REPORT TO THE TASK FORCE ON

NATIONAL SECURITY AND
INTERNATIONAL AFFAIRS,

HOUSE COMMITTEE ON THE BUDGET

BY THE
COMPTROLLER GENERAL /W/W//f//l{/{{//ﬁlllll////l////////////
OF THE UNITED STATES

iESTnlcTEB — Hot to be released outslde the Seneral
cen’ - ¢ g Cliice excent on ihe basis of & i

. x the b pecific approval
by the Cfricc of Cengressional Relatione, PP

Analysis Of Department Of RELEASED
Defense Unobligated
Budget Authority

Department of Defense unobligated balances
of budget authority for military activities
grew from $12.8 billion to $34.5 billion
during fiscal years 1972.76. During this
period, the President’s budget consistently
projected higher obligations and lower un-
obligated balances than eventually developed.

This study

--examines the reasons for the growth in

Defense’s procurement accounts; R E LEAS Eﬁ

-Joogks at the actual experience in 32
procurement programs, including
staffing and contingency matters; and

--analyzes Defense’s processes for pro-
jecting obligations.

Recommendations are made to the executive
branch and the Congréss concerning problems

in Defense’s estimates of obligations and un-
obligated balances.
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20348

B-159797

The Honorable Robert L. Leggett
Chairman, National Security Task Force
Committee on the Budget

House of Representatives

Dear Mr. Chairman:

Pursuant to your request of June 3, 1977, we analyzed Department
¢f Defense balances of unexpended budget authority. In September 1977,
we provided your National Security Task Force a briefing document which
provided overview data on trends in the unexpended balances, and 2a
description of the Department's budgetary processes. On September 27,
1977, we testified on the subject before,the Task Force. This report
provides more detailed information on the reasons for the growth in
balances, including those raised as questions in your June request.

The Department of Defense has stressed that its unobligated balances
should be kept in perspective--i.e. that the estimate of $217 billion in
unobligated balances for the end of fiscal year 1978 for the total
Government is greater than the Department's by more than tenfold. However,
if the Department's balances are compared with total balances exclusive
of balances in trust funds and guarantee and insurance programs, the
Department's balances become about 40 percent of the remaining unobligated
balances.

Due to the size and complexity of the Department of Defense budget
and the short timeframe (6 months) in which this analysis was carried
out, we did not verify the information provided by the Department. In
addition, our analysis focuses on the procurement area; therefore, our
conclusions cannot be readily generalized to the entire Department of
Defense budget, nor can any of our comments on an individual weapon system
be considered as representative of the entire procurement area.

At your request, we did not obtain formal agency comments on the
matters discussed in this report. As arranged with your office, we are
semiing copies of the report to Senator Hollings, and Congressman Derrick.
Copies of the report, after it's release, will also be provided to the
Secretary of Defense and Director, Office of Management and Budget.



5-159797 \

We are available to discuss the report and a.swer any questions
you may have on this Iimportant subject matter should you 30 desire.

Comptroller General
of the United States
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BUDGET AUTHGRITY

DIGEST

Department of Defense unobligated balances
of budget authority for military activities
grew from $12.8 billion at the end of tiscal
year 1972 to $34.5 billion at the end of
fiscal year 1976. (See p.1.)

GAC was asked a series of specific questions
about Defense's balances and the possible reasons
for growth. The following is a summary of the
results of our work responding to these guestions.

--GAO did not find evidence that the
buildup in unobligated balances
for Defense's own procurements
{excluding those for foreign military
sales) between July 1, 1972, and
September 30, 1976, represented a Defense
inability to perform its programs. However,
contractor production difficulties in the
Army's M-60 tank program have led to
a backlog of unfilled orders-~-program
managers estimatad that approximately 216
tanks costing $130 million will not be
delivered as planned in calendar year 1977.
Army officials may be overly ortimistic in
projecting that the backlog will be over-
come by March 1979. (See p. 68.)

~-There is possible excess obligational
authority in Defense's own procurement
programs which could be reprogramed or
used to fund future reguirements:

-At the Army Armament Materiel
Re-diness Command, "unapplied
reserves® of obligational
authority exceeded 540 million
at June 30 for every year from 19875
to 1977, and reached $97.7 millicn
at September 30, 1976. (See p.64.)
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-At the Army's Tank-Automotilve Materiel
Readiness Command, "unapplied reserves"
totaled $86 million 'n Septemcer 1977,
of wnich $5¢ million has been
- identified by Command officials as
excess to their needs. (Sec p.fR7.)

N --Despite the existence of excess tunds,
Detense has not implemented & process
for systematic and regular reporting

- on the availability of excess funds to
the service and Office of the Secretary
of Defense levels. GAC previously
recommended that the Defense Depart-
ment devote additional attention to
this matter. (See p. §9.)

f

-~"u3ll funding, oftenrcxted by
Lefense officaals 1n explenations of
Delense unoblfgated balsuces, does not
explain the $5.5 billion growth (fiscal
years 1973-77} in the balances in
procurement accounts for Defense's
own acquisitions. The "stacking up”
effect of the full funding procedure,
involving at any core time balances
from several program year appropriations
produced a growth in unobligatea
balances prior to fiscal year 1973.
After then, 1ncreases in balances
should pe examined and explained
in terms of program growth and/or
a fall-off in obligation rates.
{See p., 13 .}

--Most (93 percent) of the $5.5 billion
increase in Defense's own procucement
unobligated total over fiscal years 1973-77
was due to program growth--1.e . 1ncreasing
funding levels--rather than an .hligation
rate decline. However, this total is a net
figure reflecting divergent patterns in the
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14 procurement accounts. In the 1975-77
period, 10 of the 14 accounts experienced
increases 1n balances due to a decline

in obligation rates from 1375 levels,
These 10 accounts experienced a §2.7
billion growth in unobligated balances,
of which $1.1 billion (41 percent) was
due to an obligatzion rate decline.

(See p. 16.)

~-The 1976 fall-oi{f i1n Defense procurement
obligation rat<s probably related more to
the sizable appropriation increase for
1976 (23 percent) and the problems
of absorbing such an 1increase, than
the lateness of the 1976 Defense
Appropriation Act. Defense may have
the potential tor absorbing
and efficiently obligating appropriation
increases of this magnitude after an
initial adjustment period. (See
p. 20.)

-~-GAU's review of 32 selected weapons
systems, ammunition commodities,
and aircraft modification programs
over the period trom July 1, 1971,
through September 30, 1976, revealed a
wide variety of apparent reasons for
identified decieases in Defense procure-
ment obligation rates. These reasons
listed pelow, cannot be readily general-
1zed to the entire Defense budget or the
entire procurement area. (See p. 21.)

-Delays in awarding contracts.

-Technical, planning, and production
problems,

-Reserves.

-Funds withheld trom program managers.

-Congressional actions.
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-Better contract prices than budgeted
for.

-Staffing deficiencies (limited cases;.
-Invalid obligations.

--Many Defense program officials cited
staffing deficiencies as a possible
contributing factor to the unobligated
balances, but did not consider this to
be a serious factor. Apr exception may
exist at the Army's Armament Materiel
Readiness Command, where there
is a rising number of unprocessed
Program Work Directives and the
possibility of staffing shortages.
(See p. 93.)

--Defense unobligated balances in procurg-
ment accounts contain reserves for
contingencies such as engineering
change orders and "inflation adjustments.
Defense budget requests, under the full
funding policy, include amounts for such
reserves. GAO found no evidence that
identifiable contingency amounts in the
procurement program were overestimated
as a result of successive Defense levels
adding to, and duplicating, the contingency
estimates of lower levels. (See p.10l.)

~-Through the 1972-76 period, the executive
branch consistent?y underestimated Defense's
unobligated balances. For example, as late
as January 1976, the executive branch
projected a $19.9 billion unocbligated
balance for the end of fiscal year 1976
"{June 30, 1976)--the actual balance
realized was $34.5 billion. (See p. 3.}

--The executive branch has not yet taken
all the steps needed to better estimate
Defense's procurement obligation rates
and balances. For examp.z, obligation
rate guidance provided by the Office
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of the Assistant Secretary of Defense
(Comptroiler) to the services for
developing tiscal year 1978 and 1979
estimates, appears to be optimistic
tor some procurement accounts when
coupared with historical actuals. Also
tae Ottice of Management and Budget
otticlals, while acknowledging that
there has been a problem 1in t-e
estimates ot Detense procurement
obligations, state that they do not
provide opilgation estimate guidance
to Defense or systematically check
1ts estimates prior to 1nclusion

in the President's budget.; (See

D. 47-) t

--Defense tund control problems, including
Anti-Deticiency Act violations,
in the accounting systems relating
particularliy to the procurement
accounts and toreign military sales (these
systems have not been approved by GAQ)} have
been serious and extensive. ‘These problems
impair Detense's abllity to ettectively
plan and monitor obligations or estimate
unobligated balances: l ’

-0t 154 accountlng systems 1identified
as subject to approval by GAO, 82
have not yet been submitted tor
approval.

-68 of the 72 GAO-approved accounting
systems were approved relatively
recently--within the last 5 years.
Those which have been approved are
primarily payroll, stock and
industrial tund systems.

{See p. 49.)

-=The executive branch nas revised the
procedures tor recording budget
authority tor toreign military sales,
etfective 1n tiscal year 1977. The
ettect has been to reduce unobligated
balances by about $13 billion {(estimated}.



Trne oDudaet 15sa3es 1nvolved ir this chanje are
potentiasly tar-reacnina, GA2 wa unacle to
respglve these 13sues within the time available
tor tnis study, and 15 continulnag work on tnic
matter. GAO will report tne resuits when
avallaple. he werk will include an assessment
ot the 1rpact ot tne new Drocedures on
congresstional program and budget controi.,

-=-Althouqgh a large 1increase 1n toreign military
sales orders 1in recent years has 'ncreased
workload on the services, Detencg: and the
services cannot accurately assess the 1mpact
on staffing requirements-~there 15 no system
to agecuately determine the number of
personnel working on these sales. In view
of this lack ot reliable data, it 15 1mpossible
to aetermine whether or not the 2 percent
surcharge was sutticient, However, Detcnse
raised the charge to 3 pearcent on November 30,
197+, ettective tar all sales cases recelved
atter Octoher L, 197/, (See p. 72.}

--humerous Detense audit reports and G40
reviews nase noted severe deficiencles 1in
Detense budgetary and tinancial records
on toreign military sales matters. ‘lthe
det1clencles have resulted i1n a loss ot
inteqgrity concerning the information rrom
these records, and a iessening of conaress-
1onal control over toreilgn military sales,
Executive Dranch otticlals acknow'ledge that
many of tnese problems seriously 1mpalr
Petense management control, and they are
taking actions aimed .at correeting these
detictiencles, (See . 80,

In the jast rew weeks of GAO's review, actual

obilgations data tor tiscal year 1477 became avali.-
able. ‘here was another DPetense obligation "short-
taii"=--actual obligations were fess tnan the amounts

.
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projected-~although 1t was less than in preceding
years. In the Detense~-Military subtunction
(051), 1977 actual direct obligations were

3.3 percent, or $3.5 billion, less than the
amount estimated prior to 1977 (the ~budget
year"” estimate) ana 3.4 percent, or $3.7
b:llion, short of the amount estimated

in 197/ atter enactment of the Detense 1977
Appropriation Act {the “current year”
estimate). This compared with shorttalls

trom current year estimates 1n tiscal years
1974-+6 which ranged trom 4 to 7 percent.

The smaller shortfall in 1977 may have been

due 1in part to Detense's new process tor
monitoring obligation performance. (See p. 41.)

RECOMMENDATION TO THE
SECRETARY OF DEFENSE

The Department of Defense should make certain .,
that the improvements they are making 1n their
internal reporting provide tor the systematic
identitication of amounts, tor review by
service and Otfice ot the Secretary -

of Detense otticials, which have become

excess to program tunding reguitements.

This would also permit timely rceporting

to the Congress ot the amounts determir.d

to be excess obligational authority.

The Department of Defense also should make
certain that 1its new policies and procedures
provide tor closer monitoriftg of obligation
projections by the Ottice ot the Secretary

of Defense, and more etfective use of existing
management reports and data on obligations,

in order to improve obligation estimates

and analyses ot variances between estimates
and actuals. (See p. 70.)

RECOMMENDATION TO THE OFFICE
OF MANAGEMENT AND BUDGET

The Officg of Management and Budget sh~uld monitor
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the obligation rates reflected in Defense’s
oblilgaticn projections tor procurement activities,
with a view toward 1identifying possible misestimates,
getting changes made or adding explanatory
information to the budget, and 1f necessary,
developing more detailed guidelines concern-

1ng estimating policies and procedures. ‘the
Ottice of Management and Budget should take

a more active role to assure that the Congress
wi1ll be provided the most accurate projections

of obligations and unobligated balances, and

the tuliest explanations of major changes

and variances trom estimates. (See p. £3.)

RECOMMENDATIJIONS
TO THE CONGRESS

GAO believes that the problems and 1ssues noted
in this review warrant certain congress:onal
actions. GAO recommends that the Congress:

--Require that Detense provide historical
and projected obligation rates, and
analyses of variancas between estimated
and actual rates, in 1i1ts budget requests
tor procurement actaivities. This would
enable the Congress to better assess
the Department's projections of obliga-
tions and unobligated balances. Obliga-
tion rates, tor each appropriation title,
should show the percentage of the requested
tunds that are projected tor obligation 1in
the tirst year, and the comparable tirst
year obligation rates--actual and estimated--
tor the programs atready tunded and underway.
Such intormation wotld permit the Congress
to analyze the projections in light ot prior
experience, and te question Defense otticials
on the reasons projections deviated trom
actual experience and on the validity ot
current estimates, Congress may also want
to reguire other agencies to provide
similar information in their budget sub-
missions., (See p. 110.)
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--Give greater attention to the significant
" balances of budget authority carried over
trom year to year, 1in 1ts analyses and
decisions on pbudget levels--tunctional
as well as 1ndividual accounts and programs.

These batances comprise signiticant per-
centages ot the available obligational
authoraity in a tiscal year, and should
now receilve greater visibility and
attention 1in the Condgressional budget
process. (See p. 11l1.)

~~Review the Otfice of Management and
Budget's plans and steps to strengthen
their analyses of Defense's obligations
estimates, especially Detense's policy
and procedures tor projecting tirst vyear
obligations 1in their multiyear
procurement accounts. (See p. 112.)
*
~--Monitor the implementation ot the practice
ot treating extensions of the availability
of unobligated balahces as new budget
authority as agreed to 1in the conference
report on the Second Concurrent Resolution
on the Budget, Fiscal Year 1978. (See
P. 117.)

AGENCY COMMENTS

At the request of the House Budget Committee Task
Force on Nat:ional Securlty and International Attairs,
we did not obtain Defense Department or Office of
Management and Budget commbnts on this report.
However, we will provide report copies to these
executilve agencies atter 5 days. Any comments
received trom them will be torwarded to the Task
Force.

Defense officials attempt tc minimize the
signiticance of Detense's unobligated balances
by comparing the Defense amount with the total
tor the Government. For example, 1n a recent
communication on the matter, Defense stated
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that »* = * the end of tiscal year 1978 pro-
jected unobligated balances ot $217 biliion tor
the total Government exceed those of Department ot
Detence by more chan tentold.” This statement
does not reflect the varving types of palances
involved. 1If the projected Detense palances are
compared with similar balances for other agencles
{exclusive of those in *rust tund, guarantee

and i1nsurance accounts), they amount to about 40
percent of tre total.
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CHAPTER 1

INTRODUCTION

This analy51$ concerns Department of Defense
(DOD) unexpender balances of budget authority. Budget
authority essnaitially is “"authority provided by law tc erter
into obligat..:s which will result in immediate or future
outlays involving Government funds * * * " 1/ In DOD
procurement activities, the focus of this study, budget
authority is used .2 enter obligations (contracts) with
defense contractors.

Unexpended balances of DOD budget authority are composed
of unobligated and obligated amounts. The former represent
unused authority to enter obligations, winile the latter
consists of obligations which have not yet resulted in actual
disbursements of funds (checks written). In this studyy
obligated balances are often referred to as "unliquidated
obligations.” >

THE INCREASE IN BALANCES, FISCAL -
YEAR 19/6 AND TRANSITION QUARTER

As seen in Table 1.1, total DOD unexpended balances 2/
--especially unobligated balances--rose gradually in the
1970s until fiscal year 1976 and the transition quarter(Q)
ending September 30, 1976. 3/ Unobligated balances grew from
$23.7 billion at the end of fiscal year 1975 to $34.5 billion
1 year later, a 46 percent {($10.8 billion) jump in 1 year.
Three months later, at the end of the TQ, the unobligated
balance was still high--$31 billion.

1/ “Terms Used 'in the Budgetary Process,” by the Comptroller
General of the United States, July 1977, PAD-77-9, p. 6.

2/ Total DOD adm1n1stered funds include those in the DOD=--
Military budget subfunction (051), apd the Military
Assistance subfunction (052).

3/ In this report, all balances cited are as of the end of
- the fiscal year, or transition quarter, utnless otherwise
specified.



SURARIARY OF DOD UNOBLIGATED & UNEXPERDED BALARCES
($ BILLIONS)

9/30/76

1 EST b/  EST b/ ASFORECAST
63072 673071 63074 63075 63076 93076 93977 938 INJAN 1976
UNEXPENDED BALANCES . ,
FOREIGN MILITARY SALES 41 63 120 Wy B2 w5 16 87 0
ALL OTHER PROGRAMS WS 42 463 465 41 528 624 122 417
TOTAL UNEXPENDED BALANCES 422 481 589 637 713 153 701 718 708
OBLIGATED BALANCES: '
FOREIGN MILITARY SALES TRy 44 60 65 15 69 50 125
ALL OTHER PROGRAMS 65 294 — 338 340 363 68 462 542 405
TOTAL OBLIGATED BALANCES * 294 341 382 199 428  #443 510 541 530
UNOBLIGATED BALANCES: ‘ -
FOQEIGN MILITARY SALES w22 16 n2 167 148 ) ) 26
ALL OTHER PROGRAMS He  ne 131 126 us 16 163 180 92
TOTAL UNOBLIGATED BALANCES 128 140 207 237 345 30 170 184 178

2/ OF WHICH $5.0 BILLION WAS COMMITTED.,
b/Estimated in January 1977, in the President's budget for fiscal year 1978,

Note: Amounts are for all DOD-administered funds, including those in the Department of Defense--
Military budget subfunction (051), and the Militar, Assistance subfunction (052).

Source: Department of Defense table.



|
EXECUTIVE MISESTIMATES OF BALANCES,

The sharp increase in 1976 and TQ unobligated balances
was preceded by executive branch forecasts of far smaller
balances. As late as January 1976, in the President's
budget for fiscal year 1977, the executive branch pro-
jected a TQ unobligated balance of only S$17.8 billion (See
Table 1.1)--the actual balance, 9 months later, was
$31 billion.

This underestimate of the unobligated total related to
2 multibiliion dollar overestimate of total DOD obligations
(direct and reimbursable). The following figures show the
January 1976 projections for fiscal periods 1976 and TQ,
compared with the actuals 6 to 9 months later~~fiscal year
1976 ended June 30, 1976; the TQ ended September 30, 1976:

Total DOD Obligations

1976 TQ
(billions)
January 1976 projection $145.7 $34.6
Actual 1 132.3 32.6
Actual shortfall from
projection 13.4 2.0

DOD concern

DOD officials, in internal correspondence, noted
at an early date the significance of the 1976 and TQ
sharp increase in DOD unobligated balances. Deputy
Secretary Clements stated the following in a, September 1975
memorandum to the services and defense agencies:

"I am deeply concerned about continuing delays in
executing Defense programs. For instance, as a
percent of availability, FY 1976 obligations in the
procurement. accounts were well below FY 1975. Unobli-
gated balances are up significantly.




"We must minimize the further impact of inflation
by getting proqrams under contract and achieve as
early as possible the reacdilness improvements
contemplated in spproved programs. Whatever is
not obligated promptly will buy less later, will
bring programs and our management of them under
criticism, and will jeopardize the credibility of
future reguests. Contracting workload backlogged
during FY 1976 and the Transition Quarter must be
cleared away to avoid delays in executing FY 1977
programs."”

Congressional concern

Concern over the 1976 and TQ growth in DOD unexpended
balances and the obligations shortfall was also expressed
by several members of the Congress during hearings on the
DOD Appropriations Bill for fiscal year 1978. The following
statement, addressed by a member of the House Committee on
Appropriations to the Assistant Secretary of Defense
{Comptroller), was one of several such expressions of
congressional concern: l/ .

“kecently, the Department of Defense has
experienced dlsturbxng increases in its unobligated
balance; that is, available funds uncommitted by
contract. For fiscal year 1976, for instance,
the DOD carried $23.7 billion in unobligated balances
into the fiscal year and ended the year with $34.5
billion in unobligated balances. This occurred during
a year in which the Congress, in the words of then
Secretary of Defense Schlesinger, had made 'deep,
savage. and arbitrary' cuts in the budget request.

* * * * *
-

"Despite the significance of the foreign military
sales transactions, which may explain as much as one-
third of the unforeseen increase in unobligated
balances, questions also arise regarding the manage-
ment of procurement programs by the DOD and in respect
to the ability of the Department to absorb the large
increases in funding granted in fiscal year 1977
and proposed for fiscal year 1978,

1/ "Department of Defer-.e Appropriations for 1978," hearings
before Subcommittec on the Department of Defense, House
Comrittee on Appropriations, 95th Congress, lst session,
Part.1l, p. 119.



"Please explain the large increases in unobli-
gated funds which the Department of Defense experienced
during fiscal year 1976."

- Similarly, members of the House and Senat> Budget
Committees expressed interest in DOD unexpended balances,
and requested this report on the subject.

BRIEFING DOCUMENT, SEPTEMBER 1977

We provided a briefing document to members of the
Budget Committees in September 1977, in which we presented
overview data on trends in DOD balances. We also provided
testimony at a hearing (Sept. 27, 1977) on the subject
before the Task Force on National Security and International
Affairs, House Committee on the Budget. The following were
among the matters we discussed in September 1977:

-=-In the DOD--Military budget subgunction (651), 1/
one area has consistently accounted for more than 70
percent of the unobligated total: procurement, with
$14.8 billion, unonligated at the end of the TQ,

including $3.8 billion for foreign military sales
{FMS).

~-Contributing most to the 1972-TQ growth in total DOD
unobligated balances was the increase in FMS balances:

\
-FMS balances grew 727 percent (S$13.1 billion}.

\
-Non-FMS balances grew 46 percent ($5.1 billion).

1/ This subfunction contained 95 percent ($97.7 billion) of
DOD's total budget authority in fiscal year 1976. DOD's
other subfunction, Military Assistance (052), contained
5 percent of the budget authority ($6.3 billion).



--DOD, effective for fiscal 'year 1977, began
to record FMS budget authority to correspond
to FMS obligations rather than approved FMS
orders. At the same time, DOD wrote off
about $13 billion (estimated) in FMS unobligated
balsnces. DOD officials gtate that becausze of
these changes, there will be few, if any, FMS
unobligated balances in the future.

~=Qur audits and those of DOD have ascertained
that there are numerous budgeting, accounting,
and management record deficiencies which impede
effective DOD management of FMS activities.

--There have been significant DOD misestimates in
projecting obligations and unobligated balances. 1In
DOD--Military subfunction (051), direct obligations
were overestimated for five out of six fiscal periods
during 1972-TQ--overestimates averaged $4.3 billion.

ISSUES ADDRESSED
IN THIS REPORT

Our rarlier work was intended to provide overview infor-
mation on basic trends (1972-TQ) in DOD uncxpended balances,
and certain related budgetary processes. This report will
provide more detailed information on key ereas of the matter.
The following are the subjects addressed in this report:

--Reasons for the growth in DOD non-FMS procurement
unobligated balances: program growth and/or obli-
gation rate decline?

--Recent executive branch processes for projecting
obligations: obligation plans, monitoring,
recoupments. ) .

-~Budget and financial reporting on FMS amounts. Our
more detailed analysis of the recent budget authority
change is to be issued in another report.

-~-DOD staffing and the growth of unobligated balances.

~--DOD contingency estimates.



OTHER MATTERS

It should be noted that we have a separate study
underway of unexpended balances in the civil agencies of
the Federal Government. OQfficials of DOD have stressed that
DOD balances should be put in perspective by comparing them
with civil agency balances. In a recent communication on
the matter, a DOD official stated that “* * * the end of
FY 1978 prtojected unobligated balances of $217 billion for
the total Government exceed those of the Department of
Defense by more than tenfold.”

While the preceding statement seems to show DOD as
having a very minor part of unobligated balances, it does
not reflect the varying types of balances involved. Of
the $219.9 billicn unobligated estimate for fisecal year
1978, 1/ $137.8 billion pertains to civil trust fund
accounts including such accounts as the Civil Service
Retirement and Disability Fund and the Federal 0ld Age
and Survivor Insurance Trust Fund. Of the remaining R
382.1 billion, $19.4 billion, 2/ or 24 percent, are DOD
balances.

Excluding from the $82.1 billion the $35 billion
eccimate for civil guarantee and insurance prcgrams, for
which appropriations and other budget authority are provided
for contingency, backup, reserves, and debt reduction, DOD
balances become about 40 percent of the remaining unobligated
balances. . These DOD balances are primarily in the categories
of procurement programs and research and development programs.
Estimates for fiscal year 1978 indicate that DOD will make
up 100 percent of the unobligated balances in Government
procurement programs ard 99 percent of balances in the
research and development category. *Civil procurement programs

1/ Estimate in the Office of Management and Budget's
"Balances of Budget Authority," Jan. 1977.

2/ This summary DOD figure excludes (1) balances of less

: than $20 million {(the estimate for Government-wide
Federal fund balances of less than $20 million is $489
million) and (2) small amounts potentially categcrized
under Other Agencies under the primary categories.



can be expected to develop unobligated balances in the future
if they are put on a "full funding" basis like DOD procure=~
ment. Full funding is discussed in Chapter 2,

We further note that the findings in this repcrt
are based upon unverified DOD data. The necessity of
starting and completing our fieldwork and analysis within
6 months, coupled with the magnitude and complexity of DOD
activities, did not permit a verification of the information.
DOD military activities account for 25 percent ($121.7
billion} of the estimated total Government budget authority
for fiscal year 1978, and 37 percent (921,200 employees)
of total full-time permanent civilian employees in the

executive branch.
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CHAPTER 2

REASONS FOR GROWTH IN UNOBLIGATED BALANCES

CHAPTER_SUMMARY

--GAO did not tind evidence that the buildup in
direct unobligated balances for Defense's own
procurements (excluding those tor [oreign
military sales) between July 1, 1972, and
September 30, 1876, represented a Defense 1in-
ability to perform 1ts programs. However,
contractor production difficulties in the
Army's M-60 tank program have led to a back-
log of unfilled orders-—-program managers
estimaced that approximately 216 tanks
costing $130 million will not be delivered
as planned in calendar year 1977. Army
officials may be overly optimistic in pro-
jecting that the backlog will be overcome
by March 1979. (See p. 68.)

--Full funding, often cited by Defense offdcials
in explanations of Defense unobligated balances;
does not explain the, $5.5 billion growth (fiscal
years 1973-77) 1n the balances in procurement
accounts for Defense's own acguisitions. The
*stacking up" effect of this tunding procedure,
nvolving at any one time balances from sev-
eral program year appropriations produced a
growth in unobligated balances prior to fiscal
year 1973. Atter then, 1increases 1in balances
should be examined and explained in terms of
program growth and/or a fall-off in obligation
rates. 1/ (See p. 13.)

--Most (93 percent) of’ the $5.5 billion increase
in Defense's own procurement unobligated total
fiscal years 1973~77 was due to program growth--
i.e., increasing funding levels--rather tlan
an obligation rate decline. However, this
total is a net figure reflecting divergent
patterns over 1973077 in !4 procurement accounts.
In the 1975-77 period, 10 of the 14 accounts
exper ienced 1ncreases 1n balances due to a

1/ Rate=obligation as a percentage of total funds available
for obligation.



decline 1n obligation rates trom 1975 levels.
These 10 accounts experienced a $2.7 billion
growth 1n direct program unobligated balances,
of which $1.1 billion (41 percent) was due

to an obligation rate decline. (See p. 16.}
The 10 accounts, and their 1975 to 1977 obliga-
tign rate (percentage point) decreases, are:

“~-Weapons--Navy: 15.7

--Mar ine Corps: ' 15.6

. --Ammuniticn-—-Army: 9.8

--Other~-Army: 9.7
--Weapons and Tracked

Combat Vehicles --

Army = 4.4
—-Aircraft—;Navy: 3.9
-~Aircraft--Army: 2.2
-~0Other--Ai1r Force: 1.3
-—Other-—Naﬂy: .8
--Mlssles——A@r Forée: .1

\

--The 1976 £all-off in Defense procurement
obligation rates probably related more to the
si1zable appropriation increase for 1976, 23 per-
cent, and the problems of absorbing such an
increase, than to the lateness of the 1976
Defense Appropriation Act. Defense may have the
potential ftor absorbing and efficiently obligating
appropriation increases of this magnitude after
an 1nitial adjustment period.

{See p, 20.)

~~GAO's review of 32 selected weapons systems,
ammunition commodities, and aircraft modification
programs, over the pericd trom July 1, 1971,
through September 30, 1976, revealed a variety

10
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of apparent reasons tér identified decreases

in Defense procurement direct program obligation

rates. These reasons, listed below, cannot be

readily generalized to the entire Defense budget

or the entire procurement area. (See p. 21.)
--Delay in awarding contracts.

--Technical, planning, and’production
problems.

--Reserves.

-=-Funds withheld from program managers.
-~-Congressional actions.

-~-Better contract prices than budgeted for.
~-Staffing deficiencies (limited cases).
--Invalid obligations.

FOCUS ON PROCUREMENT
BALANCES

Our earlier work identified DOD's procurement accounts
as the ones with the largest share of the DOD--Military sub-
function's (051) unobligated total--7J percent ($14.8 billion,
including $3.8 billion FMS) at the end of the TQ. We there-
fore focused upon thce DOD's 14 procurement accounts in our
followup effort to develop information on the reasons for
the growth in DOD unobligated balances. Furthermore, our
analysis concentrated on the non-FMS procurement balances,
because (1) such balances pertain to the budget authority
appropriated by the Congress, and (2} budget concepts changes
eliminated most FMS procurement unobligated balances, effec-
tive fiscal year 1977 {down to an estimated $610 million).

Trends in procurement non-FMS balances are seen
in Table 2.1. -It is noted that unobligated balances
grew from approximately $6.9 billion at the end of fiscal
year 1972 to $l1l1 billion at the end of the TQ, with the
higgest increase in that period occurring in 1976--a §$3.2
billion jump. As already stated in chapter 1, this jump in
1976 prompted congressional inguiries concerning the reasons

for the growth in DOD balances in recent years, particulary
1976,

11
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The table also shows that there was another increase -
in procurement non-FMS unobligated balances in fiscal
year 1977--a $1.2 billion 1increase bringing the tota. to
$13.2 billion. 1/

MULTIYEAR FULL FUNDING !
AND UNOBLIGATED BALANCES

Between 1951 and 1957, most DOD procurement
activities were put on a fuli funding basis. Under
this approach, the Congress has provided dudget authority
each year which is intended to cover the full cost of the
"end 1tems" being funded (a certain number of completed
arrcratt, tanks, etc.). Full tunding thus contrasts
with incremental funding, under which successive
Congresses provide budget authority installments cover-
ing portions of the given end items' total cost.

Full tunding has been justified as a means of
providing the Congress tull disclosure of the total cost
for a given number ot end items whén first presented for
congressional funding action. In a 1969 report (B-165069,
Feb. 17, 1969), we reached the following conclusions:

--We found that the initial cost estimates which the
military services used to support their budget line
item requests took 1nto account the best information
avallable to them at that time,

'=-We believe that the tull funding concept has
encouraged personnel to be c¢onscious of the impeortance
cf cost estimating and of the need to include all
applicable costs in budget line 1tem regquests.

Beginning with fiscal year 1972, DOD procurement
accounts were shifted by appropriations action from a no-
year to a three-year £ull funding basis (5-year tor Navy

t

1/ The $13.2 billion total i1s based upon tigures provided by
the DOD services. It represents {1l) $12.8 billion in actual
direct program unobligated balances as reported to GAO in
November—~December, 1977, plus (2) §.4 billion estimated (by
GAO) non-FMS reimbursable (inter-service) unobligated balan-
ces. As of December 23, 1977, DOD did not have an actual
figure on non~-FMS reimbursable unobligated balances.

13



shipbuilding activities). This limited each anpropriation's
(budget autnority) period of availapility for new otligations
to 3 years {or 5). It should be added tnat with multi-

year availiapility of budget zuthority, there 1s no requirement
that all of tne authcrity be obligated in the tirst year.
Unobligated balances are carriled forward tor use until

the end of the third year (fifth year tor shipbuilding),

at which time any balance expires for purpnses of making new -

obligations. 1/

DOD officials trequently cite the tull tunding practice
when discussing DOD unobligated »nalances. tor example, when
asked to explain a projected growth 1n DCD non-FMS unobligated
balances, the Assistant Secretary ot Detense (Comptroller)
stated the tollowing 1in Febiurary 1977 before the Subrommittee

on the Department of Detense, House Committee on Appropriatilons:

“I think you only need glance at the chart to

see that 'it {unopiigated non-F4S balances)

occurs 1n targe measure 1n the procurement

title. The procurement title 1s the area

where Congress, tor many, many years has cnhosen

to authorize and appropriate ocur funds on the

so called tull-tunding pasis., If we nad $2 uil-
lion for a carrier, Congress provides the full

$2 billion in the year the 1nitial countract 1s to
be awarded even though the complete contractual
activity may ecxtend over a period of 4 or 5 vyears.
Congress has recognized this by providing an
appropriation with a 5-year life tor obligation
purpoces tor shipbuilding and a 3-year life in alil
of the other procurement areas, We will tind as
long as we have tull tunding there wiil undoubtedly
be unoubligated balances in the procurement title at
the end of a given tiscal year.” 2/

DOD officials turther state, in discussing unobliqated
balances under full tunding: . *

1/ The expired balance 1s withdrawn to a surplus account
in the Treasury and remains available for restoration to

effect adjustments.

2/ "Department of Defense Appropriations tor 1978," hearings
vbetore the Subcommittee on the Department of Defense,
House Comm:ittee on Appropriations, 95th Congress, st

session, Part 1, p. 99.
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« « « 1t simply would be 1mpracticable to attempt
to obligate all the funds for a given weapon in the
first year. Some of the components have relatively
short lead-times. It would not make sense to order
them, pay for them, and hold them in 1lnventory lLong
betore they were needed. Technical and costs fac-
tors are such that better results can be obtained by
deterring contracting to the point dictated by lead-
time." 1/

MULTIYEAR FULL FUNDING IS NOT
A BASIS FOR EXPLAINING CONTINUED
GROWTH IN UNOBLIGATED BALANCES

It 1is corract that there normally is an unobligated
balance carried forward each year in DOD accounts financed
by multiyear £full funding. However, this funding procedure
does not explain the $5.5 billion growth in procurement
non-FMS balances over the tiscal year 1973-77 period.

The "stacking up" ettect of full funding, involving at

any one time balances from several program year appropr,i-
ations, produced an automatic growth in unobligated
balances 2/ prior to tiscal year 1973. After then,
increases 1n balances should be exahined and explained

in terms of program growth and/or a fall-off in obligation
rates, }
PROGRAM GROWTH EXPLAINS

MOST™ OF THE INCREASE IN

UNCoLIGATED BALANCES

DOD officials alsoc state that the growth in the

procurement non-FMS unobligated total during the 1970's

has been " * * * well within program trends*--i.e., the
increase in unobligated balances reflects the increase

1n appropriation levels over the years, and not an 1increasing
DOD inability to obligate funds. The implication is that
annual obligation rates {(obligations as a percentage of

total tunds available for obligation) have not decreased.

1/ "Department of Defense Appropriations tor 1978," hearings
betore the Subcommittee on the Department of Defense,
House Committee on Appropriations, 95th Congress, 1st
session, Part 1, p.ll.

2/ Growth in dollars unobligated, and dollars unobligated
as a percent of total available for obligation.

‘
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Our review indicates that program growth accounts
for most, but not all, of the 1973-77 growth in the
procurement non-FMS unobligated total--about 93 percent
($5.1) of the $5.5 billion growth. The DOD obligated
approximately 68 percent of 1ts available procurement
non-FMS ftunds .n 1973, and 67 percent in 1977.

OBLIGATION RATE DECREASES
1976-77 - ,

’

More importantly, these totals reflect thne net
exper ience of several procurement accounts (14 in fiscal
years 1975 thrcugh 1977), and obscure the fact that

within the procurement area there have been recent obliga-

tion rate fall-offs affecting most (10) procurement
accounts. The accounts which experienced an increase in
direct unobligated balances in 1976 due to an obligation
rate decline from 1975 rates are listed in Table 2.2.
They are listed in order of obligation rate decline.

. f

The figures in Table 2.2 YTor 1976 are under a
co.umn headed "1976-TQ". We c&alculated the ending
balances and rates for the programs operating in
1976 1/ as the end of tha TQ, 3 months after the
close of 1976, in order to correct for the fact that
the 1976 DOD Appropriation Acc was enacted 1 to 4
months later than the 1974 and 1975 DOD appropriations.
The table also shows the experience of the same accounts
in tiscal year 1977.

\

It may be seen that the 1976~TQ direct obligation
rate decreases in the 10 accounts ranged from a 7.2
percentage point decline (Weapons--Navy) to a .1
percentage point decline (Aircraft--Army). In total,
these drop-offs in rates accounted for $371 million
{total, column 5) of the $880 million {total, column 4)
increase 1in direct program unobligated balances over
the 1975 ending balances. Furthermore, our analysis of
the same accounts in tiscal year 1977 shows that each
account experienced a continued rate decline, when
compared with its 1975 rate. Also, most 1977 rates
were below the 1976~TQ levels. This 197/ decline is
noteworthy in light of the tact that the 1977 DOD
Appropriation Act was enacted prior to the beginning
of the tiscal year--the first on time DOD appropriation
in the taiscal year 1972-77 period. This development
in 1977 1s discussed further in chapter 3.

1/ In the 3-year accounts, the programs operating in 1976 were
the 1974/76 program, 1975,/77 program, and 1976/78 program.

16
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Table 2.2

Procurement Accounts and Obligation Rate Changes, 1976-T.Q.: Direct Program

Mi1135ns)
FY 1975 Fiscal Year 1976-7.Q. Fiscal Year 1977
Increase over Increase over .
Obligation Change in FY 1975 due Obligation Change in FY 1975 dye
Accounts With nbligation rate change unobligated to obligation rate change unobligated to obligation
Rate Decreases: Unobligated from FY 1975 Unobligated over FY 1976 rate decline from Fy 1975 Unobligated over FY 1975 rate decline
[4})] (2) (3) (4) (8] (6) '(7i T8y 9y
Weapons--Navy \$ 208 -1.2 $ 408 $200 $ 99 -15.7 $1,034 $ 826 $ a2
Weapons and Tracked
Combat Vehicles~-Army 57 -6.7 184 a7 65 4.4 244 187 65
Aungnition--Army 105 -3.2 . 189 84 35 -9.8 307 202 128
Othev--Army 184 =2.4 k1174 18 29 -9.7 6N 427 181
Atreraft--Navy ) 748 -1.8 795 a7 66 -3.9 1,021 213 170
Other--Navy 383 -1.3 467 1 30 -.8 651 268 26
Other--Alr Force . 40 ~1.2 537 136 30 -1.2 685 284 39
Missile--Air Force 427 -.7 489 62 1% -1 515 88 2
Marine Corps 78 -4 9 1 1 ~15.6 m 93 n
Aircraft--Army 53 - 5 22 i - 2.2 13 __83 15
Subtotal 2,644 3,525 a8l 371 5,375 2,73 1,123
Accounts With Obligation
Rate Increases:
Aircraft--Air Force 1,302 . 8.4 1,254 -48 N/A 9.6 1,734 432 N/A
Defense Agencies 36 8.2 52 16 h/A -8.1 73 7 16
Ships--Navy 3,502 5.2 3,500 -2 N/A -4.1 5,531 2,029 396
Missile=-Army 12 2.3 87 =25 N/A 9.9 _ 500 -62 N/A
Subtotal 4,952 4,893 =59 T 2,388 2,43 3L

TOTAL $7.59 58,418 $822 $3n $12,763 35,167 $1,535



The tour DOD procurement accounts which did not
experience a direct program obligation rate delcine in
1976~TQ are the following:

--Missiles--Army

-~Shipbuilding and Conversiyn--Navy 1/
--Aircraft--aAir Force

--Defense Agencies l/

This varying obligation rate pattern for the 14
procurement accounts makes it essential to examine each
account when analyzing trends in DOD procurement unobli-
gated balances. It is noted that two of the accounts which
showed no obligation rate decline 1in 1976-TQ (thipbuilding
and Conversion~-Navy; and Aircraft--Air Force) together
accounted tor $4.8 billion (57 percent} of the $8.4
billion direct unobligated total for the 14 accounts,

1976-TQ. 2/

Beyond 1identifying the procurement accounts
with obligation rate decreases in fiscal year 1976~
TQ, our analysis examined 32 selected procurement
weapons systems, ammunitinn commogities, and aircraft
modification programs 3/ in order to 1identify 1tems
with obligation rate decreases in recent years, and
explanations for the decreases in those 1items, Table
2.3 shows the 10 i1tems which we identified as having
1976-TQ obligation rate declines (from 1975 rates),
and the portion of the 1976-TQ unobligated balance
increase due to the rate decline.

Fiscal year 1977 data are also presented in Table
2.3. It 1s noted that 7 of the 10 items 1in 1977
continued to experience increases in unobligated bal-
ances (over 1%75) due to obligation rate declines

{from 1975}.

1/ Experience& a rate decline, from 1975 rate, in 1977.

2/ As in Table 2.2, the "1976-TQ" amounts exclude amounts
pertaining to the separate appropriation tor the TQ.

3/ Selected primarily because of relatively large
unobligated balances, June 30, 1976.
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Piscal Year 1973

e et g .

Heapon system
Acmy

Fuze, proximity €og
actillecy and 4.2°
mottac

Rawk mizsile system

H113A1 vehicles

Tube launched opti=
cially tcacked

wire command Yink
guarded uissile

Navy

Patrol hydrotofl
nisaile

Trident
Alr Forca
A-10 siccraft
B~3A ajrcraft
Moditfications of
In-service
ajrcraft

Tnctica! air control
aysteas Iimprovement

.

Procurement Weapon Systems With Obl
M1

Pable 2.3

1311
-

Direct Program

Tions

Fiscal Year 1976 - 19

Amount of increase
Increase due to rate

Over decline from 1975
Unobligated Uncbliqated 1975 {percent)
$12.0 $ 24.1 $ 12,1 $ 12.7 (100)
9.2 1.2 9.0 8.9 (98.9)
.8 10.9 10.0 3.5 {35.0)
5.8 s 4.0 4.0 (100)
5.0 232.4 137.4 36.5 (26.6)
592.5 194.7 212.2 212.2 {100)
21.2 92.7 65.5 29.7 (45.3)
7.4 152.1 144.7 144.7 (100)
1.9 8.2 16.4 7.1 (43.1)
14.7 20.7 6.0 3.5 (59.3)

A

tion Rate becreases, 1976 TQ:
=31

Fiscal Yeacr 1977

Increase
over

Unobligated 19715

$ 313
3.4
46.1

10.0

271.9
1118.2

153.9
190.4

184.3
8.6

Amcunt of inccrease
due to rate
decline from 197%

|ggrcent !

§ -8.7 -
-5.9 -
5.8 $ 23,4 (51.%)
4.2 4.2 (100)
176.9 48.9 (27.8)
536.4 175.4 (32,7)
126.7 -
1831.0 148.0 (80.9)
52.5 -
6.3 -

T



REASONS FOR OBLIGATION
RATE DECREASES

In an October 1976 memorandum to the President,
the Director of the Otftice of Management and Budget
(OMB) stated that in fiscal year 1976 and the TQ
" ® * % [DOD} procurement contracts were not awarded
as rapidly as' expected.™ The OMB Director explained
that "it appears that Defense did not adjust planning
rates to take into account the effect of late 1976
appropriations and the sizeable (23 percent)
increase in procurement appropriations.” The
tollowing shows DOD procurement budget authority
1n recent years:

-~1974, §17 bill:on
--1975, 16.7 billion
--1976, 21 billion
~-1977, 28 billion

The late 1976 appropriation was
probably not the major factor

We doubt that the lateness of the 1976
appropriation 1/ was the prime tactor tor most DOD
procurement accounts. As noted earlier, we identi-~
fied 10 accounts which experienced obligation rate
decreases {(from 1975 rates) even when the 1976 rates
were adjusted to reflect an extra 3 months of obligations
(July-Sept. 1976). Futhermore, 19// obligation rates in
these accounts remained below 1975 rates—-and also below
19/6-TQ rates in most cases--even though the 1977 DOD
Appropriation Act was enacted 3 months earlier in the
the budget cycle than was the case in 1975. 2/

For the above reasons the OMB Director's statement
about the size of the 1976 apprropriation, and its effect

1/ February 9, 1976, comﬁared with October 8, 1974,
for the 1975 appropriation; and January 2, 1974, for
the 1974 appropriation.

2/ The DOD 1977 Appropriation Act was enacted on
September 22, 1976, prior to the beginning of the
tiscal year, while the 1975 Act was enacted 3 months
into the fiscal year--on October 8, 1374.

.20



on obligations, probably 1s a more valid general explanaton.,
However, this does not necessarily mean that DOD lacks the
capacity to absorb and efficiently obligate a 23 percent
increase 1n thelr procurement bhudget, Indeed, we

d1d not tind evidence that the buirldup in recent vears

1n DOD procurement unobligated balances represented

a DOD inability to eventually perform congressionally
mandated programs. We did, however, tind certain coutractoer
problems in the Army's M-60 tank procurement program.

Our review of 32 systems

Our review of reasons tor DOD procurement obligation
rate tall-otfs (leading to increased unobligated balances)
in recent years (1972-TQ) entailed a study of 32 DOD pro-
curement-stage weapons systems, ammunition commodities, and
aircraft modification programs, 1in the three services. It
must be noted that the reasons, identified 1n Table 2.4
and discussed below, apply to the 32 programs and should
not be projected as reasons tor obligation rate decline in
other programs or for other years. 1/ Further, the reacsons
cited are reasons as of a specitic date in time-=the last *
day of a fiscal year. Budget and program information on a
system at the end of the fiscal year does not give a complete
picture of the tlow of events leading up to that aate, or
atter. 2/ -

The reasons listed below are largely based on unverified
wntormation provided by DOD otticials. Time constraints did
not permilt a more in-depth analysis.

1/ Other reasons not 1dentifiad here may be equally or
more important in the obligation rate trends for the
entire procurement area., It would be unfounded to
project the reasons discussed in this report to other
programs, to account totals, or tae procuremenci area
as a whole,

2/ The Army's Hawk missile system at June 30, 1976, had
an unohligated balance of 5353.9 million, up from $9.5
million at June 30, 1975. However, this $35.9 million
was reduced by $24.7 m:iliicn on July 6, 1976, J working
days after the close of the tiscal year, by a contract
award.
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Delay in awarding contract

The affected systems, 1976-TQ were:

-~-The tube-launched optically tracked,
wire command link guided missile
system (Army).

--Patrol hydrofoil missile (Navy).
--Trident (Navy).
--E-~3A aircraft (Air Force).

~--Modifications of in-servaice aircraft
. (Arr Force).

--Tactical air control systems improvement
(Air Force).

The fiscal year ending without contracts be.dng
awarded appears to have been a reason for obli-
gation rate drop-offs in L4 of the programs studied.
There were three major reasons for this delay. Fuirst,
definitization of the contract slipped past the end
of the fiscal year. For example, in the Trident pro-
gram, in program year 1974, only 23 percent of an
approprration of $652.6 million was obligated due to
a delay in the hull contract award tor the lead ships.
The award was made on July 25, 1974, for $285 million
or 44 percent of the fiscal year 1974 appropriation.
Had the award been made in fiscal year 1974, Trident
would have had a first vear obligation rate of 67
percent. .-

Second, balances were purposely combined with the
next tiscal year's funds so that procurement could be
combined. In the FFG Guided missile trigate progranm,
the entire 1975 appropriation was unobligated at June 30,
1975. A three ship program had been approved by the
Congr2ss, but since a three ship program was not attrac-
tive to ship builders, project officials elected to
delay the award of the 1975 ships until the 1976 ships
could be awarded simultaneously.

Third, the Navy's periodic full solicitation proecess
was a factor. In the SSN-688 submarine program, the
length of time required ifor a full solicitation process
Plus negotiation for the ship contract normally delayed
the award of the contract until the second year. This
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was reflected in the large unobligated balances 1in
the tirst year of the fiscal year 1573 and 197%

programs, Full solicitation occurred every
In the "off" years, options were used

other vear.
tor effecting contracts—--a relatively gquick process
that did not affect obligation rates.
} |
Technical, planning, and
production problems

The affected systems, 1976-TQ, were:

--Fuze proximity for artillery and 4.2"
mortar (Army).

--Patrol hydrofoil missile (Navy).

--Modifications of in-sérvzce aircraft
(Air Force). =

Obligation rates also declined because of
slippages in research, development, and production
schedules. For example, these problems reduced the
okligation rates in the Air Force's aircraft modifi-
cation program. One such modification was the Wild
Weasel, an F-4 modification budgeted at $59.8 mil-
lion 1in tiscal year 1976. At the end of tiscal
year 1876, only $2.8 million had been obligated,
and Air Force officials said that the activity was
behind schedule because of techuical problems experi-
enced during the research and development phase.

Reserves
The affected systems, 1976-TQ; were:

--Fuze proximity for artillery ana 4.,2%
Mortar (Army).

-=-M113Al1 vehicles (Army).

-=-Projectile 155 MM, HE ICM {Army).
--E~3A aircraft (Air Force}.
An obligation rate decline due to holding an

increased amount of okbligation authority in reserve
status was tound in eight of the programs studied.
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For example, the M113Al armored personnel
carrier program had an unobligated balance of
$19.9 million in the direct account at September 30,
1976, (the unobligated balance was $U.2 million at
June 30, 1975). Of this $19.9% million, $15.7 million
was in reserve tor price escalation, engineering change
orders, and administrative support {up trom reserves
of $.4 million at June 30, 1975)

Our review found that unobligated reserves
were used primarily to cover the following
contingencies:

~-Anticipated engineering changes.

--Price escalation.

-~-Additional contract costs and tees,

-—-Support contracts.

--Unapplied (see chapter 4}.

Some reserves represent excess tunds which
could be reprogramed or used to reduce future

budget authority requi.ements. (see p. 37.)

Funds withheld from program managers

The affected system, 1976-TQ, was the patrol
hydrofoil missile {Navy). Obligation rates sometimes
tell because project managers had obligational authority
withheld by higher DOD levels--either the Office of the
Secretary of Defense (0SD) or the services' headquarters,
In the helicopter~-mounted mine system, the Department
of the Army withheld authority to obligate, the 1976 funds,
and 1n the TQ eliminated the program while awaiting
development of a new system.

Other funds were temporarily withheld because
of slippages in work to be completed before a decision
to award the contract. 1In fiscal year 1976, tunds tor
the production of 23 aircraft in the Air Force A-10
aircraft program were held up pending a final decision
by the Defense Sysfem Acguistion Review Council to
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proceed with full-scale production. That review

was delayea 6-9 months because of delays in

delivery of the research and development phase

aircraft which had to be tested before the production
decision could be made. Approval to procure the remaining
23 aircraft was not given until February 11, 1976, leaving
-only 4 months availability tor obligation during the tirst

tiscal year.

Congressional actions

The atfected system, 1976-TQ, was the E-3A
aircraft (Air Force). Atter an appropriation has been
assigned, it can still be affected by congressional
actions. We identified two such actions made by the
Congress. First, Congress changed the level of pro-
curement in the Air Force's E-3A program. In 1976, the
Congress originally approved the Air Force request to
purchase s1x aircraft tor the program. Subseguently,
the Congress authorized the procurement of only four aircraft,
causing new negotiations to be undertaken and an unobligated

balance of $129.7 million, o

Second, a congressional prohibition led to a
significant obligation rate fall-off for the U.S.
Army Armament Materiel Readiness Command at June 30,
1975, ($50.7 million of obligation authority being
withiheld}. The prohibition was part of an amendment
(Public Law 93-559) ta the Foreign Agsistance Act of
1961. The amendment prohibited obligations to stock-
pile munitions and other items if earmarked for use
by a foreign country. According to the Department
of the Army, the prohibition affected $53.6 million in
unobligated balances tor five items 1n our review
and almost $178 million for all ammunition items
because they were designated in®*program year 1975
as war reserve for selected allies. The following
list identifies the five items, the unobligated
balance in 1975 as identified by the Department ot
the Army, and the obligational authority withheld

at Jurne 30, 1975.
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. - 4‘
Obligation
Unobligated authority

balance withheld
~{m1llions) ({(millions)

i
4,2" cartridge 1lium 0 811.3 sl

1.3

4.2" cartridge-~HE 4,2 4,2
4,2" Fuze--Prox 8.7 8.7
4.2" FuZe--PD .4 4.5
155 mm, projectile--ICM 20.0 20.0
Total $53.6 §50.7

=

Army withheld the authority until it decreased
the program or reclassified the item as no longer
designated for war reserve,
i
Better contract prices than budgeted for

The affected system, 1976-TQ, was the M113Al
vehicles (Army). When costs are estimated, there
are usually discrepancles bhetween the estimate
and th2 actual cost. 1In fiscal year 1976, the
contractor's target cost estimate for the air-
frame in the Air Force A-10 Aircraft program was
$33 million less than the Government's estimated
cost. Since obligations are limited to contract
cost, some funds were left unobligated.

1

Staffing Deficiencies \

The atfected systems, 1976~TQ, were:

~~Fuze proximity tor artillery and 4.2" Motar
{Army).

-~M113A1 vehicles (Army).

In Chapter 6, we stated that fall-offs in
obligation rates do not appear, 1in general, to be
due to stafting deficiencies; however, our review
identified the above programs within the Army where
obligation rate decreases may have related to staffing
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deficiencies, 1/ The dollar etffect on obligations
caused by this problem has not been determined,

Invalid obligations

The Army Audit Agency determined that Army
Tank Automotive Materiel Reacdiness Command (TARCOM)
had inappropriately obligated tunds. 1Its tinding
was based on a review of seven contracts 1including
the 1974 and 1975 contracts tor the M113Al vehicles.
Under the 1974 contract, the Army Audit Agency
found that the unobligated balance was understated by
about $17.4 million. The unobligated balance tor
program years 1972 through 1976 had to be reviewed.
This tinding was termed by Army cfficials as a major

contributing factor

1/ While we have 1dentified possible staffing deficiencies
only in some selected Army programs, an internal DOD
document, *Survey of FY 1976 Procurement Programs with
First-Year Obligation Shortfalls™ Apr. 15, 1977, by
Louis Cyr, Charles Hanzlik, and John Dudley, reports
that statting detficiencies affected obligation of funds

1n the Navy as well as the Army.
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- CHAPTER 3

LAG BETWEEN APPROPRIATIONS,
OBLIGATIONS, AND DISBURSEMENTS

CHAPTER SUMMARY

--In one part of our review, we studied the lag

between appropriations, direct obligations and
direct disbursements in six procurement
accounts, 1/ for program years 1973, 1975,
1976 and 1977. 2/ The accounts were:

- Other--Army.

~ Aircraft--Navy.

- Weapons--Navy.

- Other--Navy.

- Missiles--A%; Force.

-~ QOther~-Air Force.

--There was an increase in the lag between '’

DOD procurement appropriations and direct
obligations. For the six accounts studied,
the average percentage of total direct
funds obligated in the first 12 months

of the programs declined from 79 percent
in the 1975 programs to 72 percent in

the 1977 programs--a 7 percentage point
decline. (See p. 3L.J°

1/ These six accounts were chosen because they accounted

for 80 percent of the growth in non~foreign military
sales unobligated balances in the procurement area from
fiscal year 1975 to fiscal year 1976.

The Aircraft Navy and Weapons Navy accounts were not
established until 1974. Therefore, figures cited
herein concerning 1973 programs do not pertain to
these two accounts.
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-=This 1975 to 1977 increase in the lag
between appropriations and direct
obligations continued an earlier pattetn
from the 1373 programs. For the four
accounts {of the six reviewed) that
were in existence in 1973, 1/| the
average percentage of total direct funds
obligated in the first 12 months
declined from 85 percent in the 1973
programs to 79 percent in the 1975
programs, to 76 percent in the 1977
programs--a 9 percentage point overall

decline. (Sec n. 31.}

~--The increase in the lag between
appropriaiions and direct obligations
affecting the 1977 programs occurred
even though the Department of Defense
appropriation Act for fiscal year 1977
was signed into law before the start of
the 1977 fiscal year--the first "on-time"
DOD Appropriation Act in the 1972-77
period. The 1975 Act was enacted three
months into the fiscal year; the 1973 Act,
five months into the yea\r. (See ». 33.)

--There also was an increase in the lag
between DOD procurement appropriations
and direct disbursements., For the six
accounts studied, the average percentage
of total direct funds disbursed in the
first 12 months declined from 25 percent
in the 1975 programs to 21 percent in the
1977 programs. For the four older
accounts in existence since 1973, the
percentages disbursed within 12 months

weres

-1973 programs: 31 percent
(72 percent at end of 24 months)

-1975 programs: 31 percent
(69 percent at end of 24 months)

1/ Other, Army; Other, Navy; Missile, Air PForce; and Other,

Air Force.
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~1976 proqramsé 28 percent
(64 percent at end of 24 months)

-1977 programs: 26 percent (See p. 34.)
LAG_BETWEEN APPROPRIATIONS
AND DIRECT OBLIGATIONS

- —— —n ——

As seen in Table 3.1, there was an increase in the
lag between appropriations and direct obligations~-1975
programs compared with 1977 programs. For the six
accounts studied, the average percentage of total direct
funds obligated in the first 12 months of the programs
declined from 79 percent in the 1975 programs to 72 per-
cent in the 1977 programs--a decline of 7 percentage
points. We have excluded from consideration the first
year obligation pattern in the 1976 programs (67 percent
obligated in the first year) because of the unusually late
appropriation for that year, enacted in February 19876. 1/

Furthermore, the 1975-77 decline in first year
obligations occurred in all six of the accounts studied.
The falling off {from 1975 to 1977 of the percentages
obligated in the first 12 months ranged from 19 percent
decline in Weapons--Navy, (77 percent obligated in the 1975
programs; 58 percent in the 1977 programs} to a smaller
drop of 2 percent in Other--Navy, (79 percent obligated
in the 1975 programs; 77 percent in the 1977 programs}).

This 1975 to 1977 growth in the lag in obligating
direct available funds continues a trend we identified
back through 1973, A1l of the four accounts in existence
in fiscal year 1973 obligated a higher percentage of
available funds within the first 12 months of the 1973
programs than they did during the first 12 months of the
1977 programs. This drop (from 1973 to 1977) ranged from
19 percent in Other--Army, (86 percent obligated within
the first 12 months of the 1973 program; 67 percent in the
1977 programs) to 2 percent in Missile--Air Porce (7%

1/ In the preceding chapter, 1976 obligation rates were
calculated after adding in obligations in the T.Q. for
the 1974/76, 1975/76, and 1976/78 programs, in order to
compensate for the late appropriation.
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{
percent obligated in the 1973 programs; 77 percent in the
_1977 programs). In total, the average percentage of funds
obligated in the first year declined from 85 percent in )
the 1973 programs-to 79 percent in the 1975 programs, to

76 percent in the 1977 programs--an oyerall decline of 9
percentage points., T

THE OBLIGATION LAG
AFTER 24 MONTHS

There was less of an increase in the lag between
appropriations and direct obligations within the first
24 months of a program. When the four accounts that were
in existence in 1973 are reviewed for the first 24 months
of the 1973, 1975, and 1976 programs, it is seen that the
percentage of funds obligated dropped only 5 percentage
points. Within the first 24 months of the 1973 programs,
96 percent of the direct available funds were obligated;
at the end of the first 24 months of the 1975 program,
it had fallen to 92 percent; at the end of the first 24
months of the 1976 program, it was 91 percent.

The percentage of direct funds obligated in the
second 12 months of an account's.program was higher in the
program years with the lower first year obligation rates.
The "catch up" brought the percentage obligated at the end
of the 24 months closer to each other than was the case
at the end of 12 menths.

THE 1977 "ON TIME" APPROPRIATION

In spite of on time DOD appropriations for fiscal
year 1977, the lag between appropriations and direct
obligations increased in that year. This is of interest
in the light of executive branch statements to the effect
that late appropriations in the 1970s, especially in 1976,
contributed to the buildup in unobligated balances.

This suggests that the timing of the DOD appropriations

is not as critical as perhaps sometimes thought. As seen

in Table 3.2, the average monthly obligations (first year)

for the 1973 and 1976 programs reviewed were higher before

the appropriation was signed than they were after the signing.
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Table 3.2

Effect of Late Appropriation on
First Year Obligations--Selected Procurement Accounts

Average Average
monthly monthly
obligations obligations
before after
Program appropriation appropriation
(millions)
1373 (4 accounts) a/ $ 501.5 $ 449.2
1975 (6 accounts) b/ 545.4 600.1
1976 (6 accounts) b/ 586.6 580.5

a/ Other--Army; Other--Navy; Missile--Air Force;
Other--Air Force

b/ Other--Army; Aircraft--Navy; Weapons--Navy;
Other Navy:; Missile-~Air Force; Other--Air Force.

LAG BETWEEN APPROPRIATIONS
AND DIRECT DISBURSEMENTS

As seen in Table 3.3, there also was an increase in the
lag between appropriations and direct disbursements--1975
programs cempared to the 1977 programs. In total, the
average percentage of direct available funds disbursed
in the first 12 months declined from 25 percent in the 1975
programs to 21 percent in the 1977 programs-~a decline

of 4 percentage point:z.

Of the six accounts studied, five disbursed a larger
percentage of direct-available funds during the first 12
months of the 1975 programs than during the first 12 months
of the 1977 programs. The Aircraft--Navy account is the
only account where this percentage increased~~from 15
percent in 1975 to 16 percent in 1977. The falling off
of the percentages dlsbursed in the other five accounts
has ranged from 11 pertent in Weapons--Navy ({falling from
21 percent in 1975 to 10 percent in 1977) to 2 percent in
Other--Army, (falling from 15 percent in 1975 to 13 percent

in 1977).
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Tahle 3,3

Projcam vear

a/Not applicable.

Account EECLE IR £ S [e3¢ 18117
emeoeeoenn... (000 omittedy
Other~~ Total direct
Army: available funds , $ 577,000 S5 660,000 § 714,608 S 1,383,000
Disbursed lst
12 months . , . 57,066 99,257 128,536 174,704
{percent} {10} (15) (18) (13}
Disbursed lst
24 months . . . 283,714 349,729 375,549 -
(percent} (49) {53) {53) -
Ajrcraft=- Total direct
Navy: available furds (a} 2,777.31% 2,985,029 2,931,600
pisbucsed 1st
12 months . . . 406,960 430,441 455,573
{percent} (a} {15} (14) {16}
Disbursed lst
24 months . . . 1,900,377 1,929,720 -
{percent} {a) (68) (65} -
Weaponsg~« Total direct -
Navy: avajlable funds {a) 738,700 1,122,400 2,025,000
Disbursed 1lst
12 months . . . 151,441 156,568 202,947
(percent) (8} *2n (14) (10}
Disbyrsed ist
24 months . . . (a) 485,695 651,939 -
{peccent) {66) {58)
Other-- Total direct f
Navy: available funds 2,264,970 1,577,033 1,839,547 2,208,739
Disbureed ist
12 months . . . 552,851 254,678 273,447 282,044
(percent) {24} (16) {15) {13}
Disbursed 1lst
24 months . . . 1,480,940 906,811 940,190 -
{pecrcent) (65) {58} (53} -
Missile~= Total direct
Air Force: available funds 1,683,300 1,521,700 1,707,800 1,687,500
Disbursed 1lst .
12 months . . . 307,100 439,40u 412,300 402,300
(percent) (18) (29} (24} {24)
Disbursed lat
24 months ., . . 1,259,900 1,183,200 1,275,100 -
(oercent) {75} {78) {7%) -
Othet ~- Total direct
Alr Porce: available funds 2,072,600 1,643,400 2,035,400 2,282,000
Disbursed 1lst
12 months . . . 1,095,700 899,100 979,200 1,075,200
(percent) (53) {55) (48) (47)
Disbursed lst
24 months . . . 1,756,700 1,282,500 1,399,700 -
{percent) 1880 ___ (18}, 6% ... .
Total: Total direct
available funds $6,596,870 S$R,918,152 510,404,776 512,517,839
Disbursed lst
. 12 months . , . $2,012,717 $2,250.736 S 2,380,492 S 2,592,768
({percent) {31) (2%) {23 121)
Disbursed lst . - -
24 wonths . , . $4,781,254 56,108,322 § 6,612,238 -
{percent) e f72). . 168) (64) .
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THE DISBURSEMENTS LAG

AFTER 24 MONTHS

In the first 24 months of the program, the percentage
of direct-available funds disbursed also declined overall
for the accounts reviewed (Table 3.3). When the four )
accounts that were in existence in 1973 are reviewed for the
first 24 months of the 1973, 1975, and 1976 programs, it
is seen that the percentage of funds disbursed dropped by
8 percentage points. At the end of the first 24 months of
the 1973 program, 72 percent of direct-available funds
had been disbursed; the percentage had fallen to 6% per-
cent at the end of the first 24 months of the 1975 program;
and down to §4 percent at the end of the first 24 months

of the 1976 program.

36

T P

e vk e o e e,

B S o B o s

T A s s

Ao o o



CHAPTER 4

OBLIGATION ESTIMATES AND RECOUPMENTS

CHAPTER SUMMARY

~~There is possible excess obligational authority
in Defense's own procurement programs which could

be reprogramed or used to fund future recuire-
ments:

-At the Army Armament Materiel Readiness
Command, "unapplied reserves" of
obligational authority exceeded $40
million at June 30 for every yeatr
from 1975 to 1977, and reached $97.7
million at September 30, 1976. (See
p. 64.)

~-At the Army's Tank-Automotive Materiel
Readiness Command, "unapplied reserves"
totaled $86 million in September 1977,
of which $50 m#llion has been identified
by Command officials as excess to their
needs. (See p. 67.} -

~--Despite the existence of excess funds, Defense
has not implemented a process for systematic
and regular reportinag on the availability of
of excess funds to the service and Office of
the Secretary of Defense levels. We previously
recommended that the Defense Department devote

additional attention to this matter. (See
P 69.) .

~=-In the last few weeks of cur review, actual

obligations data for fiscal year 1977 became
available. There was another Defense obligation
- *shortfall"--actual obligations were less than
the amounts projected--although it was less

than in preceding years. In the Defense~-
military subfunction (051), 1977 actual direct
obligations were 3.3 percent, or $3.5 billion,
less than the amount estimated prior to 1977
(the "budget year" estimate) and 3.4 percent,
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or $3.7 billion, short of the amount estimated
in 1977 after enactment of the Defense 1977
Appropriation Act (the “current year" estimate).
This compared with shortfalls from current year
estimates in fiscal years %974-76 which ranged
from 4 to 7 percent. The smaller shortfall in
1977 may have been due in part to Defense's

new process for monitering obligation perfor-

mance. (See p. 41.)

~-Recent DOD budget process changes which could
lead to improved obligation estimates
and performance, if fully developed
and properly applied, include the following:

~-Institution of. a monthly obligation plan.

—

~Use of a monthl§ "FLASH" report tc monitor
obligation performance.

~Buildup of estimates considers not only
historical trends, modified by
"management judgment," but also
detailed plans submitted from the field.

\
-Estimates of direct obligations are not
tied to estimates of reimbursable

obligations. (See p. 54.)

--The executive branch has not yet taken all the
steps needed to better estimate Defense's
procurement obligation rates and balances.

FPor example, obligation rate guidance
provided by the Office of the Assistant
Secretary of Defense (Comptroller) to

the services for developing fiscal year 1978
and 1979 estimates, appears to be optimistic
for some procurement accounts when compared with
historical actuals. Also the Office of
Management and Budget officials, while
acknowledging that there has been a problem
in the estimates of Defense procurement
obligations, state that they do not provide
obligation estimate gquidance to Defense or
systematically check its estimates prior

to inclusion in the President's budget. (See

p. 62.,)
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--pOD fund control problems, including Anti-
Peficiency Act violations, in the accounting
systems relating particularly to the procure-
ment accounts and foreign military sales
{these systems have not been approved by GAO)
have been quite serious and extensive. These
problems impact upon DOD ability to effect-
ively plan and monitor obligations, or
estimate unobligated balances:

-0f 154 accounting systems identified
as subject to approval by us, 82 have
not yet been submitted for approval.

-68 of the 72 GAO-approved accounting
systems were approved relatively
recently--within the last S years.

-~Those which have been approved are
primarily payroll, stock, and indus-
trial fund systems. (See p. 49.)

-~-Accordingly we recommend that the Department
of Defense

-Make certain that the improvements
they are making in their internal Defense
reporting provide for the systematic
identification of amounts, for review
by service and department level
offiecials, which have become
excess to program funding requirements.
This would also permit* timely
reporting to the Congress of the
amounts determined to be excess
obligational authority. (See p. 7n.)

~Make certain that its new policies and
procedures provide for closer monitoring
of obligation projects at the Depart-
ment level, and more effective use of
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existing management reports and data
on obligations, in order to improve
obligation estimates and analyses of _
variances between ¢stimates and actuals.

{See p. 63.)

-~We recommend that the Q0ffice of Management and
Budget

-Monitor the obligation rates reflected
in Defense's obligation projections for
procurement activities, with a view
toward identifying possible misestimates,
getting changes made or adding explana-~
tory information to the budget, and if
necessary, developing more detailed
guidelines concerning estimating policies
and procedures. The Office of Manpage-
ment and Budget should take a more .
active role to assure that the Congress
will be provided the most accurate
projections of obligations and unobligated
balances, and the fullest explanations
of major changes and variances from
estimates. (See p. 63.)

PATTERN OF MISESTIMATES

During the initial phase of this review, we studied

historical trends in DOD misestimates of obligations in

the "budget year" and "current year" (CY) budget submissions
of the President. The "budget year" submission for a given
fiscal yvear occurs in the January prior to the start of the
fiscal year, 1/ while the "current year” submission occurs
12 months later during the fiscal year. The current year
submission normally contains revised estimates reflecting
congressional appropriation action and other factors. 2/

1/ The fiscal year start was on-July 1 for every fiscal
year until fiscal year 1977, which started on October 1,

1976.

2/ The current year revised estimates for fiscal year 1976
were published one month prior to enactment of the 1976

DOD Appropriation Act.
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We found that in the DOD--militdry budget subfunction
obligations in the direct program tended to be overestimated,
leading to larger than projected unobligaced balances; while
obligations in the reimbursable program tended to be under-
estimated. The purpose of this chapter is to explain the
processes which led to significant misestimates within DOD
during fiscal year 1976 and prior years; what changes
have been made within DOD to improvelestimates in fiscal
year 1977 and the future (obligation|planning and moni-
toring); and what system exists for the reporting of
excess funds to higher DOD authority.

Trends in the direct program

Direct obligations in the DOD--Military subfunction
(051) were overestimated  in budget year submissions in
five out of six fiscal years during fiscal year 1972 through
the TQ. The overestimates averaged $4.3 billion during
this period. During fiscal year 1976, however, the over-
estimate was $8 billion. The major area within the 051
subfunction which accounted for 58.8 percent of the over-
estimate during fiscal year 1976 was procurement, with an
overestimate of $4.7 billion (20.1 percent greater than the
eventual amount).

Part of the reason for differences between budget
year estimates and the later actual amounts related to
congressional actions on DOD budget requests. However,
as seen in Table 4.1, DOD also reqularly overestimated
its direct obligaticns in its current year estimates, when
the major congressional actions on the DOD budget were
already completed or nearly completed (1976). 1/ In
the DOD--Military subfunction, current year projections
{made in January) were 4 to 7 percent, or approximately
$4 to $7 billion, higher than the actual amounts as of the
fiscal yearend (six months later) for fiscal years 1974-76.
In the procurement area, the current year estimates were
19 to 25 percent higher than the eventual amounts (fiscal
years 1974-~76).

There was another DOD direct obligations "shortfall'--
actual obligations were less than the amounts projected--in

1/ As seen in Table 4.1, the Department's current year
estimates of 1976 budget authority were very close to
the actual amounts proved by the Congress.
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fiscal year 1977, although it was less than in preceding
years (see Table 4.1). 1In the 051 subfunction, 1977 actual
direct obligations were 3.3 percent, or $3.5 billion, less
than the amount projected in the 1977 budget year estimate
({estimate in January 1976 budget); and 3.4 percent, or $3.7
billion, short of the amount projected in the current year
estimate for 1977 (estimate in January 1977 budget). The
latter projection was made after enactment of the DOD 1977
Appropriation Act. This shortfall was within the range

($3 billion to $8 billion) predicted by us in

September 1977. '

Similarly, there was another shortfall in 1977 for thke
procurement area; but, as in the overall 051 budget sub-
function, the shortfall was less than in the preceding vears.
The budget year and current year estimates were 7-9 percent
too high, compared with overestimates in the preceding years
of 12-25 percent.

The smaller obligations shortfall in 1977 may have been
due in part to DOD's new processes, implemented in 1977. for
planning and monitoring obligatiens (discussed in a subse-~
gquent sectieon).

Trends in_the reimbursable program

Contrary to the obligation trends in the direct program,
obligations in the 051 reimbursable program were often under-
estimated in budget year estimates-~in five out of six fiscal
years between 1972 and the TQ. Fiscal year 1376, when there
was a slight overestimate in the procurement area, was an
exception. Table 4.2 compares estimated and actual reimbur-
sable obligations for four fiscal.years.

There are estimating problems peculiar to reimbursable
obligations which are discussed later in this chapter. DOD
has instituted new procedures which are disigrned to improve
reimbursable program estimates and diminish buildup of un-
obligated funded reimbursable authority (FRA)}, especially in
foreign military sales transactions.

CONCERN WITH ESTIMATES AND .
ADMINISTRATION EXPLANATIONS

Considerable concern regarding the difference between
estimated and actual obligation and outlay patterns within

" the Government began to surface tiward the end of 1976. An

article in in The New York Times an October 12, 1976,
reported Government-wide outlay lags in fiscal year 1976

4
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Fiscal Year 1974:
Budget year estimate
Curcent year estimate
Past year actual

Piscal Year 1973:
Budget year estimate
Current year estimate
Past year actual

Fiscal Year 1976:
Budget year estimate
Current year estimate
Past year actual

Fiscal Year 1977:

Budget year estimate
Current year estimate

11,532
11,240

diffz:rence
from actual--
percent

difference
~' from actuval--

Obligations percent

$ 2,298 ~-24
3,061 2
3,014
2,853 -22
7,047 92
3,668
3,768 12
7,912 136
3,355
4.841
3,933
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of $7.5 billion and in the TQ of between $5 and $8 billion.
The article listed three thecries as to why the shortfall
existed:

1. Heads of agencies padded their estimates more
than usaul because they feared larger than usual
cutbacks by an economy~-minded administration and
a Congress with new and tighter budget control
procedures.

2. Original estimates contained built-in allowances
for inflation that turned out to be too large.

3. The Government, for a variety of reasons, moved
more slowly than expected in signing contracts.

DOD officials responded to the article the next day
by estimating that DOD accounted for $1 billion in the
fiscal year 1976 lag and $2.1 billion in the TQ lag. The
reasons for the shortfalls initially given by DOD included
a reference to DOD's estimating procedures:

*{the procedures] rely heavily on past experience and
trends at the appropriation level. The estimates for
the Transition Period apparently did not adequately
take into account the increase in real program growth
in FY 1976 following several years of decline in such
growth (during the period from which estimating factors
were developed.) In other words, appropriation level
historical factors failed to take into account the
increased burden placed on the contracting system by
the larger programs * * * much of the growth in FY
1976 alsc was in the major weapons systems areas which
are the most difficult to put on contract."

OMB, in an October 1976 memorandum on the shortfall in
Government outlays and obligations, stated that the major
differences between actuals and estimates "are scattered
among the larger agencies, though Defense has the largest
problem." The reasons for the DOD shortfall were given
as follows: .

--$1.2 billion due to actual obligation rates being
below normal in operation and maintenance, research
and development, and military personnel accounts,
OMB stated that although the precise courses were
not know, "they appear to result largely from pro-
blems of planning for ohligations this year, culmi-
nating in the unusal pericd of tne the Transition
Quarter.”
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-~30.9 billiun resulted from procurement
obligations for fiscal yecer 1976 falling
below plans. CMB stated, "It appears that
Defense did not adjust planning rates to take
into account the effect of late 1976 appropri-
ations and the sizable (23 percent) increase in
procurement approptiations.”

--$0.9 billion resulted from efforts to speed up
collection of payments by foreign governments
for military eqgquipment,

~=$0.2 billion resulted from congressional acts
for pay increases.

OMB stated that no substantial evidence existed
thdt agencies were consciously more optimistic abosut
their abilicty to spend during that period than they had
been in the past. OMB went on to state that it would
insist that agencies pay more attention to their estimates
and that OMB needed to find ways to avold tendencies fo
cverestimate spending.

DOD ESTIMATING PROCESS

Obligution Planning throuah . - -
Development of Estimates

The Department of Defense begins its budget planning
for a fiscal year abovut 1-1/2 years prior ta submission of
the President's budget with issuance of the Joint Strategic
Objective Plan. This plan cutlines the basic national
defense interests, commitments, and policy as seen by
pPOD. In turn, fiscal constraints,are then identified
and compared to the national obiectives, resulting in more
specific recommendations for the attainment of the national

defense.

The Secretary ©f Defense issues fiscal guidance to
each service identifying each major mission and support
category. The services then prepare and submit to the
Secretary of Defense program objective memorandums out-
lining individual program requirements in response to this
guidence. Decisions then made by the Sec.erary of Defense
result in the approved programs levels upon which each
service develops its budget estimates. These budget esti-
mates, once approved by the Secretary of Defense and OMB,
‘become part of the President's budget submitted to the
Congress. ’ o
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The annual budget submission for DOD programs
include estimates of the amount of obligations to be
incurred in the year in progress {current vyear) and
the coming year (budget year). DOD officials state
that the estimates reflect obligatiqn rates developed
by the 0Office of the Assistant Secretary of Defense
{Comptroller). These rates specify what percentage of
the available funds are to be obligated in the fiscal
year.

Officials in the DOD Comptroller's Office state
that their obligation rates are arrived at through dis-
cussions with service representatives. The officials
further state that in developing the rates, they (1)
consider historical trends for the appropriation accounts,
and (2) apply adjustments reflecting "management judgement."
DOD officials also state that the projected procurement
obligations developed through this process are designed
partly to serve as “"target incentives" for project
managers, and thus tend to be "optimistic".

Office of Management and Budget (OMB) officials
also state that DOD's estimates of procurement obligations
are often "optimistic target” amounts rather than "best
estimates.™ They note that OMB prefers agencies to pro-
vide best estimates rather than target amounts, but
acknowledge that OMB has not taken steps to change DOD's
approach. They also state that DOD purposely uses high
estimates of obligations on the theory that lower est.i-
mates might promp* OMB and/or congressional cuts in DOD
budget requests,

Monitoring of obligations .

Timely and systematic analysis of obligation trends
was generally not performed at any level in DOD prior to
fiscal year 1977 to determine whether actual obligations
were conforming to the planned obligation rates. However,
the services did maintain records on obligation levels,
and sometimes monitored obligation performance:

~-The Department of the Navy has had since 1965 which
identified by appropriation level the actual amount
of obligations incurred on a monthly basis.

~-~-The Department of the Army monitored the rate of

obligations for the operations and maintenance and
the travel accounts.
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~-The Department of the Air Force periodically
analyzed obligations by using such reports das
the "Appropriation Status by Fiscal Year Pro-
gram and Subaccounts" report.

Reasons for misestimates

DOD officials acknowledge:

"The Department's projections in recent budgets
have been off the mark--specifically, the bal-
ances which have materialized in recent vears
have been higher, and obligations and outlays
lower, than were forecast in the budgets."”

In commenting on their estimating procedures
during fiscal year 1976 and prior years, and speci~-
fically on procedual factors which contributed to
the difference between estimated and actual obliga-
tions, DOD officials stress several factors:

--The Department's appropriations were changed
7 years ago from a no~year basis to a specifc
period of availability for obligation before the
funds lapsed. A learning period was necessary,
therefore, for DOD to adjust its estimating
procedures.

--Estimates of obligations, and consequently of
unobligated balances, were made once a year
for the January budget submission to the Con-
gress. DOD did not update it freguently and
there had not been a great deal of attention
paid to estimates and monitoring until after

fiscal year 1976.

~-~FMS accounted for a substantial part of the
deviation in the direct program. DOD inter-
mingled FMS estimates with direct program
estimates, causing an aberration in its direct
obligation projections.. (See p.53.)

We believe that another important factor is DOD
development of its estimates as target incentives, or
optimistic estimates, instead of best estimates.

There has been over-optimism in the light of historical
experience. Furthermore, certain accounting systems
deficisncies may have been important.
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DOD_ACCOUNTING SYSTEM_DEFICIENCIES

pDOD fund control problems (including Anti-

. Deficiency Act violations) in the accounting systems

relating particularly to the procurement accounts
and FMS (these systems have not been approved by
GAO) were quite serious and extensive. These prob-
lems may impact upon DOD's ability to effectively
plan and monitor obligations. ©Of 154 accounting
systems within DOD identified as subject to our
approval, 82 have not yer been submitted for ap-
proval. 68 of the 72 GAO-approved accounting systems
were approved relatively recently--witnin the last
5 years. Those which have been approved are pri-
marily payroll, stock and industrial fund systems.

The following table summarizes, by service,
DOD accounting systems we have approved as of
September 30, 1977:
Table 4.3
———————y

DOD Accounting System Approval by GAO--by Service

Systems subject

to approval Aéproved Unapproved
Air Force 40 29 11
Army 23 8 15
Navy 70 .. 28 42
Defense agencies 21 2 14
Total 154 72

——

LIS ]

Violations of the Anti-Deficiency Act and other
problems are likely to occur when obligations of
appropriations are not properly cctrolled and accounted
for. Some examples follow, '

Department of the Army

The Army has had extensive problems in accounting
for obligations in recent years. The Chairman of the
House Committee on Appropriations asked us to review an
alleged violation of the anti-Deficiency Act {31 U.S.C.
665) by the U.S. Army Electronics Command. We reported
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that an audit verformed by the Army showed a deficiency
of about $40 million existed in a fiscal year 1972
Jrocurement appropriation. We also repotrted that the
nrecise reasons for the overobligation may never be
determined Secause ledgers and journal vouchers had
apparently been lost during a ¢eorganization and

move. 1/

Consequent to the overobligations initially
discovered at the U.S. Army Electronics Command, it
became evident that problems existed at other commands.
As a result, in January 1975, the U.S. Army Materiel
Development and Readiness Command initiated a command-
wide effort to reconcile source documents, including
orders received, with procurement account financial
records. At February 29, 1976, more than 16,000 staff-
davs had béen spent on the reconciliation. In addition,
the Army Audit Agency has spent almost 12,000 staff-days
as of May 31, 1276, at a cost of over 51.6 million in
reviewing (1) the status of the reconciliation and (2)
the Army's customer order program. More than $1.5 billion
in gross adjustments necessary to colcect procurement
account records had been identified as of February 29, 1976,
through the recenciliation.

, On April 21, 1976, the Secretary of Defense
reported to the President and the Congrecs overobliga-
tions totaling $205 million in the followiny Army
pzrocurement appropriations:

Appropriation Overcbligation

J[millions)

Procurement of Egquipment and
Missiles—-Army, fiscal years 1971

and prior $150.1
Other Procurement--Army, fiscal year

1972 . 14.5
Procurement of Ammunition--Army,

fiscal year 1973 40.4

Total $205.0

1/ FGMSD-76-2, Sept. 8, 1975.
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At the present time, the Army is investigating
possible violations in ten add.tional appropriations.-

1
Generally, the violations rerorted and now
‘being investigated are a result of poor accounting
and reporting practices and a general breakdown in
financial management within the Department of the Army.

The violations of the Anti-Deficiency Act
occurred principally because the Army 1/

--overstated orders form foreign governments
for goods and services (the value of orders

recieved 1s treated as additional obligational
authority),

~-transferred fund authority out of procurément
appropriations to other appropriations when
such funds were not avialable for transfer,

--made transfers out of appropriations and
failed to make corresponding reductions in

fund authority allocated to field commands,
and

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

®» -

Department of the Navy

Each year the Navy was systematically
deobligating, without nroper justificetion, millioas
of dollars of obligations and writing off accounts
receivable pertaining to expired appropriations. Fiom
June 30 1973, to June 30, 1975, such deobligations and
write-offs amounted %o $90 million. As a result, tre Navy
did not have adegquate accounting control over obliga-
tions and receivables. Further, its financial reports

1/ FGMSD-76-74, Nov. 5, 1976.
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did not accurately show (1) obligations and
liabilities it had incurred, (2) accounts
receivable, and (3) WIthdrdWﬁls from and restor-
tions to expired appcoprldtlons. 1/

Department of the Alr Force

Because impropez accounting procedures were
used for several years, the Air Force does not
know the status of its 18 procurement appropriations
from fiscal years 1971 through 1976. Conseqguently,
it cannot determine whether it has obligated or
expended more fund resources than are available in
these accounts. Also, the Air Force Logistics Com-—
mand recorded improper entries totaling $7.5 million
in 1976. Air Force officials told usl/this was done
to avoid revealing an overobllgdxlon in one of its
procurement ac-ounts. 2/

DOD ESTIMATING PROCESS FOR
THE REIMBURSABLE PROGR2M

The reimbursable program involves sales of
items or services to generally three customer
categories~--FMS, military assistance program (MAP),
and other U.S. Govermment agencies. Reimbugrsable
programs are more difficult to process than direct
programs becadse

| —-Accurate forecasts are more difficult to make.

--Planning is complicated when forecasts
are not accurate.

—-Orders and requirements are subject to change.

-~0Orders are fregquently for very small amounts.

1/ FGMSD-76-45, July 2, 1976. ;'
|
2/ FGMSD-77-81, Nov. 1, 1977. |
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These problems are especially evident in the FMS
category and have significantly affected DOD's
obligation estimating capabilities prior to fiscal
year 1977. :

Instead of being provided with direct obligation
authority as in the direct program, the services are
provided with funded reimbursable authority (FRA)
which is authority to accept customer orders up to

the extent of the FRA., The FRA is & lump sum esti-
mate of the procurement costs for reimbursable orders
that are expected to be received during a particular
year. It carries no designation of customers or

line items. The following illustrates how FRA is esti-
mated and accounted for within the Agrmy using the U.S.

Army Acrmament Mater iel Readiness Command (ARRCOM) as
an example.

Each year ARRCOM receives its FRA, both initially
and for later needed additions, based on its undocumented
estimates. Officials told us that they did not retain the
records but that ARRCOM computed the initial estimates
from indicated procurement interests of other U.S8. mili-
tary services and from a review of previous sales to other
customers. For later FRA additions, it estimated its

needs by comparing the orders on hand to the available
FRA balance,

Although the FRA is not obligation authority, it

is included in the Army's unobliqgated balance for
reimbursable programs.

Tha Army's unobligated balance
consists of two items:

{1) the difference between the
FRA and actual customer orders, and (2) thé amounts

of firm customer orders that did not result in contracts
by the end of the fiscal year. 1/

Reimbursable estimate impact on
DOD data base

FMS transactions have been a major factor in
obligation trends in recent years and have permit-
ted estimating problems involving the DOD data base.

1/ Recoupment of excess FRA, using ARRCOM as an example,
is discussed later in this chapter.
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DOD officials acknowledge that (prior to the 1978
budget) they developed direct program obligaticn
estimates in a series of calculations which "forced
upward" the estimates ia order to compensate for
lower reimbursable program estimates. Direct obli-
gation estimates were raised above the levels sug-
gested by historical trends in order to compensate
for lower expected reimbursable Tiogram oblications.
This was done to produce (for budget submissions) an
overall level of obligations (FMS and non-FMS)
roughly in line with historic trends in the direct
program. DOD officials state that this proceduce--
reportedly no lunger followed by DOD--accounted for
$3.3 billion of the variance between the Januatry
1976 forecast of TQ unobligated balances for all
DOD-administered funds, and the eventual balance.

.
ESTIMATING CHANGES INSTITUTED
DURING FISCAL YEAR 1977

The spiraling end-of-year unobligated balances
being experienced by DOD culminated in a letter by
the Deputy Secretary of Defense on September 10,
1976, to the military depoertments and defense agencies
expressing his deep concern over the continuing delays
in executing defense programs. Shortly thereafter,
on October 29, 1976, the services and defense agencies
were directed to establish a plan of monthly obligations
for fiscal year 1977. There were also to be monthly
"flash" status reports on the execution of the plan.

The late start and unexpected timing of the
requirement caused a high volume of changes to the
initial estimates and involved significant redistribu—
tion of planned obligations between the first quarter
of fiscal year 1977 and subsequent months. Although
this turbulence settled down by.February 1977, it head
impaired 0SD's ability to measure performance age inst
the initial plan.

On June &, 1977, the Assistant Secretary of .
Defense (Comptroller) issued revised reporting require-
ments which attempt to simplify the reporting require-
ment and make the report of obligations more compatible
with 0SD efforts to monitor the rate of obligations.
Guidance on the revised reporting regquicement, the "Flash
Report on Obligation Status,” will be incorporated in
the DOD Accounting Guidance Handbook DOD 7220.9H, as
section 323.
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The flash reports are submitted monthly to
the OSD Comptrollezr's Office. They are supposed
to be submitted not later than the close of busi-
ness on the twelfth working day of theimonth
immediately following-the reporting month. The
reports include information on the level of obli-
gations incurred by appropriation or fund account,
and by fiscal yeer programs, in both the direct and
reimbursable programs. The reports show the amount
of actual obligations incurred in the direct and
reimbursable program for the month immediately
prior to the reporting month along with a "flash,”
or estimate, of the obligations incurred during
the month covered by the reports For instance,

a report received on December 16<(12 working days
after the end of November! would include actual
information con obligations incurred during October,
and a flash estimate of obligation in November.
However, OSD requires the procurement, research,
development, test and evaluation, military construc-
tion, and the FMS trust fund accounts to show actual

amounts in both the prior and current reporting
month. \

Fiscal Year 1978 obligation plan improvements

0SD plans to continue the new planning and
monitoring procedure during fiscal year 1978. Their
decision was relayed to the military services

and defense agencies by a letter dated August 10,
1977, which also listed several improvements to be

made in the obligation plan reporting system. These
may be summarized as follows:

--First quarter turbulance: The fiscal year 1978
estimates should be developed in such a way that
a fair comparison may be drawn between initial
estimates and actual obligations incurred to

eliminate the fiscal year 1977 experience dis-
cussed above,

--Supporting detail: The plans submitted to
OSD must be supported below the appropriation

level within the DOD component by major items/
programs.,
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—~Plan revisions: Revised plans for future
months to rephase any shortfall sustained in
lapsed months are acceptable. Such revisions
should assume full execution of all approved
program contained in the budget and should be
submitted coincident with the monthly flash
obligation report. Adjustments to the mcnthly
plan resulting from the budget review sho:ild
be made in the February update to provide for
maximum consistency and to avoid unnecessary
distortion of the first guarter estimates.

-~Free-fall estimates: Revised estimates may be
submitted when problems occur which affect
service ability to achieve full or timely execu-
tion of approved programs. Such submissions should
not be presumed to alter OSD-approved objectives
or budget document estirates unless and until for-
mal notification is providad.

—-Shortfall rationale: An explanation of deviations
between planned estimates and actuals must be
developed by major items/programs and provided
to 0SD, preferably coincident with the flash
estimates. .

The reporting system on obligations was intended
for internal O0SD use; and in its present form, according
to an 08D official, would not be used as a basis for
continual reporting to the Congress on the exécution of
DOD programs. The system is presently used to informally
notify the Secretary of Defense of any significant vari-
ations between the plan and the actual obligations.
Likewise, each service secretary is also kept informed
by his staff of any shortfalls so corrective action can
be taken when necessary.

COMPARISON OF DIRECT OBLIGATION TRENDS
BEFORE AND AFTER FISCAL YEAR 1977 IMPRCVEMENTS

There was a4 smaller DOD direct obligations shortfall
{obligations less the amounts originally projected) in
fiscal year 1977 than in preceding years. The DOD
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military functions actual 1/ direct obligations for
fiscal year 1977 were 3 percent ($3.5 billion) less
than originally projected, 2/ compared with shortfalls
for fiscal years 1974 through 1976 which ranged from

4 to 9 percent (refer to Table 4.1). The shortfall

in the procurement area for fiscal year 1977, which
from fiscal vear 1974 to fiscal year 1976 had over-
estimates of direct obligations of 12 to 25 percent,
was 7 percent ($1.7 billion). The improvements may
have been due to the new processes developed during

fiscal year 1977 for planning and monitoring obliga-
tions (discuscsed above}.

We requested the services to provide direct
obligations and total funds available for obligation
for six key procurement accounts during the fiscal
year 1974 to fiscal year 1978 peried. The accounts
all are financed by appropriations available for c¢bli-
gation over 3 years. Obligation rates for selected
program years (the 1974-76 program, etc.) were then
computed. The first year rate for a program is the
most significant in that what is unobligated after
the first year determines the percentages planned to
be obligated during the second and third years. The
services plan obligations on the Lasis of obligating

100 percent of their total direct obligational authority
by the end of the third year of the program.

The following serves as an illustration (the noted
percents reflect actual obligation®*rates achieved):

1/ According to DOD figures provided Nov.-Dec. 1977,

subject to minor change before release of the fiscal
year 1979 budget.

2/ Estimate in the fiscal year 1977 budget.
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. Table 4.4
Missile Procurement--Air ForcL
1974/76 Program Estimated and Actual
Obligations as a Percentage of Total
Direct Obligational Authority

1974/76 programs: First year Second year Third year Total

At FY 1974 budget 81.5 13.5 5.0 100.0
At FY 1975 budget 85.0 13.2 li 1.8 100.0
At FY 1976 budget a/ 77.9 15,9 €.2  100.0
At FY 1977 budget - a/ 16.0 6.1 100.0
At FY 1978 budget ~-- -- a/ 5.9 a/ 99.8

a/ Actual percentage, all other percentages are estimates
and subseguent revised estimates.
\

Table 4.5 displays the first year direct obligation
rates in order to facilitate comparison of direct obli-
gation trends prior to and after processes instituted by
DOD during fiscal year 1977.

Using Missile Procurement--Air Force again as an
example, it is evident that several factors led to the
obligation misestimate (first year) fcr the 1976-78
program.

--The budget year estimate (at the fiscal year 1976
budget submission) was 85 percent. Tnis estimate
was higher than the budget year estimates of 8l.5
and 77.7 percent for the 1974-76 and 1975-77
programs.

--The estimate of 85 percent was also much higher
than the recent actual rate of 77.9 percent for
the 1974-76 program, '

--The actual direct obligation rate for thr first
year of the 1976-78 program (as reflecteu at the
time of the fiscal year 1978 budget) of 71.9 per-
cent was much lower than the comparable rates of
77.9 and 77.8 percent in the 1974-75% ond 1975-77 pro-
grams.
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Table 4.5
First Program Year Estimated and Actual Otligations
As_a Percentage of Total Direct Obligatioral Authority
For Six Selected Procurement Accuunts
Missjiles-- Other -~ Other-- Other-- Aircraft-- Weapong--
Air_Force  Alr Farce Acmy Navy Navy Navy
1974~76 program:
At FY 1974 budget 81.5 88.9 78.0 87.3 79.6 82.8
At FY 1975 budget 85.0 88.8 78.8 89.6 79.0 81.7
At FY 1976 budget 77.9 84.8 59.8 79.0 74.1 75.3
1875-77 program:
At FY 1975 budget 77.7 86.2 77.4 91.2 74.5 81.8
At FY 1976 budget, 87.1 85.4 78.7 89.8 74.0 82.1
At FY 1977 budget 77.8 80.9 69,7 79.4 79.8 77.1
1976~78 program:
At FY 1977 bhudget 85.0 89.2 74.9 90.2 76.0 82.0

At FY 1977 baidget 78.8 [3.6] 75.8 [12.0] 76.3 [ 6.8] €9.4 [19.1] 77.2 | 7.8] 81.5 [

] 3
At FY 1978 b:dget 71.9 7.5} 68.7 {9.6)] 60.6 [13.6) 55.8 [17.0] 62.8 [14.1) 60.6 [11.3]
1977-79 proaram:

At FY 1977 kudget 78.9 83.5 75.7 87.2 77.3 81.5

At Y 1978 Lbudget 76.0 69.1 75.7 80.3 79.8 80.0

At TY 1979 budget 77.3 78.1 66.9 79.9 71.0 67.3
1978-80 prrgram: .

At FY 1978 budget 76.3 . 69.5 75.0 80.1 75.4 80.3

At FY 1979 budget 76.3 69.9 - 80.0 6.7 80.0

Note: Bracketed information refers to TQ obligation rates.
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--Even allowing three additional months of
obligations in the TQ, the actual cbligation
rate pf 79.4 percent (i.e. 71.9 plus 7.5) for
the 1976~78 program still represented a signi-
ficant shortfall from the budget year estimate
of 85 percent.

The five other procurement accounts show trends
similar to the above ir tnat the budget year estimate
for the 1976-78 program was generally high when com-
pared with recent historical actual trends; the sub-
seguent actual rate was abnormally low (even when the
TQ is taken into consideration).

The budget year estimates for the 1977-79 programs
{at the time of the 1977 budget) in the six accounts
showed an improvement. The estimates were somewhat
lower in most cases than previous budget year stimates,
while actual obligations were back up to earlier levels
{except for the Weapons Procurement-Navy account).

The various estimates at the time of the fiscal .
yvear 1978 budget showed the effects of DOD actions
instituted during fisca’ year 1977. The revised esti-
mates for the 1977-79 programs tend to be significantly
lower than the budget year estimates for those programs.
The budget year estimates for the 1978-80 programs
tended to be lower than prior budget year estimates,
and the revised estimates (expected in the fiscal year
1979 budget) do not change dramatically--as they have
in the past--from the initial estimate. Nevertheless,
first year obligation estimates for the 1977-79 and
1978-80 programs appear to be overestimated based on
historical actuals for several procurement accounts.
This is illustrated for the 1978-80 programs in Table 4.6:
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Table 4.6
Comparison of Budget’Year Estimates for h978-80 Programs
With Historical Actuals—-First Year Obligatiorn Rates

|
Budget year

Difference
estimated rate from average
Procurement Average actual rate for for 1978-80 (including
account four previous programs a/ program TQ)
Excludes 1Includes 4
TQ TQ f
Missiles-—-Air :1; {
Tnrce 76.2 78.1 - 75.3 1.8
~ Other--Air
Force 78.1 80.5 69.5 11.0
Other-~Army 64.3 67.7 75.0 -7.3
Other--Navy 73.5 77.8 \ 80.1 -2.3
Aircraft-- X -
Navy 69.4 73.0 \ 75.4 -2.4
Weapons—-— ' )
Navy 70.1 72.9 80.3 ~-7.4

a/ 1974-76, 1975-77, 1976-78, and 1977-79 programs.
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Based on the above table, the first year rates
for the 1978-80 programs in Cther Procurement--Army
and Weapons Procurement--Navy may be overestimated,
leading to a« possible obligation shortfalil in these
accounts at the time of the fiscal year 1980 budget
submission, Other Procurement--Navy and Aircraft
Procurement--Navy may be slightly overestimated.
Other procurement--Air Force, on the other hand, may
be undecestimated. Our projections are based on his-
torical trends only, however, and are not influenced

by field infurmation or other information which affects
DOD estimates.

Assuming estimates for these accounts (especially
the Naevy accounts) are overly optimistic, part of the
reason mav lie with internal DOD budget policvies. We
have been tLold by Navy project officials that because
their plan 1s used for appertionment, they are optimistic
on expected obligations. According to project officials,
obtaining additional apportionment takes up to 3 months.
They explained thzt they could not risk & delay award
because of lack of funds. They stated that the simplest
solution was to estimate high on obligations, in order
to be sure of having funds.

A Navy offical explained that:

"The prolject managetr estimates fund requirements
based upon projected contract award dates. To
assure himself that-funds dre released and availa-
ble to cover any contract awards which should occur,
his plan must be adequately conservative, o in one
view, optimistic. Based on historical experience,
higher authority will make adjustments tv the plan
which attempt to remove over-optimism.*

Also, obligation rate guidance provided by the
Office of the Assistunt Secretary of Defense (Comptroller),
to the services for developing fiscal year 1978 revised
and 1979 estimates, appedr to be optimistic for some
accounts when compared with historical actuals. For example,
guidance furnished to the Army for the Other Procurement--
Army account (dizect program) proposed a first year
obligation rate of 75 percent for the 1978-80 and 1979-81
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programs, even though the past actual obligation rates
‘noted on the guidance memo were 70.3 percent for the

1975-77 program, and 61.1 percent for the 1976-78
program. 1/

Therefore, although DOD has recognized that an
estimating problem exists and has implemented pro-
cedures which are aimed at correcting the problem, they
will have to continue to closely monitor their estima-

ting procedures in an effort to make even further
improvements in the system.

RECOMMENDATION TO THY
SECRETARY OF DEFENSE

The Department of Defense should make certain that

its new policies and pro. edures provide for closer moni-
toring cf obligation projections at the Department level,
and more effective use cf existing management reports and
data on obligations, in order to improve obligation esti-
mates and analyses of variances between estimates and
actuals.

RECOMMLNDATION TO THE OFFICE - -
OF MANAGEMENT AND BUDGET

The Office of Management and Pudget should monitor
the obligation rates reflected in Defense's obligation
projections for procurement activities, with a view to-
ward identifying possible misestimates, getting changes
made or adding explanatory information to the budget,

and if necessary, developing more detailed guidelines
concerning estimating policies and procedures. The 0ffice
of Management and Budget should take a more active role

to assure that the Congress will be provided the most
accurate projections of obligations and unobligaced

balances, and the fullest explanations oI rnajor changes
and variances from estimates.

1/ The guidance was sunplied to the services in a memo
"dated August 25, 1376, and was to be used in developing
initial obligation estimates. The per-centages may not,
-therefore, be identical to the final ones used to develop
the estimates in the January budget submission (1979
budget)..
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IFICATION OF RECOUPMENTS

. ~iirinating a builldup of uuneeded
1o caeed mulwnces within DOD proggams would be
T enwnfy recoupments {(i.e., funds in
v s 2D wlousam nee=ds) so that the funds could pe
e a0 sl g for appliCation where most needed.
Yoot v cvurzse of this review, we questloned
Lunieseatol ves within DOD and the services, both

et the headadssters and the field levels, to determine
wnothe! thele 13 o systowatic and ra2gular process by
whith recoupments are promptly reported to higher
adttosiivy . Wwe fourd that excess funds are identified
OV LS00GS am Nanagess at command levels in the course

af tLhe contintal wanagement review, but that sucn
eacexy fuds are nol systematically reported to

hithes levels.

ey

The se.vices use several methods, with varying
f.=auency, to identify funds considered excess to
cu rent feculrements. These can include:
~--Review of unobligated balance amounts based on
obligation tazget dates and fund expiration
daces.

~~Jont reviews held several times a year between

Jepreseltalives from various levels to discuss
orogram status.

~-Monthlyv reports submitted by Government-owned,
Contractor-operated .plants to identify excess

--Telephone calls and letters reporting occasional
eXcesses to higher authority.

fven with the dbove review procedures, the services
abda encly could repoct excess funds sooner. Instances
of “nsav,le excess obligational authority have been
G
1

[w)

an f:ed which could be recouped for use by DOD for

ah psrority projects or used to reduce future
iget authosity reguests.

Tz

[8

Aray Aimament Materiel Readiness Command

A significant balance of unobligated funds is
Carried 4ar ARRCOM as unapplied reserve. The balance
8KCEcd $40 million at June 30 of every year from 1975

funds, which are then deobligated and decommitted.,



to 1977 and reached $97.7 million at September 30,

1976. Part of the reserve balance is from program

vears as far back as 1970. The reserve is basically-
the command’'s obligational authority that exceeded im-
mediate needs and therefore was not obligated. The
reserve is intended to provide funds for local repro-
graming and for contingencies, such as price escalations
and contractor claims from previous obligations.

The reserve originates from three sources: (1) the
difference between the obligational authority ARRCOM
receives to fund a program and the lesser amount
released to the procurement office for obligating
foreseeable needs, (2) unneeded funds later returned
from the procurement office, and (3} minor amounts
from contractor's discounts and scrap sales. A separ- ~
ate balance is recorded for each program year, but once
funds are put into the reserve they are no longer
identified by specific line item.

The reserve is reduced by releasing funds to the
procurement office when obligation needs exceed pre-
vious releases for obligation or when contingencies
occur. The reserve is available for any line item
authorized for the same projram year as the reserve
balance providing the released funds. It is also
reduced when funds are returned to higher authority.

To illustrete the significant reserves and the
extended time periods that ARRCOM retained balances,
the following schedule lists the balances by program
year at June 30, 1975, 1976, and 1977 and at
September 30, 1976. Only a current document was
available to provide information on funds retained
in the unapplied reserve from as far back as program
year 1970, OCld& funds were also included in the reserve
in prior years., but documentation is no longer availa-
ble at ARRCOM to develp the amount. The June 30, 1977,
data is from a special Army study made to determine
spounts that cuvld be returned to higher authoritv.
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Table 4.7

ARRCOM Unapplied Reserve Balance

Program June 30, June 30, September 30, Juna 36,

year 1975 1876 1976 1977
(millions)
1970 and

prior S $ $ $ 2.2
1971 1.4
1972 8.8
1973 5.9 8.8 11.4 5.4
1974 7.6 26.9 18.1 14.8
1975 21.2 2.7 8.3 -0-
1976 - 4.6 59.4 1.0
TQ - - .5 3.1
1977 - - - 13.7
.. ————— —— - — ————
Total 34.7 37.6 97.7 50.4

Total under
3 years 34.7 28.8 36.3 17.4

Total over
3 years $§_ - $ 8.8 $11.4 $33.0

Although ARRCOM returns excess reserve funds to higher
authority, they are not returned routinely and it is some-
times long after the program year appropriation expired.
For example, ARRCOM returned funds following two ARRCOM-
initiated studies in March and June 1977 that identified
excesses from as far back as program year 1970. An ARRCOM
official stated that Lhese were the first comprehensive
studies in several years. The March study identified £2.5
million from 1971, and the June study $35 million
from almost every program year since 1970.

ARRCOM at least sometimes received more obligation
authority than needed, retained the authority as reserve
long after the psrtinent program year and the period for
obligation, and made only limited effort to identify and
return unneeded authority.
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Excess re.mbursable authority at ARRCOM

At ARRCOM the reimbursable program unobligated balances
grew from $65.1 million at June 3G, 1375, to $278.5 million
at September 30, 1976. Records are no.: available to show
the balances at specific dates prior to June 30, 1975. Most
of the substantial increases in the balance after the $65.1
million at June 30, 1975, occurred during 1976 and pertained
to reinstatements to program year 1975 FRA. The reinstate-
ments were due primarily to cancelled orders from Southeast
Asian countries that ceased hostilities.

Although balances are returned to higher auvthority.:
returns are sometimes long after the program year ended.
For example, in May 1976, $39.5 million of 1974 funds were
returned after higher authority asked ARRCOM if it could
spare the funds. ARRCOM returned $20.8 million that it
identified as excess in a March 1977 study, mostly from
program year 1975. Not reflected in this decrease was
anothetr $42.2 million returned September 30,1977, follow-
ing a June 1977 study. The studies identified excess
from program years as far back as 1970.

Army Tank-Automotive Matariel

Readiness Command [TARCOM)

Certain funds are retained within TARCOM in various kinds
of reserve accounts, and are a significant part of TARCOM's
unobligated bralances. They include reserves for produc-
tion, excesses, and applied funds. These funds can be
transferred nr reprogramed. The reserve for production is
not estimated as part of budget costs for the tanks. Howaver,
at the time a contract is awarded, the Project Office s=zts
aside a certain amount for unexpected produc*icon problens.

As of August 31, 1977, this amounted to $11.6 million of

the unobligated balance for the M60 tank. Excesses
accounted for $7 million of the August 31, 1977, unobli-
gated balance. Subsequently, in 1977 the M60 Project Office:

-~Found a need for $1.8 million.
--Retained $3.2 million as excess.

--Transferred $2.0 million to TARCOM's unapplied
reserve account.
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TARCOM's unapplied reserve account totaled $86
million in September 1977. TARCOM officials determined
that $50 million was excess t0 its needs. TARCOM
officials stated that they advise U.S. Army Materiel
Development and Readiness Command (DARCOM) of the
excess funds periodically. For example, TARCOM
identified as 2xcess $12 million of unobligated funds
for M113/M113A1 vehicles. These excesses related to
Army direct funding for program years 1976 and the
transitional quarter. According to TARCOM, $10.6
million was returned to DARCOM and the balance of
$1.6 million wes reprogramed within TARCOM for M113Al
vehicle modifications and transportation, and other
vehicle programs. Procedures appear to be informal,
however, since TARCOM officials could not provide
documentation showing that they advise DARCOM periodigally
of excesses.

An unexpended balance of $73.9 million for customer
orders as of September 30, 1976, represents funds held
back in a TARCOM holding account. Funds in this account
arte applied to the M113Al vehicle but could not be
obligated during the first year. These funds were
intended to be used for future liabilities and contingen-
cies such as p:ice escalation, although TARCOM has
specific reserves for price escalation. By letter dated
January 4, 1977, DARCOM instructed its commmodity
commands, including TARCOM that &'l funds released to
them should be rerlected in their Management Report
{1369). One vear later (May '977), TAR.OM held $92.7
million in this account, of which $50.7 million related
to the M113Al1 vehicle. According to TARCOM, certain of
these funds end up ac excess funds.

A factor contributing to the unliquidated balances
in the M60 tank program is that 216 tanks--costing
about $130 millinn--will nnt be delivered in calendar
year 1977 as planned. We believe this estimate may be
optimistic. To meet the March 1979 timeframe, the M60
Project Office is assuming that an average of 119 tanks
can be produces each month during January 1978 chrough
March 1979. However, an average of 78 tanks were pro-
duced each month during January 1977 to October 1977.
Further, the foundry producing hull and turret castinas
is experiencing a high employee absentee and turnover
rate. The Army has been optimistic before in estimating
shortfalls. For example, the Army advised the House
Appropriations Committee during the 1978 appropriation
hearing that it would produce 1,206 tanks during calendar
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year 1977 and the anticipated shortfall between

50 and 100 tanks would be made up during the fiscal
year 1377 funded delivery period. However, the
Appropriatons Committee doubted that the 1,206
production goal could be met and recommended a
reduction in funds of $60 million or 100 tanks.

Qur concern regarding recoupments

We have concluded that the services at the field
level identify excess funds throughout the year that
higher authorities could use for potential recoupment
and reprograming to other uses or to reduce future
budget regquests. The field retains some funds for
contingency funds; unapplied reserves, and local
reprograming, but somcitimes also returns unneeded
funds to higher authority. Recent special studies
indicate, however, that some field operations
apparently could report unneeded funds to higher
authority on a more timely basis with some -
additional effort.

Members of the Congress have asked whether
recoupment information could be made available to
them sooner than it is presently being provided.
Since recoupments are regularly ident’fied at the
command level, any delay in providiny this infor-
mation to the Congress would have ty be attributed
to service/DOD delay in obtaining iund reporting the
information. Increasing the fregquency of the joint
program reviews {now gemi-annual) could provide the
services and DOD with more timelyv information on
potential recoupment amounts. Another means of
develaping systematic reporting on recoupments

would be to utilize the flash reporting system to
identify excess amounts.

We are concerned with the lack of a systematic
means for reporting recoupments, especially since we
addressed this problem in a 1969 reporc. In our
report, "Application of the Full Funding ~oncept and
Analysis of the Unobligated and Unexpended Balances in
Selected Appropriations" (B-165069, Feb. 17, 1969), we
concluded that the recoupment of unneeded funds was

receiving continuing attention at DOD. We went of to
state:
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“appreciation of the significance of the
subicct, however, variss among personnel
responsible for administering contracts and
programs. Many seem unaware of the possible
impact that slc+ness in making excess funds
available for other regquirements would have
on critical defense programs.

"In view of the large amounts of funds
excess to program requirements which had been
retained at some loucations, we believe that
the Office of the Secretary of Defense should
consider developing additional controls to
ensure that it is fully informed on the need
for and the status of funds retained by the
services for obligation.”

In view of the large amounts of unobligated
funds discussed in this report, which may be
available for recoupment if a systematic means
for identifyiug them to higher authority existed,
it is apparent that our concerns expressed in the
report cited above are still wvalid.

RECOMMENDATION TO THE
SECRETARY OF DEFENSE

The Department of Defense should make certain
that the improvements they ‘are making in their
intexnal Defense reporting provide for the systematic
identification of amounts, for review by service and
department level officials, whizh have become excess
to program funding requirements. This would also
permit timely reporting to the Congress of the amounts
determined to be excess obligational authority.
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CHAPTER 5

FOREIGN MILITARY SALLS

CHAPTER SUMMARY

--The executive branch has revised the rrocedures
tor r-cording budget authority tor toreign miijg-
tary sales {(FMS), effective 1n riscal year 1977,
The ettect has peen to reduce unobligated balances
by about $13 pillion (estimated). ‘the budget
15sues 1nvolved 1n this change are potentially
fer-reaching, and we will report ¢(n these matters
in a separate study. (See p. 71.)

--Although a large 1ncrease in foreign military
sales orders . recent vears has increased work-
load on the services, Defense and the services
cannot accurately asse¢ss the impact on statting
requiremrents~--there 1s no system to adequately
uctermire the number of personnel working on these
sales. In view of this lack ot reliable dar*a, 1t
1s 1mpossible to determine whether or not the 2
percent surcharge was sufficrent., However,

NOD rairsed the charge to 3 percnt on November 30,
1977, effective tor all sales cases received
atter October 1, 19/7. {See p. 72.}

~=-Numerous Defense audit reports ond GAO reviews
r.ave nocted severe deticicncies in Defense bud-
getary and tinancisl records on toreign military
sales matters. The deticiencies have resulted
in a loss of integrity concerning the information
from these records, and a Leéssening of congres-
sional control over toreign military sales. Exec-
utive branch otticials acknowledge that many of
these piroblems seriously 1impair Defense manage-
ment control, and they are taking actions aimed
at correcting these deficiencies. (See p. 8n.)

BUDGET CONCEP7RS CHANGE

In our briefing given 1in September 1977, we noted that
the executive branch has changed 1its budgeting concepts for
FMS, effective 1n tisc:l year 1977. “The new system changes
the way budget authority 1s recorded tor FMS and as a result
will reduce by approximately $13 (estizared; pillion
the unobiigated balances which will be repsrted 1in
the budget ror the Nabtional Defense (050) function,
and the Department of Detense Militai_ (051) and Military
Assistance (052) subfunctions. In short no tonger will
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total FMS orders (commitments) create obligational authority
at the time the order is accepted from a foreign country.
Budget authority will be recorded only to the extent thet
obligations will be 1incurred during the year under
procurement actions (an incremental approach).

The budget 1ssues 1involved in this change are poctent-
tally tar-reaching. We were unable to resolve these
issues within the time available for tairs study. We are
continuing work on this matter and will report the results
when we have completed our work.

FOREIGY MIITARY SALES AND
DEPARTLINT OF DEFENSE WORKLOAD

Dur ing the past several years there has been 1increased
congressional and public concern over the increase in the
volume of toreign military sales by the United States. The
rapid increase in the FMS program, due partly to a shift in
U.S. policy trom military assistance to military sales has
sparked considerable controversy over the moral, political,
and economic implications of the U.S. role 1in international

.arms trade.

The cCongress has expressed concern, however, over the
ettect 0f a growing FMS prougram upon mtlitary department
workload. It has also expressed a concern over the suffi-
ciency of the 2-percent administrative surcharge and whether,
enough staff has Seen planned to cover a workload 1increase
resulting trom 1ncreased foreign military sales.

The growing FMS program has increased workload in the
departments within DOD. The tull extent of the problem,
however, canncot be precisely measured because the Depart-
ment of Detense and the Military services éo not have a system
through which they n n .dentify the manpower actually in-
volved in the FMS program. DOD recently increased the
administrative surcharge trom 2 to 3 percent on all FMS
orders received atter October 1, 1977,

Si1ze of the FMS program

Foreign m:ilitary sales have shown a dramatic 1ncrease
during the 1970s. As seen 1n Table 5.1, FMS sales agree-
ments 1in 1970 were less than $1 billion. By 1972, orders
had more than tripled to $3.3 billion, By 1974, they had
tripled again to $10.6 billion. In 1975 and 1976 FMS orders
c¢ropped slightly to $§10.1 and $8.7 tillion respectively.
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] Although cumulative sales orders nave grown dramaticai-
Jy, cumulative deliver1es have not kept pace, resultina 1n
continually rising undelivered orders, ‘The large 1ncreage
in undelivered orders 1s due to the 1ncreas:ing number ot
orders processed and the nature of the 1tems ordered. So-
phisticated aircratt, artiliery, and tanks are delivered 3
to 5 years after the orders are placed.

Tab.e 5.1
FMS Orders
Sales orders

Fiscal vear Cumulative (note a)

(000 omitted)

1970 $ 967,582 $16,0491, 759
1971 1,563,226 17,654,985
1972 . 3,267,644 20,922,629
1973 : 5,766,225 26,688,854
1974 10,642,623 37,331,477
1975 10,123,451 47,454,928
1976 8,664,467 56,119,395
TQ 809,223 56,928,618

a/Cumulative trom 1950,

As can be seen trom the Table 5.2 schedule, undelivered
orders have increased drastically since 19/2 trom about $9
billion to S$31.8 billion at the end of the T{. undelivered
orders may be used as an 1indicator of wor!'load.

rable 5.2
» FMS Orders
Del1iveries, And Undelivered
Orders: Cumulative Since 19850

Fiscal undelivered
year Orders - Deliveries orders

{000 omitted)

19/0 $l6,091, /5% $ 9,224,528 S 6,86/,231
1971 17,654,985 10,590,027 7,064,958
1972 20,922,629 11,955,593 8,967,036
1973 26,688,854 13,321,317 13,367,537
1974 37,331,417 16,259,247 21,072,230
1975 47,454,928 19,638,965 27,815,963
1976 56,119,395 23,720,141 32,399,254

TQ

56,928,618

25,133,912
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On July 6, 1976, we-lssued a report to the Conagress, on
"Highiights of a Report on Statting and Organization of
Top~Management Headgnarters in the Devartment of Defense”
{FPCD-/6-35A). This report stated that in 1Y/5 eight Army
headquarters offices required an additional 1,026 civilian
ana 69 milicary positions to satisfy the additional workload
demands generated by FMS transactions. It also reported that
about 50 percent of the workload at the Air Force's top-
management headquarters stemmed trom requirements ot outside
autnorities, an example of which was FMS which ti:creased by
17 percent over tiscal year 1974.

Inadequate system to determine
number ot FMS personnel

In a recent report to the Scnate Committee on Armed
Ser1vices entitled, "Inadequate Methods Used to Account for
and Pecover Perscnnel Costs of the Foreign Military Sales
Program® (FGMSD-//-2), October 21, 1977, we stated tnhat DOD
does not have an adequate system for accounting tfor and
reporting the number of personnel working on the FMS program.
This has required that one-time studies be made when concres-
sional cormittees need FMS personnel statistics,

Our review of recent DOD efforts to determine the number
of FMS personnel showed that the studies were carried out 1n
such an inexact manner that they are of little value 1in the
congressional decisionmaking process.

DOD 1s required by law tc provide the Congress w:th rec-
ommendations tor personnel levels tor the next tiscal year.
These recommendutions are presented in the annual Defense
Manpower Regquirements Remort by programming and planning cat-
egories. Information on personnel in the FMS program are
presented in a section of the report entitled "Support to
Other Nations.”

DOD's tiscal year 1977 estimates, by military service,
of FMS personnel in the support to other nations category
are shown below.

Service FMS personnel
Army 1,100
Navy 1,700
Air Force 4,000
Total 6,800
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rach ot tne Tilitzary services used significantly aifferent

criteria on the nurhar and tvpe of FMS perconnal included an

tihhe report, ihe Aramy estimate aid not include perzonnel tor
ac mainte-

ministratlve sooport tor the FMS prouram, (2)
nance, packling, cratinag, and nandling FMS sales items, or {3
FMS saies training programs. It was estimated that the
Army's FMS personnel tiqure tor 1977 was underestimated ny

at least 5,400 by the mission of the personnel wor<ing on
these tunctions.

The Navy's estimate included both tull-time and staff-
year equivalents of some of 1ts part-time personnel workxing
on tMS activities. ‘The HNavy also reported personnel working
on FMS 1n other programlng and planning categories of the
manpower report.

Tne Alr torce estimate of personnel included only those
considered full-time FMS personnei{. Estimat s of Air Force
staffing indicated that at least 1,900 staff-years ot part-
time ettort on the FMS program were reported in the program-
1ng category most c¢losely associated with the primary mission
of the personnel.

* .

Because the DOD manpower reguairements report daid not
use constistent criteria, the Senate (Coummittee on Armea Serv-
1ces request=d a separate estimate of personnel needed tor
tne FMS program in tiscal year 19//. The estimate turnisned
the Committec during the February 1976 hearings chowed ¢thot
the military services expected that /,300 tull-time personnel
and 6,300 part-time staff-years of etfort would be reauired,
The personnel estimates that the military services turnisned
to tne Committee are as tolliows:
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Tab

le 5.4

Service Estimates of FMS Steatt

Army:
Full-time
Fart-time

Navy:
Full-time
Part-time

Alr Force:
Full-time
Part-time

Total:
Full-time
Part-time

end strengths
stailf-years

end strengths
statf~years

end strengths
statf-years

end strengths
statf-yecars

Staffing tor tiscal year 1977
{note a)

Military Civilian Total
500 1,600 2,100
{b) 3,200 3,300
500 4,900 c/5,300
300 900 1,200
500 1,300 1,800
850 2,200 3,000

2,100 1,900 4,000
400 1,400 1,900

2,500 3,300 %,200

2,800 4,460 7,300

1,000 5,900 6,400

3,900 10,300 14,200

a‘some totals have been rounded.

b/Fewer than
.

c/In subsegquent testimony during hearings held by the Sen-

50 spaces.

ate Committee on Armed Services in February 1976, the
-"Secretary of the Army stated that about 6,000 full-time

Army military and civilian personnel were engaged in work

related to the FMS program.
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Thé individual military services' estimates were based
on a Jnetime compilation of personnel requirements. As far
as we could ascertain, no precise measures or methods tor
developing the personnel data were prescrilbed. Moreover, 1n
a number of instances we found that staffing statistics tur-
nished to the Committee were understated, and in other in-
stances sufficient documentation supporting the estimates
was not available for review.

We therefore suggested that the Secretary of Defense
prescribe standard procedures tor identifying and reporting
estimated and actual staff-years of effort devoted to the
torelgn military sales program. To the extent feasible, this
system should be based on actual effort, and in instances
where estimates are regquired, thev should be based on actual
workload, data time standards, and management engineering
technigues.

We also suggested that the Secretary of Defense direct
the three mititary services to use a conslstent definition
to report FMS personnel r1igures included 1n the support to
other nations category of the annual Defense Manpower Re-
guirements Report. Consistent with congressional interest
in FMS activities, all personnel required tor the program
should be reported in the support tc other nations category.

In an August 17, 1977, letter, the Assistant Secretary
of Defense (Comptroller) agreed that DOD lacks an adequate
system tor determining the number of personnel involved in
the toreign military sales program. He also stated that DOD
has recently initiated a formal project to develop a stan-
dard manpower accounting system tor determining the amount of
Detense ettort that supports the program. The Comptroller
believes that, when completed, the system will provide in-
tormation ror 1internal Defense management decisions as well
as data to meet reporting requirements established by the
Congress. According to the Comptroller, 1nitial data from
the new standard system are scheduled to be available tor

the tiscal year 1975 Detense Manpower Regquirements Report to
the Congress.

Adequacy ot the surcharge

DOD adds a 3 percent surcharge (formerly 2 percent)
to the cost of the Detense article or service being
sold to recover the costs of employees involved in
administrative or management services of the FMS progranm.
In addition to recovering personnel costs which amount to 80
percent of the administrative expense, the surcharge is also
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used to recover other costs such as travel, rents, utilities,
“travel, and otfice supplies.

We recently 1ssued a report on October 21, 1977, enti-
tled “Inadequate Methods Used To Account For and Recover
Personnel Costs of the Foreign Military Sales Program”
(FGMSD~-77-22). In this report we concluded that DOD has no
assurance that the 2 percent administrative surcharge recov-
ers the tull cost of administering the FMS program.

We tound that although the major part of the costs of
administering the program 1s tor personnel, there is no sys-
tem to account for the time DOD personnel spend in adminis-
tering the program. We also ftound that the tactors included
1n the administrative surcharge to recover retirement costs
of mititary and civilian personnel are not high enough to
recover the tull cost.

On November 30, 1977, the Assistant Secretary of Defense
(Comptroller) 1issusd an instruction that increased the admin-
istrative surcharge on FMS cases trom 2 percent to 3 percent
on all orders accepted atter October 1, 1977.

’ - .

We have also been requested oy the Subcommittee on De-
tense, Senate Appropriations Committee, to make an evaluation
of the surcharge that would be necessary 1in order to collect
the tull costs incurred by DOD in administering the FiiS
program. ‘This work 1s currently underway and will be the
subject 0f a ltuture report.

Conclusions

The growth of the FMS program has 1increased the work-
toad of the miiitary departments at a time when overall DOD
employment has peen declining. We have not been able to mea-
sure ettect because the Department and the Services do not
have a system by which they can i1dentify the total personnel
working on the FMS program. DOD 1s currently working on a
system to i1dentify such personnel.

As an 1interim measure to fully r-cover costs of admin-
istering the FMS program, DOD is 1increasing the FMS adminis-
trative surcharge on FMS from 2 percent to 3 percent.

OTHER AUDIT_FINDINGS CONCERNING FMS

For the past two years the FMS program has been the
subject of many audit reports both by GAO and other agdencies.
Generally these reports have noted overall weaknesses in the
budgetary, accounting and management systems tor the FMS
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progran., The deficiencies 1n the FMS accounting and ti

inan-
ci1al zanagement reporting syscems have .efnltv‘ in o+ ioss of
intecri1ty concerning accounting information and a lessen:ing
of congressional control over DOD's FMS activities. A nunber

of the audit repcrts, wnich address the specifilc weakneszes
in the FMS program are highlighted below.

GAD Reports

. "Foreijgn Military Sales and Growing Concern" (Roport
to the Congress; June 1, 1976; ID-76-51.)

This report is an overview of major F¥3 1ssues.
Included 1s a discuss:on of the recovery of full costs of
military goods and services sold to toureicn countries.

. "Millions of Pollars of Costs Incurred 1n "ratninj
Foreign Military Students Have Not Been Recovered”

{Report to the Congress:; December 14, 1976;
FGMSD-76~91.)

Many mi1llions of dollars of cost incurred in training
toreiqn students have not been recovered due -u faulty
bi1lling, pricing, and collecting systems. kecovery of tne
tull cost of training 1s required by iaw. GAU recomrmenaed
that DOD 1ncrease tuitilon prices and attempt to recover trom
toreign qovernments the amounts that should have been billed
but were not,.

. "Reimbursement tor Technical Assistance and Training
Services Provided to Foreign Governments by the De-
partment of Defense" (Report to the Secretary ot
*Detense; July 13, 1976; FGMSD-76-64.)

In their "Report on Review of Jecurity Assistance Pro-
grams -in Iran,"” the Ottice of the Deputy Ass:stant, Secre-
tary of Defense (Audit) reported roughly $28.5 million 1n
costs 1ncurred by the U.S. Government in fiscal year 1975
would not be recovered. The Defense auditors concluded that
much of the $28.5 million should be charged to Iran. GAO
reviewed the DOD audit report and recommended that the Direc-
tor, Detense Security Assistance Agency attempt to recover
from Iran all reimbursable costs not billed and prevent such
oversights 1n the future.

. "Reimbursement tec the Marine Corps tor Costs Incurred
in the Training of Foreign Military Students™ (Report
to the Lt. General H.M. Fish, Director, Defense Secu-
raty Assistance Agency and Deputy Assistant Secretary
(ISA}, Security Assistance; July 15, 1976; B-165731.)
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Prior to January L, 1976, the Marine Corps did not pill
foreign governments for all training provided under foreign
military sales vontract. As a result, the Marine Corps did
not recover approximately $252,000 for the training of for-
eign students :nr the 6-month period ended December 1975.

We recommended chat the Marine Corps attempt to recover
from toreign governments all costs incurred tor trainijng
provided without charge during the last three years and in-
sure that ain the future the Foreign Assistance Act appro-
priation be charged for training of foreign students.

. "Reimbursement tor Foreign Military Student Training”
(Report to the Secretary of Defense; December 1,
1975; FGMSD-76-21.)

Dur ing fiscal year 1975, the Air Force did not recover
trom toreign governments at least $5./ million in costs in-
carred in training foreign students primarily because the
air Force used erroneous tuition rates in billing foreign
governments. GAO recommended that prompt action be taken to
insure correct billing in the future.

. "Reimbursements for Foreign liilitary Training” (Report
to House Committee on Approp:rations; May 6, 1977;
FGMSD-77-40.)

Some improvements have heen made in DOD billing proce-
dures tor FMS bu. several problems remain in providing the
recovery of the full cost of training toreign students. DOD
had not identified the total amounts of reimbursement in the
fiscal year 1978 budget tor toreign military training. GAQO
could not determine if adeguate amounts of estimated reim-
bursements were offset against cirect appropriations in the
hudget.

"Incomplete Reimbursement to DOD by Foreign Govern-
ments* {Report to Secretary of Defense; September 3,
1977; FGMSD-77-43.)

The -Department of Defense 1s experiencing problems 1n
recovering normal inventory losses on salcs to foreign gnv
ernments. These problems had occurred because the Depart-
ment's pricing pclicies and pricing systems used by the
military servicss were inadeguate. GAO recommended that DOD
change 1its pricing policy for FMS to reguire the inclusion
of normal inventory losses in charges to toreign governments.

* . "Centralization of Billing and Collecting Functions
of the Foreign Military Sales Program"” (Report to
the Secretary of Defense; September 16, 1977; FGMSD-
77-46.)
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DOD has centralized FMS billing and collecting tunctions
in the new Security Assistance Accounting Center. GAO be-
lieves centralization can improve accounting systems and ti-
nancial management of the FMS program. However, the Center's
model (the Air Force Accounting and Finance Center) had some
weaknesses, as did the Navy and Army counterparts. These
weaknesses (delayed billing, overdue collections, etc.) could
adversely attect the new centralized center. Without con-
cluding the new Center will have problems, GAQO recommended
the Detense Audit Service to review the Center's billing and
collecting system.

. “Reimbursements for Transportation Support of the
Foreign Military Sales Program” (Report to House
Committee on Appropriations; May 4, 1977; LCD-77-
225.)

GAO was unable to determine what portion of the budget
tor transportation of things represented support for the FMS
program. Several types ¢of FMS transport modes should have
been classitied as reimbursable program costs instead of
direct praogram costs.

. "Use of ApprOp?iated Funds tor Foreign Military €ales
of Stock Items" (Report to Secretary of Defense;
May 27, 1977; LCD-77=222.)

Certain procedures and practices tor handling direct
foreign military sales have resulted in unnecessary and
1llegal expenditures of appropriated funds. Contrary to
Derznse policy, direct toreign military sales 1ssue experi-
ence 1< being used in establishing stock levels, and direct
sales requisitions are being tilled without appropriate
regard for stock balarces.

"Ser ious Brea'down in the Army's Financial Management
Systems" (Report to the House Committee on Appropri-
ations: “uvember 5, 1976; FGMSD-77-74.}

The Army had experienced a serious breakdown in finan-
cial management and control over 1ts procurement appropria-
tions, resulting in several violations of the Anti-Deficiency
Act and an 1nability to pay hundreds of contractors. The
violations of the Anti-Deficiency Act are a result of poor
accounting and reporting practices including overstating
orders trom foreign governments for goods and services.

. "Loss of Accounting Integrity In Air Force Procure-

ment Appropriations” (Report to the House Committee
on Appropriations; November 1, 1977; FGMSD-77-81.)
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Because 1mproper accounting procedures were used tor sev-
eral vears, the Air Force dues not know the status of 1its
procureTant srnnronriations tor several vears. This tinancial
management P 0o lem was created by toreign military sales
customer ordoers beilng treated as increases to the Air Force's
obligationial autnority.

. "Foreign Military Sales and Growing Concern" (Report
to tne Conqgress; June 1, 1976; ID-76-51.)

This report 1s an overview of major FMS 1ssues. In-
cluded as an area of discussion is the recovery of full cost
of military goods and services sold to toreign countries.

Other agencile: reports

. Alr Force Audit Agency: “Foreign Military Sales-
Financial Management,” July 9, 1976.

The sudden growth of FMS sales, combined with limita-
t.ons 1n accounting and management information systems had
compounded the FMS financial management difficulties. The
Alr Force Audit Agency noted weaknesses 1n pricing FMS mate-
ri1al and services. Discrepancies included both administra-
tive errors and the tailure to identify all costs 1incurred
to develop, manufacture, and provide a complete product.
Accounting procedures tor Air Force procurement appropri-
ation reimbur sements did not provide visibility to determine
wpnetner accounts were 1n balance. Appropriation year integ-
rity and management/audit tiails were lost contributing to
lack of managemen . controls over the FMS program.

. Arr Force Audit Agency: "Foreign Military Sales-
* Selected Policies and Procedures,” February 16, 1977.

The explosive growth of the FMS program has strained
ex1sting management systems, particularly those concerned
with the acgquisition and logistics support of weapons sys-
tems. Management of -the FMS program was complicated because
the visibility over sales varied and responsibilities were
tragmented.

. Congressional Redsearch Service: “The Foreign Military
Sales Trust Fund," January 15, 1976.

The FMS Trust Fund has a budget authority and cutlay
impact on the total Detense budget. The volatility of the
foreign military sales program and che i1nclusion of the FMS
tunds 1n che national defense tunctional category of the
budget complicated the budget process established by the
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Congressional Budget Act. Errors in budget estimates could

result in exceeding the budget authority and outlay targets
by several pillion dollars.
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CHAPTER 6

STAFFING ASPECTS

CHAPTER SUMMARY

--Many Defense program officials cited staffing
deficiencies as a possible contributing factor
to the unobligated balances, but did not con-
sider this to be a serious factor. An exception
may exist at the Army's Armament Materiel Readi-
ness Command, where a rising number of unprocessed
Program Work Directives raises the possibility of
:taffing shortages. (See p. 93.)

-~-Manpower requirements are based on projected woik-
load not simply projected budget dcllar levels,
{See p. B6.)

~-Difficulties exist in identifying budget execution
personfiel because of (See p. 90.),

-~-the method of cdeveloping and presenting
manpower regquirements;

~--the type and variety of personnel directly
and indirectly involved in budget execu-
tion; and -

--flexibility at various levels for making
changes within established manpower ard
monetary ceilings.

INTRODUCTION

The gquestion has been raised about whether DOD con-
sciously requested an increase in staffing to execute the
large increases in programs funded in fiscal years 1976,
1977, and 197%.

According to 0OSD personnel, DOD does not base its man-
power requirements on the amount of funds provided for pro-
grams. Manpower strength requirem2nts are determined on the
basis of projected workload. They do not "factor in" addi-
tional manpower just because money is increased. Although
staffing deficiencies exist in some programs, they-.are not
generally considered to be a serious problem for budget exe-
cution.
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CHANGES IN TOTAL OBLIGATIONAL
AUTHORITY AND MANPOWER

Incteases in total obligational authority (TOA) 1/ do
not necessarily mean jincreases in worklcad. But even if
workload were to be measured by increases in TOA, the effects
) of inflation should be removed to give an indication of the
- trends in obligational authority in real terms.

The graph below depic these trends after adjustment
for inflation. 1In constant 1978 dollars, DOD's TOA actually
declined from 1972 to 1976. From 1976 to 1978, there has
been a slight increase in real TOA--approximately 5 percent
from 1976 to 1977 and 6 percent from 1977 to 1978. This is
compared to an absolute increase of approximately 12 percent
from 1976 to 1977 and 11 percent from 1977 to 1978. 2/

DOD Baseline Forces Budget Trends
(TOA - Billions)
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1/TOA is considered a better indicator of DOD program trends

than budget authority. TOA is the valu:? of the direct de-

. fense program for a year, and is not arffected by major fi-
. nancing swings such as stockpile sales or FMS transactions.

2/Source: "The FY 1978 Department of Defense Budget,” Armed
. Forces Comptroller, Feb. 1877, Vol. 22, {i.
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As obligational authority has increased, the manpower
strengths have decreased. These decreases have been the re-
sult of a conscious effort by DOD to restrain the growth in
manpower costs. The table on the following page shows the
manpower cost and str-ongth trends. As can be seen, the re-
duction in manpower strengths is not followed by dacreased
manpower costs. This reflects the increased costs of man-
power to the military establishment. Table 6.1 below shows
how these manpower costs have escalated over the years.

DOD/MAP Manoower Cost Indiggs

(Rase Year--FY 72)

Year Index
1972 100

1973 107.3
1974 117.0
1975 130.9
1976 140.7
197T 144.3
1377 149.9
1978 158.8

Although overall strengths have decreased, there are
individual areas in which manpower has increased. For exam-
ple, budgeted civilian strengths in the Defense Contract
Audit Agency increased by 3 percent from fiscal year 1976
(3,431) to fiscal year 1978 (3,538) while the total DOD
civilian authorizat-on requests decreased 5 percent (from
1.08 millicn to 1.03 million). The increase was due to a
greater workload primarily from increased DOD procurement. 1/

OMB Guidance on Estimates

of the Number _of Personnel

OMB Circular A-11, 2/ provides guidance on estimates
relating to numbers of personnel. It says that escimates of
personnel requirements for measurable workloads should be

1/Review of "obligation” shortfalls in a number of programs
showed that the slowness of contract audits contributed
tc the shortfall.

2/"Preparation and Submission of Budget Estimates," June,

1977, sec. 13.3; p. 12.
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Table 6.2
Manpower Cost Trends Summary

FY 78
President's

budget regquest

FY T2 FY 7317 FY 747 FY 737 FY 76 FY 77 FY_
{$ bi1llions)—
Outlays:
Manpower (dollars) 43.5 44.5 46.8 1.2 53.6 57.2 £1.0
Total defense 76.0 73.8 78.4 86.0 88.5 98.3 109.7
{dollars)
Percent of defense 57 60 60 60 61 58 56
..
ToA:

Manpower {(dollars) 43.7 45.6 47.9 51.2 54.5 7.5 61.3

Total defense 77.5 80.1 85.0 87.8 $7.5 110.2 120.4
(dollars)
Percent of defense 56 57 56 S8 56 52 51

Budget authority:

Manpower (dollars) 43.6 43.7 47.9 5.4 54.4 57.4 61.2

Toral defense 78.0 80.14 88.9 71.5% 102.2 106.6 117.7
{dollars)

Percent of defense 56 57 54 56 53 B | 52

End strengths,
regqular employees:

Active military 2,322 2,252 2,161 2,127 2,081 2,083 2,08y

Civilians:

Direct hire 1,049 998 1,015 989 960 348 543
Indirect hire 110 102 94 89 86 88 87
Total 3,156 1,100 1,109 1,078 1,046 1,036 1,03}
Total 3,481 3,352 3,270 1,205 3,127 3,'24 13,120
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based on forecasts of workload and employment productivity
wherever feasible. ’

This OMB guidance states that the estimates for staff-
ing reguirements will assume that improvements in skills,
organization, procedures, and supervision will steadily in-
crease employee productivity and at the same time maintain
adeguate quality. Personnel currently autherized will be
utilized to the maximum extent in staffing new programs and
expansions of existing programs, and a reduced number of
personnel should generally be planned where the workload is
stable. Estimates of staffing requirements for ongoing and
new prograr ; will be based upon quantitative forecasts of
workload for each program, together with adeguate substan-
tive data for connecting workload to required personnel. In-
creases in staffing will be included in estimates oniy when
it is demonstrated that essential functions cannot be per-
formed with existing employees.

DIFFICULTIES IN IDENTIFYING
BUDGET EXECUTION HANPOWER

Cefens¢ manpower requirements are described in terms
of the Defense Planning and Programming Categories. The
categories aggregate activities performing similar functions.
These categories are:

1, Strategic forces.

2. General purpose forces.
3. aAuxiliary forces.

4. Mission support forces.
S. Central support forces,
6. Indivicaals.

This method of developing and presenting manpower require-
ments does not permit a breakout of particular functional
areas such as accounting or procurement or other areas
related to budget executicn.

A second Jifficulty in determining whether sufficient
staffing is available is identifying the "classification"™ of
people involved in budget execution. There are not necessar-~
ily specific job classifications or types of people devoted
to budget execution. Those personnel with classically
"budget" job titles may or may not be involved in budget exe-
cution or they may spend little time with the budget execu-
tion function. An accountant, for example, may have nothing
to do with budget execution but work with recording and re-
porting on budget execution. A program manager, however,
with a job classification not normally associated with the
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hudgetary functicn may have a great impact on budget execu-
tion,

In our review of the staffing and organization of DOD
top management headguarters, 1/ a survey was made to de-
termine the degree of involvement of the top management
headquarters in the three budget activities--formulatiocn,
justification, and execution. 1In relation to budget formu-
lation and justification, very little time is spent on bud-
get execution. The conclusion is that budget execution is
done at a lower level than the eight headquarters organiza-
tions.

Even if the requirements for budget execution manpower
could be determined, the process of filling the requirements
often means that the requirements may not be met. There is
often a time lag of several months between the determination
of a staffing requirement and the placement of a person(c)
in the position{s}. Also within the manpower and monetary
ceilings directed by the Congress, the services, and subse-
quently the lower level commands and field organizations,
have flexibility ®or the types of personnel hired and when
they are hired. Changes can be made based on changing re-'
quirements and priorities and on local funding limitations
or restrictions.

THE EFFECT OF STAFFING
ON BUDGET EXECUTION

In April, 1977, OSD published the results of a study
to determine the principal reasons why DOD first year obli-
gation goals were not being met. Fiscal year 1976 was se-
lected for analysis with obligation status as of June 30,
1976. Ten primary reasons were listed for obligational short-
falls, one of which was "Critical staffing deficiencies, par-
ticularly in Navy and Army." Eighteen out of 61 (about 30
percent) progran3 had reported staffing deficiencies as a
reason for the obligational shortfall. 8ix out of 18 were
Army programs, nine of 19 were Navy programs, and 3 out of
24 were Air Force programs.

Although it is difficult to "pigeonhole" the reasons for
the shortfalls, our review of the 08D study and selected pro-
curement actions raised questions as to (1) wnether some of

1/"Suggested Improvements in Staffing and Organization of
Top Management Headguarters in the Department of Defense,"
FPCD-76~35, Apr. 20, 197s5.
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Ticiinceies existed, (2) whether (e e v -
ed to "padaget execution,” ant {2) W=

her proclems o factors ocdtwaithed the statfing

In the 082 studv, a narrative on the foctoers contril-
uting to the chligation shortfalls ([or ths line itewr pro-
grams Jnder revisw) wis followed by a summarization of the
factors. [In soae cases, the narrative did not discuss staff-
ing problews, vet the summary included staffing as a factor
contributing to the shortfall. For example, the folluwing
reasons were given 1n the narrative for the ohlinations
shortfall in the Armv loader scoop with bhackhoe prcqraxm:

1. De

lay in prouram manager receiving funds (unanle to
proc

eed on basis of continuing resoiution).

2. Reorzanization turtulence when funds arrived.

+3, Delav in receiving winterization requiroments

In summarizing these reasons, the OSD study gave:

1. Program/Ludgst turbulence {proyram’aquantity change).
2. Fund av:ilability.(too late).

3. Statfing deficiencies.

This same lack of an 4&pparent relatlilonshin hetween the
narrative (no discussion of staffing)} and the sumrary {statt-
ing citel as a factor} existed for several other items--air-
craft common ground equipment (test set and jet cnaine test
stand); LF radio beacon; night vision qoggles; and radlio set.

Relationship of sggggggq deficiencies

to budcet executlon

As stated earlier, it is difficult to identifv the paeo-
ple directly involved in pudget execution. Often a stafting
problem is in an area not directly related to budget execil-
tion, but which impacts on the execution process. For exam-
ple, the shortage of caontract audit perseonnel was cited in a
number of cases (the OSD study) as a reason for shortfalls. 1/

i s e - v —

i/ The Defense Contract Audit Acency has since requested and
gotten an increase in staffiny.
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Sroertiaaes 1n o areas r-oiated Ul Droeurs .
Lpeecwn.Iing enjinesring chanse arders AT
croeptems were in recording tng oniiz sroo
stated as a factor, "Oslijation reso Sl
“ase o {caused by personnel and eqguiose - o
3ta€fing croblems, though not diract e
delavs in badget execution.

‘elative 1mportance of staffing

Nona of the proarams reviewed in the N80 ooty -
veview of unobligqated balances gavae ctafiing datr 1o
the wule reason for the obligation shortfalls ~¢ oy
pended balances. The 08D study J1id not guanfif. o,
of the various factors on the shorbtfall. wWich rars o ror
tions, our review of unobligated palances 3l1no 4 Cor g
a dollar amount for staffiang rroblens contr Tt T
talanves. Therefore, it i3 not known whetie : :
daficiencies contributed greatly to the opli = o
fall or to the unohligated balances.

For example, in the F-14A case in *he D80 cruon -
Julte pranning authorized to accomplish tinel. n-a v
WJa5 tiven as a reason for the shortfall. I adi ,
sive nerotiations with the contractor were necoesoi: !
s sosesiicatione and costs which caused rprUA1:1:: .
l-vear delay. whether increased staffing wowuld bhiv S
tae disagreement over the contractors' labor and ovoar:a il
rates or helped get ill-defined specifications "pinnod iow
15 unknown. 1n our review of the F-14 unobligated :al.n.
tincluding the 1976 vear), the preject office did not 5
stalfing as a sianificant reason faor the halancos. Praie
ufiic'ﬂlz statea *that they did not consider the hatance =

roblem and attributed them primarily to full funiiny anu

i?l:le,L iong leadtime of aircraft procurersnt.

Our review of three Army missile progyrams (F
and TUW) showed that for a S5-year weriod (1972-1
Haww program officials attributed a part of the

balances in 1 year to a staffing shortage. In 1
iion out of the S$6.7 million balance was attributad
versonnel shortage~-insufficient personnel “Jdl7abl'

cermine the scope of work for a particular fie facti

$ -

Since then the Hawk program staffing level has increaned

sificantly. Here again, the contribution of statcira ivi-

(]

siencles to tne calances was not dreat: anid f.e oo Bl
shortage may not be directly related to budget oxeoot oo

Gur reviaw of fertatn anmrunition procararants -
U.s. Army Aarmament Matariel Keadinesz Commani (Al ¥
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revealed that the number of procurement work direcrives,
measure of workioad received and processed, incras:ei by

more than 67 vcercent and 24 percent respectively, wiil= the
staff at ARFCOM actually increased only 6.7 percent (13,3493 to
3,595). Although staffing inadeyuacies appear to b2 a prob-
lem at ARRCOM, we still do not know if they outweiah other

causes of unoblinated balances.

Project officials and contract directorate officials in
Naval Sea Command (shipbuilding and conversion account)
pointed out that so many variables affect the time reauired
to award a contract that it is difficult to separate out a
single cause. It was their opinion, however, that the low
manning and increased workload was delaying contracts and
causing an increased use of letter contracts--leading to un-
obligated balances. The officials could not quantify the
effects.

Qur review of Navy and Air Force aircraft procurement
also gave no indication of serious staffing problems.

An- increased budget does not necessariy mean an in-
creased workload. 1If obligational authority weve to be used
as a partial measure of workload, it would have to be mea-
sured in real terms, i.e., after considering the effects of
inflation. When this is done, it can be seen that the in-
crease in TOA is slight--not more than 5 to 6 percent per ’
year. The significance of this increase, when spread over
the many programs and people within DOD, would not appear
to have a sigrnificant effect on workload requirements.

Although there are increases in particular arcas, over-
all manpower strengths have been declining in an effort hy
DOD to offset the increasing cost of manpower. The manner
in which DOD presents its manpower requirements, the number
and variety of personnel directly and indirectly involved in
budget execution, and the flexibility allowed within approved
strength and monetary ceilings makes it impractical within
the scope of this study to determine the number of people
involved in budget execution.

Our discussions with DOD officials, including command
level personnel, did not generally reveal evidence that under-
staffing in the budget execution function was a serious wvrob-
lem. Many factors contribute to unexpended balances. On
some projects, staffing deficiencies have been cited by proj-
ect officials as contributing causes to the obligational
shortfalls or uncbligated balances, however, the relative
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importance of the wvarious factors is difficult, at best, to
deternine. The project officials do not for the most part
consider them serious. The 0SD study called staffing short-
ages in the Army and Navy critical. Our review of the causes
of unobligated balances and our review of the OSD study leads
us to believe that other factors outweigh the staffing short-
ages.

There are possible exceptions to this, however--~individ-
ual programs where budget execution may be significantly
affected by staffing problems. This may be the case in the
Army's ammunition procurements at its Armaments Materiel
Readiness Command (see preceding discussion, p. 93.).

Even where significant staffing deficiencies exist, in-
creases in manpower may not be the most efficien., economical
solution. Detailed workload/manpower studies would be re-
quired to determine the extent of the deficiency and the man-~
ner in which it should be corrected. Increasing productivity

of exlisting personnel can lead to greater, more efficient out-
put.

DOD has a continuing goal to increase manpower produc-
tivity. This is to enable it to maintain or decrease aan-
power requirements to constrain the growing manpower costs,
while hopefully at the same time maintaining acceptable
levels of output and military readiness. Increased prcduc-
tivity can bz accomplished in a number of ways, including
providing incentives to personnel to work more effectively
and efficiently, using automatic data processing where appli-
cable, and adjusting priorities by spendinz less time on cr
deferrind low payback work.

-
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-NAVSEA considers its estimates of i
Tore accudrate than those based on O
piied rates. The. are requesting O
continued use of the NAVSEA derived
tion estimates.

-Prior to fiscal vear 1976, neither 0SD nor
Congress monitored movement of escalation
and cost growth funds between ship pro-
grams. Beginning in fiscal year 1976 re-
programings of these funds involving more
than $4,999,000 to an existing proaram or
$1,999,000 to create a new entry reqguires
notification to Ascistant Secretary of
Defense {Comptroller).

INTRODUCTION

We wore asked if contingency funds were added on at suc-
cessive levels 1n the budget review process. The implication
is that these add-ons at successive levels of review inflate
the budget estimate. *

ul

_ Our review of contingencies relates crimarily to the
procurement account. <Contingencies to cover pay raises and
the amount appropriatad to the Secretary of Defense to cover
increases 1in the research and development appropriation are
not covered. In additien, 1t does not cover the budge y
reserves authorized under the Antideficiency Act {31 U.&8.C.
665) as amended by the Impoundment Control Act of 1974

tary
<

DEFINITIONAL

DEFINITIONAL DIFFERENCES AND THE
FULL_FUNDING_PO

FFER
Licy

A contingent liability is defined as a conditional com-
mitment wnich may become an actual liability because of a
future event bevond the control of the Government. 1/ The
dictionary defines a contingency as "a possible or not un-
likely event or condition."

In discussing the inclusion of contingencies in the
budget estimates with DOD officials, there were conflict-
ing statements on whether there are contingencies included
in the budyet estimates. The differentes of opinion can be
basically explained in te .s of "known-unknowns" and
"unknown-unknonwns.” When contingencies are teferred to as

1/"Far
T (ene

ms used i1 the Budgetary Process," by the Comptrolier
ral of the United States, PAD-77-9, July 1977.



unknown-unknowns, funds are not included in the budget
estimate. O8D does not allow inclusion of estimated funds
for unanticipated contingencies or costs. H
Under DOD's best estimate, full funding policy, the
estimate for known-unknowns is provided for. The inown-
unknowns are those "possible or not unlikely event(s)"
which may become an actual liability. DOD Directive 7200.4,
"Full-Funding of DOD Procurement Programs," says that under
the full funding policy "each annual appropriation request
must contain the funds estimated to be required to cover the
total cost to be incurred in completing delivery of a given
guantity of usable end items.” The fully funded estimate is
the best estimate of this total cost.

A part of this estimate is for such things as price
escalation, cost overruns, engineering changes, contract
incentives, etc., These items will not be obligated for until
they actually occur and the amount is de‘2rmined. These are
things which will prcbably occur based on past experience or
contract clauses.

Engineering changes are the rule rather than the excep-
tion in the procurement of weapon systems and eguipment.
But these changes can be made for a variety of reasons, in-
cluding to fix equipment deficiencies or improve capability
or reliability. The estimate will include funds for such
changes. The exact nature and timing of the changes is not
known. However, experience has shown that during develop-
ment and production there can be hundreds, even thousands,
of engineering changes. Once the exact need for a change
has been, identified and approved by contract amendment, the
obligation is incurred. The amount included for the changes
varies from program to program.

Another area often discussed in the contingency area is
contract target vs contract ceiling 2nd contract incentives.
When the contract is negotiated, the contract target cost is
obligated; however, there is a contingent liability up to the
contract ceiling. Funds will be reguested above the target
cost to cover this probable 1liability. The total contract
ceiling cost, however, may not be requested depending on ex-
pectations of reaching the ceiling cost. Many contracts
provide incentives for reducing costs or making improvements
in the program. If so, some amount should be budgeted to
cover these potential obligaticns. They represent a potential
part of the total cost of particular programs. A 1976 Air
Force audit of the Air Force budget estimates €or research,
development, test and evaluation, and procurement found that
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e
guidance regarding budgeting for award fees and performance
incentives was incomplete. As a result, one program 2ffice,
in its fiscal year 1977-1982 budget submission, did not pro-
vide for the possible liability of award fees and performance
incentives on four existing contracts. The m2ximum potential
ligbility was over $10 million.

A large contingency factor, especially in recent years,
has been inflation or price escalation. Today most contracts
and cost estimates provide for some adjustment based on price
escalation. This is also provided for in the budget esti-
mates. In 1970 DOD requested and obtained permission from
OMB to include inflation in its major weapon system estimates.
OMB Circular A-~11 1/ states that, "It will be assumed that,
on the average, the general level of prices will be the same
during the budget year as at the time the estimates are pre-
pared, except where * * * hrice adjustments specifically ap-
proved by OMB for fully funded multi-year major procurement,
construction, and research and develcpment for major systems.®

In an August 3, 1977, memorandum, the Assistant Secretary
of Defense (Comptroller), stated

"Effective immediately, all estimates fur major
RDT&E, major MILCOM and Family Housing, Procure=-
ment including Shipbuilding, and Operations and
Maintenance, will reflect anticipated clanges in
future prices based on indices published by my
office."

Certain exceptions related to specific contract arrangements
are allowed. Prior to this time, individual service or pro-
gram indexes were encouraged. Inconsistent application both
within and among the services caused the change to OSD-
specified indexes.

Many other areas can be considered as contingencies
including production problems and cost overruns. What con-
tingencies are included and how they are estimated varies
from program to program.

ADD~-ON OF CONTINGENCIES UNLIKELY

Por an individual program, the estimate for contingencies
may be too high. However, detailed review of individual pro-
gram estimates is beyond the scope and resources of this

1/ "Preparation and Submission of Budget Estimates," June 1977.
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review., However, on an overall basis, it is unlikely that
contingencies are added at successively higher levels making
the estimates too high. There are basically two reasons for
this: (1) the budgetary philosophy and process in DOD and
(2) the need to obtain the most for the money.

Budget process

The total DOD planning, programming, and budgeting pro-
cess takes approximately 18 months. The process starts in
June with issuance of volume I of the Joint Strategic Objec-
tive Plan and ends with the completion of the DOD budget in
Lecember of the following vear.

In August, the Secretary of Defense issues budget guid-
ance and program decisions to the services and other DOD
components. Budget estimates rased on these must be sub-
mitted to the Secretary by Octc.-r 1. Between October and
December the budgets are revieweca and changes made as neces-
sary. After Presidential approval, the budget is prepared
in final form for %nclusion in the President's budget.

The basic purposes cof the budget review are to provide
a final, thorough screening of needs #ad to assure the ac-
curacy of cost data. In the budget process it is assumed
that requirements always exceed the resources that can be
made available and that judicious reductions will be neces-
sary. This making of reductions may be regarded as basic
to the budget concept. The service~' submissions for fis-
cal year 1969 were reduced in the budget review process
from an original total of $100.2 billion to $80.5 billion--
a reduction of 22 percent. 1In internal hearings held by
the DOD Comptroller on the fiscal year 1970 budget, service
regquests were pared from $100.5 billion to about $83 bil-
lion, or 18 percent,

We reviewed the results cf the 0SD review of the fiscal
year 1978 Air Force and Army budget submissions for 20 ran-
domly selected programs. In almost all instances the 0SD re-~
view resulted in a reduction in the services’ budget submis-
sions. OSC officials said they generally play the devil's
advocate. They question the reasonableness and validity of
included costs. 1In those instances wvhere a reviewer feels
that the estimate is too low, any increase is usually offse:
by a decrease in another area or program.
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Although arbitrary, predetermined budget ceilings are
no longer set as was the practice in the pre-McNamara 1/
era, budget restraints continue to be very important in the
requirements process. Even though formal budget ceilings
are not given, the Secretary of Defense, the services, and
lower levels in preparing their budgets must consider what
resources will likely be made available to them. They must
recognize the fact that resources are limited and must be
sitared with other agencies and within the agency. Within
this guidance DOD must provide for the national defense and
insure the readiness of its forces. To do this they attempt
to "get the most for their money." Adding too much to any
given program could mean less money for other programs.

UNOBLIGATED_ BALANCES DUE TO_INCLUSION OF CONTINGENCIES

We reviewed 32 individual line items in DOD procurement
accounts to determine the primary reasons for their unobli-
gated balances. See chapter 2 for a discussion of the pro-~
grams reviewed and causes for the balances.

All the items reviewed had reserves for contingencies
_as a contributing factor to the balances. 2/ Reserves for
contingencies also contributed to FMS balances. In some
cases the amount was specified; in others no specific dollar
amount was given for the contingency. For example, the
M60/M48 tank program office identified $44.6 million out of
$62.3 million unobligated balances as of Sept. 30, 1976, due
to reserves for engineering changes and support and for price
escalation. &he E~3A program has included in the estimate
funds for engineering changes and potential cost overruns.
Inflation is included also, but is a part of other estimates
and is not identified separately.

There was no consistency between the varicuc items
reviewed as to the amount for contingencies in the balances,
how they were identified, the kinds of contingencies con~
sidered, or how they were provided for in the budget esti-
mates. The only common factor was inflation This, however,

I/Robert §. McNamara was Secretary of Defense from Jan. 1961
to Mar. 1968.

2/In only 8 items did increases in the reserves contribute to
obligation rate decline.
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was treated differently from program to program. Some used
0SD-provided estimates; others used specially developed
indexes. The problems caused by this inconsistency was one
reason for the policy change requiring the use of 0OSD-
specified indexes.

Our review alsc indicated that, for the most part, the
estimates for contingencies were not increased at higher
level reviews.

ARMY'S UNAPPLIED RESERVE

Army regulations reguire establishment of an unapplied
resecrve account. The reserve is intended to provide funds
for local reprogramming and for contingencies such as prce
escalations and contractor claims from previous obligations.
A'part of the unobligated balances for the various programs
are carried in this account. Another regulation provides
that funds will be reserved for contingencies but that the
reserves will be established at the budget/program line ictem
level., Sufficient information is not available at present
to make specific recommendations concerning these reserves;
however, we believe that a further investigation is warranted
to determine the need for the balances in the reserve and the
use to which they are put. As of June 30, 1977, there wzs a
balance of $50.4 million in this reserve at the Army Armament
Materiel Readiness Command. Of this amount $33.0 million
was in the account for more than 3 years. The reserves are
not identifiable with specific line items. At TARCOM the un-
applied reserve account totaled $B6 million in September
1977; $50 million of this had been identified as excess to its
needs. Headgquarters DARCOM had been advised. (See p. 68.)

PROCEDURES FOR_IDENTIFYING COST
GROWTH AND ESCALATION INCREASES OR
EXCESS_FINANCING ON_SHIPBUILDING PROGRAMS

Navy conducts a semiannual review of costs on all ship
construction rrograms. The ship cost adjustment (SCA) is
performed in April and August. The objective of the SCA is
to:

--provide an updated cost estimate of each ship to all
levels of management within the Navy

--Provide data on which to balance the shinbuilding
program with the financial assets available.
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--Serve as a "baseline" for internal manacement of the
shiohnilding program by the Navy Material Command,

-~Provide the current financial status of shivbuilding
programs to top management.

According to Navy directives, the SCA will contain the
following information:

~-Shipbuilding funding deficiencies or excess, by appro-
priation, current report.

--Shipbuilding funding deficiencies or excess, by appro-
priation, last report.

-~Princigal reasons for shipbuilding increases or de-
creases wnich have a significant effect on total
deficienciez or excesses.

--Sources, by appropriation, available for reprogramming
or recoupment of funds.

~~Reccmmended liquidation of funding deficiencies or
application of excess funding.

-~Impact of funding deficiencies, if any, on future
budgjets.

The review proccess begins when the Plans, Programs, and
Financial Management Branch requests a detailed obligation
plan from each project office. The project offices develop
an obligation plan in conjunction with their participating
managers. The participating manaqers a:e designated officers
responsible for purchasing common use items for all projects
in bulk.

The plan submitted by the project office covers all cost
factors except escalation. The escalation estimate is made
by NAVSEA Cost Estimating and Analysis Division. The esti-
mating office uses a computer program, specific data from
the project officer, and a set of assumed Bureau of Labor
Statistics indexes for shipbuilding.

After the SCA is prepared by the Plans, Programs, and
Financial Management Branch, it is sent to the Chief of
Naval Material (CNM) for review and recommendations on any
substantive issues. CNM forwards the SCA to the Chief of
Naval Operations for review and specific decisions on
issues of policy or program content. CNM then sends the SCA
to the Comptroller of the Navy.
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The S5CAs are used to develop a "baseline" for the
apportionment reguest to OMB and in preparing the succeed-
ing year's budget submissions to the Comptroller of the
Navy and 0OSD.

Effect of alternative Bureau of Labor Statistics indexes

According to Navy officials, "escalation payment esti-
mates are computer generated and sssume a specific inflation
rate and a specific construction schedule." A change in
either of these can impact on obligation and outlays. The
inflation rate used is an estimate of Bureau of Labor Sta-
tistics shipbuilding indexes. The majority of all Navy
escalation clauses are tied to actual Bureau indexes.

From fiscal year 1972 through fiscal vear 1975, the
estimate of Bureau indexes was derived by 0SD and provided
to NAVSEA. The fiscal year 1976 through 1978 indexes were
prepared by NAVSEA's estimating section and approved by 0SD.
The change to NAVSEA-derived estimates has, in the Navy's
opinion, resulted in morc accurate estimates. In September
1977, the Commander of NAVSEA stated,

“The Under Secretary of the Navy recently
requested and was provided with a compari-
son of the 0SD projections and NAVSEA's for-
the filscal years 1972 through 1978 programs.
The comparison clearly shows, and is a matter
of Congressional testimony as well, that the
0SD derived forecasts for the fiscal years
1972 thiough 1975 programs were constrained,
whereas the fiscal years 1976 through 1978
programs which were NAVSEA derived, were
objective."

On Augusi 3, 1977, the Assistant Secretary of Defense
(Comptroller) notified all services that the fiscal year
1979 budget will be preparel using 0SD-derived astimates.
The 0OSD estimated Bureau ¢f Labor statistics indexes are
substantially lower than those prepared by NAVSEA. The Com-
mander of NAVSEA in September 1977 requested that the Chief
of Naval Operations solicit the support of 0SD for continued
use of the NAVSEA forecast.

According to Navy officials, a review of Navy ship-
building estimating pro- -dures has been conducted by Inter-
national Maritime Assuciates. This review was directed by
Congress. This review is supposed to contain an indepth
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study and comparison of OSD and NAVSEA Bureau of Labor
Statistics estimates. The report is currently being reviewed
by Navy officials and will be provided to Congress.

MOVEMENT OF COST_GROWTH_AND
ESCALATION FUNDS BETWEEN SHIP

Prior to fiscal year 1976, NAVSEA had generally been
permitted unlimited reprogramming latitude of escalation and
cost growth funds for ship conciruction--shipbuilding and
conversion-Navy (SCN) appropriations. This latitude has
been heavily used by NAVSEA to provide funding for unusual
problems and to aid in using up funds due to expire for
obligation purposes. The extensive use of this flexibility
has come about due to increased congressional "fencing" of
specific appropriations. According to the Chief of the SCN
Appropriation Division, fencing refers to a reprngramming which
requires both the prior approval of a Congressional Committee
and use of 0SD transfbr authority.

According to NAVSEA:

“The practical effect of 'fencing' is that almost
every reprograming action in the SCN appropriation
is a prior approval action, with & minimum process-
ing time of approximately 4 months."

Prior to fiscal vear 1976, NAVSEA mcvement of escalation
and cost growth funds was not monitored by either OSD or the
Congress. Starting in fiscal year 1976, WAVSEA was required
to notify the Assistant Secretary of Defense (Comptroller)
of any reprogrammings for cost growth and escalation funds
involving an increase of more than 54,999,000 to an existing
ship program or the creation of a new entry for more than
$1,999,000. In addition, the Assistant Secretary of Defense
(Comptroller) reports semiannually on changes occurring in
cost growth and escalation.
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CHAPTER 8
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IMPLICATIONS FOR_CONGRESSIONAL CONTROL

CHAPTER SUMMARY

-~The Congressional Budget and Impoundment
Control Act of 1974 (Public Law 93-344) has
as i%s principal objective the assurance of
effective congressional control over PFederal
expenditures and budgetary priorities. Multi-
yedr full funding for DOD procurement faci-
litates this objective, but at the same time
poses gertain guestions-~there are relatively
large mis-estimates of obligations, and
related matters, which could weaken effective
congraessional control.

-=Accordingly, we recommend that the Congress

-~ Require that DOD provide historical
and projected obligation rates, and
analyses of variances between estimated
and actual rates,-in its budget requests
for procurement activities, (See p. 110.)

- Give greater attentiun to the significant
balances of budget authority carried
over from year to year, in its analyses
and decisions on budget levels--functional
as well as individual accounts and
. programs. ({See p. lll.)

- Review the Office of Management and
- Budget's plans and steps to date, to
strengthen their analyses of DOD's obli-
gations estimates,especially DOD's policy
and procedures for projecting first-year
obligations in their procurement accounts.

- Monitor the implementation of the
practice of treating extensions of the
availability of unobligated balances as
new budget authority as agreed to in the
conference report on the Second Concurrent
Resolution on the Budget, Fiscal Year
1978. (See pr. 117.)
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--GAD was asked whether the executive branch
violated the Impoundment Control Act of 1974 inm
its actions curtailing the Minuteman III missile
preogram. We conclude that, as a matter of law,
there was no violation of the Act. However,
the executive's actions were not in keeping with
the spirit of the law--its rescission reguest
to the Congress came after work stoppage orders
had been issued. (See p. 117.)

MATTERS FOR CONGRESSIONAL
CONSIDERATION

Unobligated balances of DOD budget authority raise
numerous issues for effective congressional oversight
and budgetary control. Several have been discussed in the
preceding chapters, along with certain of our recommend-
ations. Additionally, there are other matters which, in
our opinion, the Congress should consider.

The Congressional Budget and Impoundment Control Acti
of 1974 includes in its declaration of purposes the
following (Public Law 93-~344, sec. 2):

"{1l) to assure effective congressional control
over the budgetary process; (2) to provide for
the congressional determination each year of the
appropriate level of Federal revenues and
expenditures;

* * * * *

{4) to establish national budget priorities;
*® %x *P

We believe that multiyear full funding for DOD
procurement facilitate. these objectives by providing the
Congress an opportunity to consider the full budgetary
consequences (total costs) of proposed appropriation
actions to initiate programs. At the same time, however,
this funding procedure poses certain guestions which
warrant congressional attention and action.

NEED_FOR OBLIGATION RATE INFORMATION

The Congress' ability to determine expenditure levels
and set national budget priorities depends in part upon
accurate budgetary information on Federal programs-~-
including accurate executive branch estimates of current
and future obligational levels and unobligated balances.
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Congressionally determined appropriation levels may not
achieve their fiscal, social, or other purposes if the
obligations from those appropriations do not match expected
levels {expected on the basis of executive branch estimates).
For example, a serjious shortfall in obligations could hamper
fiscal efforts to stimulate the natioral economy. As
discussed in greater detail in a subsequent section,
obligations ! ave economic consequences—--they stimulate
private borrowing and hiring, and affect Federal outlay
levels.

It therefore should be a matter of congressional
concern if a particular funding procedure entails siqgnificant
misestimates of obligatisons If the probability of
misestimates under multiyear full funding are areater than
those found where different funding practices are followed,
the Congress may want to take special steps in assessing
the budgetary requests and estimates for multiyear fully
funded programs.

The follgwing table shows that in DOD there reqularly
have been greater misestimates of procurement obligations
(multiyear full funding) than obligations in the two principal
areas involving single-year funding, military personnel,
and operation and maintenance. The greater variance between
estimated and actual obligations in the DOD procurement area
suggests the need for special congressional scrutiny of
estimated DOD procurement obligations.
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Fiscal year 1974:
Budget year estimate
Current year estimate
Actual

Fiscal year 1975:
Budget year estlaate
Current year estimate
Actual

Fiscal year 1976:
Budget vear estimate
Current year estimate
Actual

Fiscal year 1977-
Budget year r estimate
Current year estimate
Actual

! . (millions)
Operation Military
Procurement and maintenance Personnel

“Estimate Estimate Estimate

difference difference difference
from from from

Dicect actual-- Direct actual-~ - Direct actyal=-~

gbligations  (pexcent) obligations (percent) gbligations  (percent)
$ 17,987 1¢ $ 22,405 -6 $ 22,649 -6
19,933 ‘o 24,156 1 24,3606 1
16,000 - 23,862 - 24,104 -
19,694 - 15 26,044 0 ~4,0ul -1
20,351 19 26,241 L 24.992 0
17.078 - 26,268 - 24,685 -
22.767 25 t29,300 3 25,078 -3
22,793 25 ‘28,872 2 25,604 1
18,196 - 28,342 - 25,267 -
25.975 7 31,928 4] 25,43% -1
26,559 9 32,214 1 26,210 2
24,256 - 31,910 - 25.641) -
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RECOMMENDATION TO_THE CONGRESS

The Congress should require that DOD provide
historical and projected obligation rates, and analyses of
varianc:s between estimated and actual rates, in its budget
requests for procurement activities. This would enable the
Congrevs to better assess DOD's nrojections of obligations
and unobligated balances. Obligation rates, for each
appropriation title, should show the percentage of the
requested funds that are projected for obligation
in the first year, and the comparable first-year obligation
rates--actual and estimated--for the programs already
funded and underway. Such information would permit the
Congress to analyze the projections in the light of prior
experience, and to guestion DOD officials on (1) the
reasons why projections deviated from actw2l experience
and (2) the validity of cucrent estimates.

The Congress may also want to require such information
concerning DOD's nonprocurement accounts and the accounts
of other departments and agencies.

While we do not know if there is also a greater
variation bcetween estimates and actuals in the multiyear
fully funded programs ocutside of DOD, we would not be
surprised if this were the case. Since there is no require-
ment to obligate all funds within the fiist year under this
procedure, there perhaps is less emphasis on planning and
monitoring first-year obligations.

This matter could hecome more significant if the
Congress moves to apply multiyear full funding to more
Federal activities. Wider use of multivear full funding
might lead to larger Government-wide obligations shortfalls
if steps are not taken to assure proper estimates of
obligations.
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NEED TO CONSIDER BALANCES

OF BUDGET AUTHORITY

The Congress under the new congressional budget
process (Public Law .93-344) attempts to exercise control
over expenditures and set budgetary priorities through
several steps, including the setting of targets or ceilings
on Federal budget authority and outlays (first and second
concurrent resclutions). The control of budget authority
probably has greater budgetary consequences for accounts
wherein budget authority (sometimes termed “new obliga-
tional authority") comprises a large percentage of the
funds available for obligation in a given year. 1In DOD
military personnel accounts, budget authority normally
comprises 99 percent of the funds available.

In DOD procurement accounts, on the other hand, budget
authority is a much smaller component of available funds,

primarily because of the existence of large carryover

balances. .

Table 8.2

DOD Procurement: Budget Autnority and

Total Funds Available for Obligation

Budget
authority
Fiscal Total Budge“ as percent
year _ available authority of total _
{billions)

9
1875 $33.6 $16.7 50
1976 38.4 21.0 55

Where budget authority comprises a smaller percentage
of the funds available for obligation, as in DOD procure-
ment, there may be lessened likelihlood that congressional
actions on budget authority amounts will result in expected
effects on obligations and outlays in a given year. We
therefore make the following recommendation.

RECOMMENDATION TO THE CONGRESS

The Congress should give greater attention to the
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significant ouiz.ces ol uvudget authority carried over from
year to year in its analyses and decisions on budget
levels~-functional as well as individual accounts and
programs. The Congress might consider methods of setting
budgetary targets and ceilings on total funds available
for obligation. Again, this matter would assume greater
importance 1f more accounts are provided budget authority
which remains available for more than 1 year.

NEED FOR CLARIFICATION OF EXECUTIVE BRANCH

POLICY ON ESTIMATING OBLIGATIONS

There appears to be a lack of uniform executive branch

policy concerning DOD's estimates of obligations. OMB
officials state that estimates provided to the Congress
should be the "best estimates" of the obligation levels
which will be achieved. They state, however, that

DOD procurement estimates are "“targets"--not always

the best estimates. DOD officials also state that

their estimates of procurement direct obligations

are "optimistic" and designed partly to serve as "target
incentives to program managers."

We do not question the need for "target incentives";
however, we doubt that target levels should be the amounts
presented as obligation estimates in the budget if such
amounts regularly deviate sianificantly from eventual
cbligations.

RECOMMENDATION
TO THE CONGRESS

The Congress should review OMB's plans, and steps to
date, to strengthen their assessment of DOD's chkligatiocns
estimates, especially DOD's policy and procedures for
projecting first-year obligations in their procurement
accounts, There is need for the executive branch to
clarify its policy on the use of its "best estimates" or
"targets" in projecting obligations.

NEED TO MONITOR TRANSFERS FORWARD
OF UNOBLIGATED BALANCES

For severzl years the Congress has recognized excess
unobligated prior years funds in the DOD procurement
acccounts and has, in the annual appropriations acts,
transferred these unobligated balances to finance new
programs.
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Extent of DOD transfers

Since 1972, the annual DOD appropriations acts have
transferred from 1 program year to another over $3.3
billion of unobligated prior-year balances in tne DOD
procurement accounts,thus reducing the amount of new

appropriations (budget authority) necessary to carry out
a given program level.

The following schedule shows the extent to which
procurement programs within DOD have been financed
through extension of prior years unobligated
balances by transfer to succeeding years accounts.

Table 8.3

Appropriations and Transfers of Prior Years
Unobllqated Balances Prov1ded
By By Annual Approprlatloﬁs “ACts
DOD Procurement

g e B L Sl

» iR e

[PTvRY

Fiscal Annual Balance
_Year Appropriation Transferred Total
(millions)y
1972 $17,776.9 $ 843.7 $18,620.6
1973 17,799.9 1,055.9 18,655.8
1974 16,225.8 499.8 16,725.6
1975 17,231.1 480.0 17,711.1
1976 21,205.7 %9.3 21,305.0
TQ 4,154.8 - 4,154.8
1977 28,416.3 82.6 28,498.9
1978 29,863.8 258.5 30,122.3

As indicated in the schedule above,
unobl igated pricr-vear balances transferred to finance new
programs has decreased from a high of slightly over $1
billion in 1973 to $82.6 million in 1977.
the amount transferred increased to $258.5 million.

However,

the amount of

in 1978



The Congress, by means$ of the Devartment of Defense
Appropriation Act, 1978 (Public Law 95-111, Sept. 21,
1977), financed a DOD procurement program of $30.1 billion
for 1978. 1t did this by appropriating about $29.9 billion
and transferring $258.5 million of pricr-year unobligated
balances. The following schedule shows, by appropriation
account, the appropriation and source »f obligational
authority transferred.

Of the excess funds transferred in the appropriation
act, $57.5 million was transferred from fiscal years 1976
and 1977 to the Procurement of Ammunition--Army appro-
priation for 1978. These funds were originally aopropriated
for procurement of ammunition which was found to be
defective. Production of this ammunition has been stopped
while investigation of the defect is underway.

In the Shipbuilding and Conversion--Navy account
$42 million was transferred to 1978 from 1977 as a result
of savings from favorable contract awards on the fiscal
vear 1977 FFG~7 class guided missile frigates. Excess
funds of $30 million in the Trident missile program were
identified by the Navy as being available from fiscal year
1976 and TQ programs. These funds were transferred to the
Weapons Procurement--Navy appropriation for 1978.

Currently, transfers of balances of prior-year budget
authority between accounts do not affect budget
authority. This is covered in "Terms Used In The Budgetary
Process," (PAD-77-9, July 1977) under the definition of
reappropriation, as follows:

"Congressional action to restore the

obligational authority, whether for the same

or different purposes, of all or part of the
unobligated portion of budget authority in an
expired account. Obligational availability in

a current account may also be extended bv a sub-
sequent anpropriation act."

Thus, the published definition excluded extensions of
obligational availability by means of transfers.

The difference beiween transfers and reappropriations

becomes more significant in light of the Congressioconal
Budget Act of 1974, which provides for budget ceilings
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Table 814
g
Y1878
{$ Thousands)
APPHOPRIATION ACCOUNT APRROPRIATIONS TRANSFER ACCOUNT TRANSFERRED FRGH
Afrcraft Procutement, Army $ 657,100 - -
Missile Procurement, Army . 536,883 - -
Procurement of Weapons and Tracked .
Combat Vehicles, Army 1,421,200 - -
fprocurement of Ammunition, Army . 1,179,300 $ 57,500 Procurement of Ammunition, Army, 1976/1978
Procurement of Ammunition, Army, 1977/1979
Other Procurement, Army 1,403,325 2,700 Othec Procurement, Army, 1977/1979
Aircraft Procurement, Navy 3,479,000 -
Weapons Procurement, Navy 2,181,900 52,700 Weapons Procurement, Navy, 1976/1978

Weapons Procucement, Navy, 197T7/1978
Weapons Procurement, Navy, 1977/1379

Shiphuilding and Conversion, Navy 5,769,500 42,000' Shipbuilding and Conversion, Navy, 1977/1981
Other Procurement, Navy " 2,176,410 10,000 Other P(ocurement; Navy, 1977/1979
Procurement, Marine Corpe 440,409 9,800 Procurement, farine Corps, 197771974
Alrcraft Procucement, Air Force 6,262,000 34,400 Aircraft Procarement, Air Force, 1976/1978
Other Procurenent, Air Force, 1977/1979
Migsile Procurement, Alr Force 1,700,600 ' 44,600 Missile Procurement, Air Force, 1977/1979
Other Procurement, Air Porce 2,337,345 4,800 Other Procureneat. Air Force, 1977/1979
Procurement, Defense Agencies 327,826 —— -
TOTAL $29,861,789 $258,500 :
== i

Notes Above total does nat include the following transfer of funds for Liguidation of Deficiency

Othetr Procurement, Army, 1973/197% §$21,030 Arwrcraft Procurement, Army, 1975/1977 $ a,000
Missile Procurement, Army, 1975/1977 8,000
Procurement of Ammurition, Army, 1975/1977 5,000

$37,200
20,300

2,700

4,565
25,435
22,700
42,000
10,000

9,800

15,100
19,300

44,600

4,000

TOTAL

“

657,100
536,88)
1,421,200

1,216,800
1,406,025

1,479,000

2,214,600
5,802,500
2,186,410

450,200

6,296,400

1,745,200
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based on budget authority. A reappropriation constitutes
new budget authority as-a matter of law. Extensions of
obligational authority by transfers of unobligated prisrc-
year balances which have not yet lapsed have not been
considered to be a reappropriation. Therefore, such
transfers were not considered new budget authority for
the budget year.

The difference in the treatment of transfers and
reappropriations came to light most recently during the
House Budget Committee's consideration of the Second
Budget Resolution for fiscal year 1978, because the
Labor-bDepartment of Health, Education, and Welfare
appropriation bill made available {::~ obligation
in fiscal year 1978 certain unobliyated balances of fiscal
year 1977 funds which otherwise would have lapsed. The
Committee therefore added about $1 billion in budget
authority to the Second Budget Resolution to cover the
extension of this obligational availability of fiscal
year 1977 funds. The Committee believes that failure to
include extensions of the availaility of funds as new
budget authority creates a form of backdoor spending by
which unobligated prior year balances, which would
normally lapse, could be made available to support higher
program levels without being counted as budget authority
in "he budget year. The Senate Budget Committee, however,
did not treat the extensicn ¢f the unobligated balances
as new budget authority. The House and Senate conferees
agreed not to count the extensions as new budget authority
in the 1978 budget resolution but to consider similar
instances in the future as new budget zuthority in all
appropristion bills.

Beginning in the 1979 budget the Committees plan to
treat extensions of budget authority into the succeeding
fiscal year as new budget austhority under the concurrent
resolutions on the budget for the succeedinc fiscal year,
adopted pursuant to title III of the Congressional Budget
Act of 1974.

Conclusions

We agree with the Budget Committees that extensions
should be treated as new budget authority for the succeed-
ing fiscal year. We believe that insofar as legislation
extending budget authority into a new fiscal year provides
legal authority to obligate which would not otherwise exist
in that fiscal year, it creates new budget authority for
such fiscal year. It is our opinion that there is no
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difference between extending existing budget authority ani
providing wholly "original® budget authority in tarms of
impact upon program levels and wutlays during the succeeding
fiscal vear.

wWe fully recognize, however, that & change in treat-
ment of extensions of prior years' unobligated balances
by means of transfers will create some technical problems,
such as the presentation in the program and financing
scliedules in the Budget Appendix. We are working on
redefining reappropriatrion to include extensions of
unobligated authority. We shall also work with OMB and
the Commictees in reaching solutions to problems which
arise.

e o e e o - Ty o S T =

The Congress should monitor the implementation of
the practice of treating extensions of the availability
of unobligated balances as new budget authority, 25 agreed
to in the conference repo?t on the Second Concurrent
Resolution on the Budget, Fiscal Year 1978,

CONCLUSION CONCERNING MINUTEMAN II1

We were asked whether the executive branch i.
following the Budget Act's provisions on rescissions and
deferrals concerning the Miruteman III intercontinental
ballistic missile.

While we have concluded that, as a matter of law, the
executive branch did not violete the Impoundment Control
Act of 1974, we believe that the actions of the Executive
Branch were not in keeping with the spirit of the statute
in that decisions to terminate major programs should be
made jointly by the Executive Branch and the Cnngress.

A presidential press release dated July 6, 1977,
informed the public of the President's decision to curtat:
the Minuteman III program--only 10 of a proposed 60
missiles would be built. The President's decision was
implemented on July 11, 1977, when stop-work and terminacion
nrders were sent to the contractors.

It was not until July 26, 1977, however, that the
President formally submitted a rescission proposal to the
Congress requesting the rescission of the procurement budget
cuthority for production of the Minuteman III. The
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rescission message proposed a rescission of £105 millios ocut
of a total of $290.5 million of budget authority provided .
for procurement of Minuteman IIIs bv DOD.

In respense to earlier congressional inguiries
regarding execut:ive branch actions on the Minuteman III
program, we 2xpressed our concern that the Congress should
be promptly notified of decisions to terminate programs.

We stated that action should not ve taken to dismantle or
curtail programs without tbe Congress having an opportunity
te fully consider the mattt . We are of the opiniorn that
one of the major objectives £ the Impoundment Contrcl Act--
that the executive branch and the Congress should jointly
make decisions to delay or terminate prograns--is thwarted
when situations such as the one concerning the Minuteman
program occur. In such cases, th2 program is already
curtailed and it could be very difficult, if not impossible,
to resume the program within the original time and cost
plans.

The practice followed by the executive branch concern-
ing the Minuteman III is not unique. We recently
discovered a similar situation in connection with the
President's decision to.curtail B~1 bomber production;
termination orders were issued before the Congress was
allowed to complete action on the rescission prorssal for
that program.

We were asked to review the propriety of the Executive
Branch's actions in the case of the B-1 bomber, in light
of concern that there had been a violation of the Impound-
ment Control Act. While we concluded that, as a matter of
law, the Execulive Branch has not violated the statutes
governing the B~1 bomber program, we in that case also
stated that the practice of initiating major program
terminations prior to the time the Congress has been either
informed of such decisions or allowed to complete action
under the Impoundment Control Act of 1974, to consiier the
rescission proposals of the program, creates a situation
that jeopardizes the possibility of restarting the program
should the Congress disapprove the rescission proposal and
specifically direct continuation of the program. At a
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minimum, terminating and then restarting the program could
greatly increase program costs and delay schedules. )

Because we believe that the hzndling of the terminations
of the B-1 bomber and the Minuteman III missile were not
in keeping with the spirit of the Impoundment Control Act,
we wrote the Director of the OMB on Auqust 5, 1977, stating
that proposed rescissions of major programs should be
submitted to the Congress contemporaneous with instructions
only to suspend further program work, if such suspension
is contractually feasible, pending congressional action
on the proposed termination. Then, if the Congress approves
the proposed rescisision {(and thus, the termination}),
tnstructions could at that time bhe issued to terminate
further work. Conversely, if the rescissicn is not approved
and the Congress specifically directs that the program be
continued, the suspension could be revoked and program
activities resumed with minimum disruption and additional
costs.

The Congress did not concur in the rescission reguest
for Minuteman III, and consequently the $105 million
was was required to be made available for obligation on
October 16, 1977. We have confirmed that OMB and DOD
have made the $105 million available for obligation.

On October 12, 1977, the Department of the Air Force,
anticipating the rejection of the rescission proposal,
began development of a procurement plan for the Minuteman
III missiles. It was recommeénded that the Minuteman III
production line be reconstituted to build a2s many completed
Minuteman III boosters as possible with the $105 million.
Whereas originally 60 boosters were to have been built,
we were told that the $105 million would only be
sufficient to procure 20-25 missiles; and that to build the
remaining 25-30 missiles would require an additional $§60
million.

Air Force officials estimate that, once authority is
given to proceed with further Minuteman III production,
it will take about 6 months to definitize the contractual
documents associated with the program. In the meantime,
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work would commence on the basis of supplemental agree-
ments to the existing termination notices. If this
connection, the bulk of the $105 million will be

obligated at the time these supplemental agreements are
entered into. We were told that delivery of the Minuteman
III missiles could begin in 7 to 10 morchs after approval

iz given to restart production. The Air Force reports

that if all 60 missiles were procured, program slippage
would be about 9-12 months due to having curtailed the
program and having to restart the activities. Specifi-
cally, delivery of the 60 missiles was originally scheduled
for completion by October 1, 1978. Under the present )
circumstances, all 60 missiles, if funds were made available,
would not be delivered before June-September 1979. 1In the
event additional funds are not provided for all 60

missiles, we were told that program slippage will be less--
about 2-5 months for the more limited procurement of the

20 to 25 missiles that the restored $105 million would

fund. In this latter case, delivery is estimated to be
between November 1978 and February -1979.

120





