records at a stam lard pr ice of $315,980 each, We  met 
with the &er~ mmager and determ ined that th is doo i ~hs i i l d have been 
~ahued in the system at $62,600, The $3 i 5,!?#0 va l ue h a d  b e e n  record@d 
i n the inventory system based on a 1982 in it ia l est imate of the cost of 
th is door, The Ok l a homa City ALC had one door recorded in the inven- 
tory system as of May 1988, M ispr i c i ng of th is i tem resu lted in an over- 
statement of inventory of $253,000. 

An examp l e of an error in updat ing the pr ice in the inventory system 
was a brake part wh ich was most recent ly procured in 1982 at a un it 
cost of $2,390. Based on Air Force po l i cy, a 3-percent surcharge shou l d 
have been added to th is item, and a pr ice of $2,460 recorded in the 
inventory system. Yet, the i tem pr ice recorded in the system was 
$24,600. The Ogden ALC had 20 of these i tems on hand, resu lt ing in an 
overstatement to the inventory account of over $400,000. 

In add it ion to f inanc ia l report ing errors caused by inaccurate inventory 
pr ices, the Directorate of Mater ia l  Management at an ALC uses inventory 
pr ices when comput i ng procurement requ i rements for an item. MM off i- 
c ia l s emphas i zed, however, that they do not rout ine ly accept the stan- 
dard pr ice in the inventory system when comput i ng requ i rements and 
budgets. Because they know that these pr ices are somet imes unre l i ab le 
for pro ject ing future costs, they try to obta in more accurate pr ic ing 
from other sources. We  be l i eve that th is is an examp l e where the l ack of 
system integr ity creates prob l ems in f inanc ia l management of invento- 
r ies. Whenever a dec is i on needs to be made, spec ia l  efforts must be 
exerted to obta in accurate data rather than re ly ing on ex ist ing, expen- 
s i ve systems to prov ide that data immed iate l y. 

Conc l us i ons AISC manages 66 percent of Air Force inventor ies, but it cannot produce 
an accurate tota l va l ue for its inventory. In add it ion to the improper 
va luat ion of inventory caused by the quant ity errors d i scussed in 
chapter 2, prob l ems in account ing pract ices, inappropr iate va luat ion 
po l i c i es for unserv iceab l e and obso lete items, and errors in ass ign i ng 
pr ices to i tems have comb i ned to thorough ly d istort inventory va lues. 
The account ing pract ices at the ALA% c lear ly fa l l short of what wi l l  be 
requ ired to meet the demands of the 1990s for better f inanc ia l 
management. 
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Recommendat i o ns We recommend that the Commander, Air Force Log ist ics Command, 
instruct h is ALC Commanders to 

. reconc i l e genera l l edger accounts with subs id i ary systems, 
l research the accuracy of quest ionab le h igh-do l l ar transact ions ident if ied 

through regu lar system ed its, 
l rev i ew genera l l edger accounts for large var iances, 
l d isc l ose in f inanc ia l reports obso lete and unserv iceab l e inventor ies a long 

with re lated costs to repa ir, and 
l rev i ew inventory va l ues to ensure that ALCS comp l y with A ir Force 

po l i cy. 
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The Systems Support Div is i on @SD) of Air Force’s stock fund, managed 
by AFW, records about $890 mi l l i on a year in net sa les of parts wh i ch 
are genera l l y weapons-systems re lated. Revenues co l l ected from sa les 
are used to rep len ish inventor ies and to pay for the cost of operat ions. 
In the past 3 years, AFLC sharp ly i ncreased the surcharge added to the 
cost of goods so ld to SSD customers from about 13 percent in f isca l year 
1987 to over 20 percent in f isca l year 1989. Contr ibut ing to the need for 
these sharp pr ice i ncreases were lost revenues due to b i l l i ng prob l ems 
and costs ar is ing from excess i ve inventor ies, inc lud ing l osses from d is- 
posa l  of unneeded items. In add it i on to the operat iona l l osses, we found 
(1) ma jor errors in tr ia l ba l ance amounts equa l  to about 30 percent of 
sa les and (2) improper changes in co l l ect ions process i ng procedures 
affect ing reported amounts of cash on hand. These errors and incons is- 
tenc ies h i ndered management dec is i ons affect ing SSD pr ices and the 
refund of cash to stock fund customers. 

Stock Fund F inanc i a l  The Air Force prov i des re lat ive ly low-do l l ar va l ue supp l i es to author- 

Operat i ons i zed customers through its stock fund d iv is ions. SSD, one of the largest of 
these d iv is ions, se l l s weapons systems-re lated parts to its customers, 
wh i ch are a lmost a lways DOD organ izat ions or fore ign governments for 
wh i ch 100 percent payment for these parts shou l d be expected. ALCS se l l 
the items, bi l l customers, and co l l ect payment for those sa les pr inc ipa l l y 
through an automated b i l l i ng and co l l ect ion system, ca l l ed Interfund. 
For those customers not in the Interfund system, the ALES prepare 
manua l  b i l ls. 

Air Force stock funds operate under a revo lv i ng fund concept, whereby 
sa les revenue generates funds wh i ch are then used to rep len ish inven- 
tory leve ls, SSD pr ices are based on the rep l acement cost of mater ia l  and 
inc l ude a percentage added on, or surcharge, to cover operat ing costs. 
Accord i ng to Air Force po l i cy, new surcharge rates are set at the beg in- 
n i ng of each f isca l year and are not changed unt i l the fo l l ow ing year. 

AFLC uses ALC tria l ba l ance data and cons i ders the fo l l ow ing components 
of the surcharge to arr ive at an overa l l  rate: 

. Inventory expenses: inc l udes factors for net ga i ns and l osses from phys- 
ica l i nventory ad j ustments; l osses resu lt ing from inventory shr inkage, 
theft, deter iorat ion, damage, contaminat ion, defects, and obso l escence; 
and ad j ustments to reconc i l e interna l records. 
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9 Pr ice stab i l i zat ion: inc l udes factors for inf lat ion or def lat ion of sup- 
p l i ers’ pr ices, refunds made to customers, and ma intenance of requ ired 
cash ba l ances with Treasury. 

. Transportat ion: covers the cost of sh ipp i ng mater ia l  to customers, both 
with in the Un ited States and overseas. 

l Inventory ma intenance: f inances the acqu is i t i on of inventor ies requ ired 
to ma inta i n i tem quant it ies at the current ly approved stock leve l. 

Accord i ng to AFLC off ic ia ls respons ib l e for stock fund account ing and 
surcharge ca lcu lat ions in f isca l year 1989, the components of inventory 
expenses and pr ice stab i l i zat ion were the pr imary causes of i ncreases in 
SSD surcharge rates. 

As the f igures in tab le 4.1 show, AFLC increased SSD surcharge rates 
sharp ly in recent years. 

Tab l e 4.1: SSD Surcharge Rates, F isca l 
Years 1987 Through 1990 F isca l year Surcharge percent 

1 9 8 7  13.35 
1 9 8 8  14.93 
1 9 8 9  20.36 
1 9 9 0  25.68 

Such substant ia l surcharge i ncreases have the effect of increas ing costs 
to Air Force and other DOD customers to pay h igher pr ices from the ir 
appropr iated funds. Accord ing l y, appropr iat ions may have to be 
i ncreased to enab le customers to purchase needed i tems from SSD. 

Operat i ng Losses 
Contr i buted to Need 
for Increased Pr ices 

We be l i eve that these sharp i ncreases in SSD pr ices were large ly caused 
by the Air Force’s (1) fa i lure to proper ly b i l l  for a l l SSD sa l es transac- 
t ions and (2) need to d i spose of excess i ve and obso lete inventor ies. How- 
ever, because ALC records were inadequate for track ing the amount of 
unb i l l ed sa les, we were unab le to compute actua l revenue l osses from 
th is cause for f isca l year 1989. To est imate the amount, we obta ined 
data for the Ogden ALC wh ich ind icated l osses of about $5.5 mi l l i on. 
Extend i ng th is amount to a l l f ive ALCS, wh ich had average net sa l es 
twice the s i ze of the Ogden ALC, we ca lcu lated that poor b i l l i ng pract ices 
may have caused l osses rang ing from $30 mi l l i on to $60 mi l l i on in f isca l 
year 1989. SSD i ncurred further l osses when it ident if ied and d i sposed of 
unneeded and obso lete inventor ies dur ing the year. Excess and obso lete 
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i nventor ies at the ALCS resu lted in asset wr ite-offs and recogn it i on of 
about $146 mi l l i on in l osses. 

Most SSD customers are agenc i es with in DOD or fore ign governments, and 
co l l ect ion of sa l es revenue depends on proper b i l l i ng. However, we 
found ma j or prob l ems in b i l l i ng for SSD sa les. Our tests d i sc l osed that 
weaknesses ex isted in interna l contro ls for record ing sa l es transact ions. 
Further, documentat i on for some transact ions was incomp lete, 
prevent ing correct ions to the records. F ina l l y, the supp l y systems d id 
not conta in ed it checks to re ject prob l em transact ions. As a resu lt, errors 
and om iss i ons in source data used for b i l l i ng purposes prevented 
account ing personne l from b i l l i ng customers for a l l i ssuances of SD 
mater ia l. For examp le, we found that forms used to record data on sa l es 
transact ions at the San Anton io ALC d id not have space for key f inanc ia l 
codes. At the Ogden AIX=, sa l es records somet imes conta ined erroneous 
codes wh ich, when processed into the automated b i l l i ng system, resu lted 
in charges to incorrect appropr iat ions and to Air Force un its that were 
not SSD customers. Many sa l es transact ions were re jected by the b i l l i ng 
system because records with m iss i ng and erroneous data were not cor- 
rected before they were subm itted for b i l l i ng. 

S ince the ALCS do not ma inta i n cons istent or comp lete informat ion on 
sa l es transact ions wh ich are not proper ly b i l l ed, we cou ld not determ ine 
tota l l osses caused by b i l l i ng prob l ems. For examp le, when sa l es docu- 
mentat ion at the San Anton io AJX was inadequate to proper ly b i l l  a cus- 
tomer, the or ig ina l sa l es transact ion was treated as a c ler ica l error and 
removed from the account ing records. At the Sacramento ALC, such 
transact ions were reversed and reb i l l ed. No est imates were ava i l ab le on 
the amount of sa l es transact ions e l im inated from ALC records or kept on 
the records but not successfu l l y reb i l l ed in f isca l year 1989. 

We  performed add it iona l aud it work at the Ogden ALC to est imate the 
amount of l osses caused by b i l l i ng prob l ems in f isca l year 1989. We  
exam ined rece ivab l es l i st ings show ing the age and amount of rece iv- 
ab l es and journa l vouchers document i ng wr ite-offs. Top off ic ia ls in the 
Ogden ALC Comptro l l er Off ice stated that an average of 20 percent of 
the do l l ar va l ue of re jected sa l es transact ions is never co l l ected; us ing 
that percentage, we est imated that the Ogden ALC lost about $5.6 mi l l i on 
in f isca l year 1989 a lone. We  a lso ident if ied journa l vouchers docu- 
ment i ng wr ite-offs of about $3.4 mi l l i on in spec if i c accounts rece ivab le. 
The wr ite-offs were caused by errors and om iss i ons in b i l l i ng data and 
unexp la i ned d ifferences in reported account amounts wh ich researchers 
cou ld not reso lve. 
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AFLC off ic ia ls respons ib l e for SSD account ing and systems expressed con- 
cern over the AL@’ b i l l i ng process and stated that they were aware of 
the need to better contro l sa l es data entered in computer systems. These 
same off ic ia ls acknow ledged that any lost revenue from sa les of SSD 
mater ia l  wou l d cause an increase in surcharge rates. 

Losses Caused by 
D isposa ls of Excess 
and Obso l ete 
Inventory Items 

In add it ion to the b i l l i ng prob l ems, we be l i eve an important factor in SSD 
operat ing l osses and resu lt ing surcharge i ncreases is large quant it ies of 
excess and obso lete stock fund inventor ies at the ALCS. We ana l yzed 
inventory ba l ances for the base support stock record account, wh ich 
ref lects over 96 percent of a l l SSD reta i l act iv ity, and found extreme ly 
large inventor ies re lat ive to sa les, as shown by tab le 4.2. 

Tab l e 4.2: Years of SSD Inventor ieo on 
Hand at the End of F lma l Year 1989 
(Base Support Stock Record Account) 

Do l l ars i n m i l l i ons 

ALC 
Ond e n  

Net sa les Years of 
Inventor ies in FY 1989 Inventory0 

$784.6 $90.9 8.6 
Ok l a h oma City 1,684.6 242.7 6.9 
Sacramento 554.3 78.1 7.1 
San Anton i o  1,918.9 323.4 5.9 
Warn e r  Rob i n s 1,215.7 150.9 8.1 

aAverage years of i n ventory item: 7  

Although stock fund ana l yses prepared by the AFAFC conta ined no stan- 
dard for the overa l l  i nventory-to-sa les rat io, we be l i eve that 7 years of 
inventory is c lear ly excess i ve. SSD i t ems are procured based on ind i- 
v idua l i tem requ i rements computat i ons with many contro ls in p l ace to 
ensure va l i d requ irements. However, the accumu lat i on of 7 years of 
inventory ra ises quest ions as to the effect iveness of those contro ls, 

One resu lt of h igh inventory leve ls is i ncreased operat ing costs and 
surcharge rates. Appropr iat i ons have been invested for years in stock 
wh ich cannot be so ld or is se l dom needed by customers. Thus, the Air 
Force had to pay for the cost of stor ing and hand l i ng the extra items. To 
contro l such operat ing costs, AFLC must ident ify and d i spose of invento- 
r ies wh ich can no longer be so ld. AFLC has a program to d i spose of excess 
and obso lete inventor ies, wh ich caused SSD to record a l oss from d isposa l 
of over $146 mi l l i on in f isca l year 1989. Th i s l oss was equ iva lent to 
about 16 percent of f isca l year 1989 sa l es and was a ma j or cause of the 
need to add $180 mi l l i on to the cost of SSD i t ems in f isca l year 1990. 
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Tests Showed Ma jor 
Errors in SSD Tr ia l 
Ba l ance Reports 

The AU;S reported inaccurate inventory and f inanc ia l data to AFLC man- 
agers dur ing f isca l year 1989. These data were then used to assess the 
resu lts of operat ions, ca lcu late annua l surcharge rates, and manage 
stock fund act iv it ies. Our tests of SSD records d i sc l osed numerous 
report ing errors in stock fund tr ia l ba l ances. We  found that a ma j or 
cause of errors in SSD reports was inadequate contro ls over account ing 
and report ing funct ions, inc lud ing a l ack of c lear gu i dance for AX 
account ing personne l. F ina l l y, our ana lys i s of SSD account ba l ances d is- 
c l osed changes in the t im ing of co l l ect ions process i ng wh ich resu lted in 
art if ic ia l l y l ow cash ba lances. These errors and process i ng changes 
wou l d a lso affect ME’s inventory pr ic ing dec is i ons, s i nce components 
of the surcharge ref lect account ing data on ga ins and l osses from opera- 
t ions and the current va lue of inventor ies. 

Our tests of SSD tr ia l ba l ance reports for f isca l year 1989 d i sc l osed errors 
tota l ing over $278 mi l l i on resu lt ing from (1) m istakes in account ing 
entr ies, (2) errors in inventory data prov ided to account ing personne l, 
and (3) prob l ems with the t im ing of account ing entr ies and reports. 
Because amounts for some accounts inc l uded in tr ia l ba l ance reports d id 
not accurate ly ref lect act iv it ies for the year, we be l i eve that f inanc ia l 
i nformat ion on operat ions was unre l i ab le. Tab l e 4.3 summar i z es the 
errors. 

Tab l e 4.3: Caures and Do l l ar Amount of 
MaJor SSD Report ing Errors, F isca l Year 
1989 

Do l l ars in mi l l i ons 
Causes of inaccurate account ina Amount 
Errors in entr i es $ 1 7 3  
Errors in i nventory data 7 9  
Errors in t im ina of entr i es 26 
Tota l $278 

F inanc ia l  report ing errors of $278 mi l l i on in SSD equa l about one-th ird of 
net SSD sa l es for f isca l year 1989. In our op in ion, errors of th is magn i - 
tude must h inder management’s ab i l i ty to make effect ive use of SSD 
f inanc ia l reports when eva luat ing the fund’s f inanc ia l cond it ion, resu lts 
of operat ions, and pr ices. 

Errors in Account i ng 
Entr ies v 

Our tests ind icated that account ing personne l at the f ive ALCS made over 
$173 mi l l i on in errors when mak i ng entr ies to the stock fund tr ia l ba l- 
ance report ing system. These errors were caused by fa i lure to (1) correct 
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records conta in i ng dup l i cated inventory amounts or (2) proper ly com- 
pute the cost of mater ia l  va l ued at standard pr ice. 

About $169 mi l l i on in errors in ALC tr ia l ba l ances was caused by the 
fa i lure to make AFL0d i rected correct ing entr ies at the Warner Rob i ns 
m. Computer prob l ems caused two inventory systems to pass dup l i cate 
data to tr ia l ba l ance reports. A lthough AFLC d irected account ing per- 
sonne l  at a l l ALCS to reduce affected account ba lances, the accountant at 
the Warner Rob i ns ALC improper l y stopped mak i ng these entr ies in the 
m idd l e of f isca l year 1989. As a resu lt, the tota l va l ue of SD i nventor ies 
reported on the tr ia l ba l ance was overstated. 

Add it i ona l errors of about $4 mi l l i on were made at Sacramento ALC 
because of a l ack of gu i dance on est imat ing the cost of i tems sh i pped to 
the ALX: from procurement sources. Some entr ies made to purchases, 
accounts payab le, and orders outstand ing are based on a convers i on of 
inventory va l ues reported at standard pr ice. Because account ing staff 
were not proper ly tra ined, th is convers i on was not accurate ly made and 
entr ies made to s ix d ifferent accounts were overstated. 

Errors in Inventory Data Miss i ng and erroneous inventory data caused about $79 mi l l i on in 
account ing errors because inaccurate quant it ies and pr ices were not 
ident if ied or corrected at the source of the transact ion. AIX: personne l 
compounded the prob l em by adopt ing incons istent or improper methods 
of account ing when mak i ng entr ies based on the data. 

The most s ign if icant prob l em of wh ich we became aware was at the 
Warner Rob i ns ALC, where about $70 mi l l i on in report ing errors 
affect ing inventory and revenue accounts resu lted from a s ing le pr ic i ng 
error. Air Force personne l d id not detect the error unt i l f isca l year 1990; 
as a resu lt, assets and operat ing resu lts were overstated for the f isca l 
year end ing September 30,198Q. 

Our tests a lso d i sc l osed that reported va l ues for inventory sh i pped to 
the Ogden ALC were abnorma l l y h igh or m iss i ng for severa l months 
dur ing f isca l year 1989, caus i ng report ing errors of about $9 mi l l i on. 
Amounts of inventory in trans it reported to the SSD accountant were 
poor ly contro l l ed. In one month, these amounts were overstated by 
about $43 mi l l i on. In another month, informat ion was not prov ided in 
t ime for report ing purposes. Neverthe less, the prob l ems were not 
detected and corrected by account ing personne l respons ib l e for 
research ing error l i st ings before in-trans it data is passed to the SSD 
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accountant. Th i s  informat i on has a s ign if i cant impact on SSD account i ng 
s i nce the do l l ar amounts are typ ica l l y qu ite large and s i nce they are 
used to update s i x d ifferent accounts in SSD tr ia l ba l ance reports. 

Errors in T im i n g  of Entr i es We  ident if ied about $26 m i l l i on in errors resu lt i ng from  not record ing 
transact ions in the appropr iate report ing per iod. The pr imar y  causes of 
these errors were (1) l im itat ions in ALC computer program s  used to 
report va l ues for purchases in trans it and (2) improper tim ing of genera l 
l edger account updates ref lect ing ga i ns and l osses from  var i ances in 
recorded inventory va l ues. 

Inadequate D isc l osure 
Prob l em Rece i vab l e s 

of 

Our year-end tests showed over $10 m i l l i on in t im ing errors re lat ing to 
data on mater i a l  in-trans it from  procurement. ALC accountants d id not 
have accurate, comp l ete, and current informat i on on sh i pments to use as 
a bas i s in account i ng for mater i a l  i n trans it. Th i s  cond it i on affected the 
accuracy of entr ies to severa l  accounts mad e  at the beg i nn i ng and end of 
the year. At the Sacramento ALC, reports prov i ded to SSD accountants at 
the end of f isca l year 1989 conta i ned informat i on on l y through Ju l y 
1989, exc l ud i ng about $2.7 m i l l i on of August and September data from  
the year-end inventory ba lance. W e  ident if ied an add it i ona l $7.7 m i l l i on 
in t im ing errors at the other ALCS re lat ing to account i ng for inventory 
item s  be i ng sh i pped to the ALCS from  procurement sources. 

Other tests showed about $16 m i l l i on in errors re lat ing to the tim ing of 
account i ng entr ies for ad justments to interna l i nventory records. Quar- 
ter ly entr ies to br ing the account i ng s y stem inventory account amounts 
into ba l ance w ith supp l y s y s tem amounts were not tim e d  to co i nc i de 
w ith the quarters in a f isca l year. As  a resu lt, ga i ns and l osses reported 
in f isca l year 1989 SSD tr ia l ba l ance reports i nc l uded amounts re lat ing to 
f isca l year 1988 and exc l uded f ina l entr ies re lat ing to the end of f isca l 
year 1989. W e  ident if ied net tim ing errors of $10 m i l l i on at the San 
Anton i o AU: and $6 m i l l i on at the Warner Rob i ns ALC. 

Sign if i cant port ions of the $67 m i l l i on in accounts rece i vab l e reported as 
unb i l l ed at the end of f isca l year 1989 ma y  never be co l l ected. T it l e 2 
requ ires that accounts rece i vab l e ba l ances be reduced by an a l l owance 
for est imates of unco l l ect ib l e amounts. The a l l owance i s charged to the 
cost of operat ions. The A ir Force records a rece i vab l e when SSD mater i a l  
i s i ssued, rather than when customers are b i l l ed. Typ i ca l l y, the o lder a 
rece i vab l e becomes, the l ess l i ke l y it i s that the A ir Force wi l l  be ab le to 
b i l l  and co l l ect amounts owed. SSD tr ia l ba l ance reports, however, do not 

Page 41 GAO/APMD-91-3 4  Air Force Log ist i cs Comman d  



Chapter 4 
Operat i ng Losses Drove Up Stock Fhnd Pr ices 
and F inanc ia l  Reporta Were Unre l i ab le 

d isc l ose the age and amount of prob l em transact ions that have not yet 
been b i l l ed. D isc l osure of th is informat ion wou l d a lert management to 
the prob l ems with data qua l i ty and the need to fo l l ow up on o lder 
unb i l l ed transact ions. 

Substant ia l  amounts of these unb i l l ed accounts rece ivab le were 
undoubted ly unco l l ect ib le because of errors and om iss i ons in the b i l l i ng 
data, As a resu lt, tr ia l ba l ance reports systemat ica l l y overstate expected 
future revenues from co l l ect ions. Some sa l es transact ions c lass if i ed as 
unb i l l ed rece ivab l es rema i ned on tr ia l ba l ance reports for per iods of a 
year or more, but the ir age and doubtfu l co l l ectab i l i ty were not 
d isc losed. 

Incons istent Co l l ect i on 
Pract ices Produced 
M is l ead i ng Cash Ba l ances 

SSD cash leve ls reported dur ing f isca l year 1989 were unre l i ab le because 
of incons istent process i ng of stock fund co l l ect ions. Because of changes 
in co l l ect ion pract ices, data on co l l ect ions reported from per iod to per iod 
were not comparab l e and the cash ba l ance reported at f isca l year-end 
d id not accurate ly ref lect the proper year end amount. We  found that 
about $44 mi l l i on of September 1989 b i l l s were not processed unt i l 
October 1989, resu lt ing in a year-end cash ba l ance that was lower than 
it wou l d have been under norma l  process ing. 

The AXS processed co l l ect ions under three d ifferent sets of instruct ions 
from AFLC dur ing f isca l year 1989. Off ic ia l s at the ALCS i n it ia l l y 
processed stock fund co l l ect ions on the 3rd and 20th days of each 
month. In m idyear, AFL.C suggested that the ALCS change to the 3rd and 
16th days of each month in an effort to speed co l l ect ions to prevent a 
negat ive cash pos it ion. F ina l l y, in the last month of the year, as d irected 
by the AFAFC, AFLC i nstructed the ALCS to co l l ect from stock fund cus- 
tomers on ly on the 3rd day of each month. The ALCS were spec if ica l l y 
instructed to ho ld the m id-September b i l l s, wh ich wou l d have been auto- 
mat ica l l y produced by the ALC systems, unt i l October 1989. Air Force 
commun i cat i ons show that the year-end b i l l i ng change was made 
because of a concern that cash co l l ected in September 1989, together 
with a $200 mi l l i on transfer ant ic ipated to re imburse the fund for pr ior 
lost accounts rece ivab le, wou l d have caused a cash surp lus and m ight 
have been rea l l ocated by the Secretary of the Air Force. Ogden ALC 
f inance off ic ia ls recent ly i nformed us that short ly after the end of f isca l 
year 1989, the ALCS, at the d irect ion of the AFLC, reverted to b i l l i ng SSD 
customers twice a month. 
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Conc l us i ons Stock fund pr ices have i ncreased sharp ly in recent years, c l a im ing larger 
port ions of customer’s budgetary resources and increas ing the need for 
DOD appropr iat ions. Losses from unb i l l ed sa l es and from excess and 
obso lete inventor ies contr ibuted to the need for i ncreased surcharge 
rates. When the surcharge is i ncreased because some customers are not 
b i l l ed, other customers must pay d isproport ionate ly h igher pr ices for 
SSD i tems. Even though near ly a l l ss~ customers are DOD organ izat ions or 
fore ign governments, the Air Force was unab le to cons istent ly b i l l  and 
co l l ect revenues on a s ign if icant port ion of its $890 mi l l i on of annua l net 
sa les, AZ b i l l i ng act iv it ies were p lagued by errors and om iss i ons in 
records created by supp l y system personne l at the t ime of SSD sa les, 
caus i ng some transact ions to be unb i l l ab le. 

ALC stock fund tr ia l ba l ance reports form the bas i s for key management 
dec is i ons concern i ng pr ic i ng and a l l ocat ion of cash ba lances. Our tests 
d i sc l osed over $278 mi l l i on in errors in SSD reports for f isca l year 1989, 
or about 30 percent of net SSD sa les. We  a lso found that the cash ba l- 
ances were unnecessar i l y l ow by over $44 mi l l i on at f isca l year-end due 
to incons istent b i l l i ng pract ices. Errors, incons istenc ies, and misstate- 
ments of th is nature underm ine the effect iveness of management 
dec is i ons. 

Recommendat i o ns In order to improve the co l l ect ion of revenues from sa les, and thereby 
reduce stock fund surcharge rates, and to ensure that tr ia l ba l ance 
reports are accurate, comp lete, and suff ic ient ly re l i ab le to be usefu l to 
stock fund managers, we recommend that the Commander of the Air 
Force Log ist ics Command d irect the manager of the Systems Support 
Div i s i on to rev ise that organ izat ion’s po l i c i es and procedures to prov ide 
for 

effect ive interna l contro ls at the source of sa l es transact ions, inc lud ing 
test ing of source data for accuracy, fu l l documentat i on of transact ions, 
and computer ed its to re ject transact ions with errors and om iss i ons; 
d isc l osure of unb i l l ab le sa l es transact ions with m iss i ng or erroneous 
informat ion; 
d isc l osure of wr ite-offs of spec if i c b i l l s or rece ivab le ba lances, inc lud ing 
an exp lanat ion of cause; 
a rev i ew of inventory d isposa ls, inc lud ing an exam inat i on of requ ire- 
ments computat i ons for quest ionab le i tems; 
conso l i dated wr itten gu i dance and cons istent tra in ing on account ing 
pr inc ip l es and pract ices for transact ions at the ALC l eve l, inc lud ing 
deta i l ed i l l ustrat ions and examp les; 
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. i ncreased ana lys i s and fo l l ow-up on abnorma l  procurement, inventory, 
and b i l l i ng data generated by source computer systems pr ior to prov i- 
s i on of the data to account ing personne l for inc lus ion in tr ia l ba l ance 
reports; 

. record ing and prompt report ing of data on the va lue of SSD mater ia l  
actua l l y in trans it from procurement sources each month; and 

. prompt and cons istent ad j ustments to accounts ref lect ing d ifferences 
between inventory account amounts recorded in AU: supp l y and 
account ing systems. 

We  further recommend that the Commander of the Air Force Log ist ics 
Command d irect the Comptro l l er of the Air Force Log ist ics Command to 
estab l i sh and ma inta i n cons istent b i l l i ng pract ices and procedures for 
the Systems Support Div is i on. 
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Append ix I 

GAOSamp l i ng Methodo logy 

We used stat ist ica l samp les to assess the accuracy of the ALCS’ invest- 
ment item inventory records and to obtain h istor ica l data on the actua l 
cost of repair ing unserv iceab le inventories. 

F irst, we obtained from each ALC, computer tapes contain ing the master 
record f i les of their perpetual inventory system (DO33 system) as of 
May 31, 1989. To assess the accuracy of the inventory records, we used 
dol lar unit sampl ing for those investment items which had a ba lance on 
hand as of May 31,1989, and a s imp le random sample for those invest- 
ment items with no ba lance on hand (zero balance) as of that date. 
Dol lar unit sampl ing is a stat ist ica l sampl ing procedure where the higher 
dol lar items in the inventory are more l ike ly to be se lected. 

To obtain h istor ica l data on the cost of repair ing unserv iceab le invento- 
ries, we se lected a random subsample of the items prev ious ly se lected 
for the phys ica l inventories, items that had a ba lance as of May 3 1, 
1989. (See table I. 1.) For th is subsample, we obtained and used actua l 
costs to repair items to est imate overal l repair costs for the investment 
item inventories. (See table 1.3.) 

The sampl ing error cons ists of two parts: conf idence leve l and range. 
Our samp les were des igned so that the stat ist ics derived from them 
cou ld be projected to the un iverse with a 96 percent leve l of conf idence 
that each stat ist ic fa l ls with in a g iven range. The un iverse of the inven- 
tories, locat ion of the ALCS, and the samp le and subsample s izes are 
presented in table I. 1. 
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Tab l e 1.1: ALC lnvertment Item Inventory 
Un iverre8 and samp lO/ l )Ub8amp lO s ite8 

Number of 

Locat ion of Item8 with 

Number of 

type8 of 
Items Book va lue 

type8 of Number of Item8 for 
Items wh ich cost to repa ir 

counted was obta ined 
ba l ance on hand (un iverre) ( in ml l l l ons) 
Oad e n  41.245 $3.724 

(damp le) 
3 3 7  

(subsamp le) 
6 9  

Ok l a h oma City 3 1 1 2 0 5  3:919 2 5 5  7 1  
Sacramento 44,790 3,560 4 4 5  1 4 2  
San Anton i o  3 1 ,445 3,604 3 4 9  6 7  
Warn e r  Rob i n@ 0  0  0  0  
Locat ion of i tem8 wlth 
zero ba l ance 
Ogd e n  24,335 0  1 2 1  0  
Ok l a h oma C ite 16,604 0  9 6  0  
Sacramento 27,927 0  1 6 8  0  
Tota lr 217,559 $14,807 1,771 3 4 9  

aWamer Rob i ns was not inc l uded in the phys i ca l  i nventory samp l e. 

Tab l e I.2 presents the resu lts of our est imates of the accuracy of inven- 
tory records. It comb i nes the resu lts of the samp l e of i nvestment i tems 
wh ich had a ba l ance as of May 31, 1989, with those of i nvestment i tems 
wh ich had no ba l ance as of that date. Based on the resu lts of our 
samp le, we est imated that with about 18.29 percent of the i nvestment 
items, there was a d ifference between the perpetua l records and the 
actua l count. Th i s large percentage of d i screpanc i es was one of the pr i- 
mary reasons GAO was unab le to express an op in i on on the Air Force’s 
f isca l year 1988 f inanc ia l statements (F inanc ia l  Aud it: A ir Force Does 
Not Effect ive ly Account for Bi l l i ons of Do l l ars of Resources (GAO/AFMD- 
90-23). 
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Tab l e 1.2: Pro jected EIt imOte8 of 
Accuracy of Inventory ReCOrd8 Do l l ars in mi l l i ons 

cateaorv Est imate Ranae (+/-I 
Percent of i tems where  the GAO count d i ffered from 
perpetua l  records 
Number  of i tems where  the GAO count d i ffered from 
perpetua l  records 

1 8 . 2 9% 3.0 9% 

39,082 7,444 
Gmms;f i fference b e tween GAO count a n d  perpetua l  

;zd;f i tems where  GAO count e x c e e d e d  perpetua l  
1 0 8 , 9 68 39,613 

$1,501 $ 7 1 7  
zEd;f i tems where  GAO count was l ess than perpetua l  

$ 8 1 6  $ 2 0 7  
gz;r;; i fference b e tween GAO count a n d  perpetua l  

$ 2 , 317 $ 7 4 2  

Tab l e I.3 presents the est imates of the cost of repa ir ing unserv iceab l e 
i tems. Based on our subsamp le, we est imated that the percent of the 
actua l cost to repa ir an i tem to its book va lue is about 17.68 percent. 
Th i s is s ign if icant s i nce the Air Force reports the va lue of unserv iceab l e 
i tems the same as fu l ly serv iceab le i tems, even though many requ ire the 
i nvestment of large s ums of money before they can be used. 

Tab l e 1.3: Pro jected Est imate8 of the 
Cost of Repa ir i ng Unserv iceab le- 
Reparab l e Items 

Do l l ars in mi l l i ons 
Category Est imate Range (+/-) 
Percent of i tems for wh i c h the actua l  cost to repa i r was 
ava i l ab l e 2 9 . 7 6% 9.4 8% 
Number  of i tems for wh i c h cost to repa i r was ava i l ab l e 1 9 5 , 1 64 74,290 
Book va l u e of i tems w ith actua l  cost to repa i r $ 2 ,939 $ 3 5 3  
Cost of repa i r for i tems w ith records 
Cost to repa i r a n  i tem to its b o o k  va l u e 

$ 5 1 6  $ 9 4  
1 7 . 5 8% 3.8 2% 
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