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Department of Defense unobligated balances 
of budget authority for military activities 
grew from $12.8 billion to 534.5 biilio? 
during fiscal years 1972-76. During thrs 
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; 

--looks 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 Congress concerning probfems 
in Defense’s estimates of obiigations and un- 
obligated balances. 
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B-159797 

COMI’TROUR GENERAL OF THE UNITED SATES 

WLSXIffiToN. O.C. zoow 

4 
The Honorable Robert L. “Leggett 
Chairman, National Security Task Force 
Committee on the Budget 
House of Representatives 

i . 

Dear Mr. Chairman: 

Pursuant to your request of June 3, 1977, we analyzed Department 
of 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 a 
description of the Department's budgetay processes. On September 27, 
1977, we testified on the subject beforethe 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 pr0curaer.t 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 
sending 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. 



Z-15979? 
/ 

We are available to discuss the report and avlswer any questions 
you may have on this knportant subject matter should you so desire. 

Comptroller General 
of the United States 
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COMPTROLLER GENERAL'S REPORT TO ANALYSIS OF DEPARTMENT 
THE HOUSE COMMITTEE ON THE BUDGET OF DEFENSE UNOBLIGATED 

BUDGET AUTHGRITY 

DIGEST ------ 

Department of Defense unobligated balances 
of budget authority for military activities 
grew from $12.8 billion at the end of fiscal 
year 1972 to $34.5 billion at the end of 
fiscal year 1976. (See pa 1.1 

GAO 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 questions. 

--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 estimated that approximately 216 
tanks costing $130 million will not be 
delivered as planned in calendar year 1977. 
Army officials may be overly optimistic in 
projecting that the backlog will be over- 
come by March 1979. (See PO 68.) 

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

-At the Army Armament Materiel 
Rezdiness Command, "unapplied 
reserves" of obligational 
authority exceeded $40 million 
at June 30 for every year from 1975 
to 1977, and reached $97.7 million 
at September 30, 1976. (See p.64.) 
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-At the Army’s Tank-Automat lvc Yater iel 
Read inefs Coaaanrf , “lrnappl red reserves” 
totaled $56 million In Scrjtemter 1977, 
of wnlch 550 mrlllon has been 
ldentlfred tjy Command offrclals as 
excess to their neess. (See p.67.) 

--Despite the existence of excess funds, 
Defense has not implemented L process 
for‘systematic and regular reporting 
on the avallabillty of excess funds to 
the service and Off ice of the Secretary 
of Defense levels. GAO pr ev lously 
recommended that the Defense Depart- 
ment devote addltlonal attention to 
this matter. (See P. 69.) 

I 

--“~11 fundlns, often, cited by 
Defense offl&als in explanations of 
Defense unoblqated bala:lces, does not 
explain the $5:5 billion growth (f lscal 
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 one time balances 
from several program year appropr ietions 
produced a growth in unobllgatea 
balances prior to fiscal year 1973. 
After then, increases in balances 
should oe 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 :n Defense’s own proclJren!ent 
unobligated total over fiscal years 1973-77 
was due to program growth--l.e , lncreasrnq 
funding levels--rather than an b.Cl igation 
rate decl inc. However, th1.s. total is a net 
figure reflecting divergent patterns In the 
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14 procurement accounts. In the 1975-?7 
per lad, 10 of t?e 14 accotints experienced 
increases rn balarlces due to d decline 
in obligation rates from 1375 levels. 
These 10 accounts experienced a $2.7 
billion growth in unobl lgated balances, 
of which $1.1 billion (41 percent) was 
due to an obligat?,on sate decl inc. 
(See p. 16.) 

*The 1976 fall-off In Defense procurement 
obligation rates probably related more to 
the sizable appropriation Increase for 
1976 (23 percent) and the problems 
of absorbing such an Increase, than 
the lateness of the 1976 Defense 
Appropr iat ion Act. Defense may have 
the potential tor absorbing 
and efficiently obligating appropriation 
Increases of this magnitude after an 
initial adjustment period. (See 
p. 20.) 

--GACt’s review of 32 selected weapons 
systems, ammunitlon commodities, 
and aircraft modification programs 
over the perrod from July 1, 1971, 
through September 30, 1976, revealed a 
wide variety of apparent reasons for 
identified deci eases in Defense procure- 
ment obligation rates. These reasons 
1 isted below, cannot be readily general- 
rzed to the entire Defense budget or the 
entire procurement area. (See p. 21.) 

. 
-Delays in awardlng contracts. 

-Technical, planning, and production 
problems. 

-Reserves. 

-Punds withheld trom program managers. 

-Congressional actlons. 



-Eetter contract ,or ices than budqeted 
for. 

-Staffinq deficiencies (limited cases;. 

-Invalid obliqations. 

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

--Defense unobligated balances in procur,?- 
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 
ident if iable 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. 101.1 

--Through the 1972-76 period, the executive 
branch consistentl’y underestimated Defense’s 
unobligated balances. For example, as late 
as January 1976, the executive branch 
projected a $19.9 billion unobligated 
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; 2, obl iqat ion 
rate guidance provided by the Office 
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of the Assistsnt Secretary of Defense 
(Conptrolier 1 to the ser’rlces tor 
developrng rrscal year 1975 and 1979 
est lmates, appears to be optlmlstlc 
for some.,procurement accounts when 
co:rpared with hlstorlcal actuais. Also 
t;le Ottrce of Yanaqement and Budget 
orticlals, ‘wnlle acknowledglnq that 
there nas been a problem ln'tke 
estimates ot Detense procurement 
obligations, state that they do not 
provide ooilgatron estimate guidance 
to Defense or systematically check 
its estimates pr 10c to inclusion 
ln the President’s budqet. I (See 
p. 47.1 

--Defense trend control $roblems, Including 
Anti-Ceticiency Act violations, 
In the accounting systems relating 
partlculariy to the procurement 
accounts and rorelgn mrlitary sales (these 
systems have not been approved by GAO) have 
been ser lous and extenslve. These problems 
lmpalr Defense’s ability to etfectlvely 
plan and monitor oblrgations o: estimate 
unobligated balances: / 

-0t 154 accounting systems identified 
as SubJeCt to approval by GAO, 82 
have not yet been submltted ror 
approval. 

-68 of the 72 GAO-approved accounting 
systems were approved relatively 
recently --within the last 5 years. 
Those which nave been approved are 
prrmariiy payroll, stock and 
industrial fund systems. 
(See p. 49.1 

--The executive branch nas revised the 
procedures ror recording budget 
authority tar toreign military sales, 
etfective In tiscal year 1977. The 
etteCt has been to reduce unobligated 
balances by about $13 blllion (estimated}. 
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Tr.e sud7ct 1;s-fc:i . In~rol~Je.~ 1r t'> 15 c!*dnIlc 3re . . 

potent13i1y rar-reLic!:ln?. GA> w.3 unar/ie to 
resolve these 139~1.9s wlthln the time 2fVLilldble 
tar tn1s stud;', and 13 cant lnuina work on tnlz 

‘TdttcC. GAO will report thrl results when 
available. The work will lr.clude an assessment 
ot the lzrpact ot t:le new ?1-?icecfures on 
conqrcsslonal program and budget control. 

--Althouqh a large zncceasc ln rorelgn mrlltary 
sales orders in recent years has trlcreased 
workload on the services, Celenet- hrld t!lc 
services cannot accurately assess the Impact 
on staffing requirements--there 1s no system 
to aaequately determine the number ot 
personnel working on these sales. In veer 
of this lack of rellaDle data, it 1s lnposslble 
to aeterrr.lne whether or not tht? 2 percent 
Surcharge was suf I lclent . fiowever, CeLcn5e 
raised the charqs to 3 percent on No*:emnher 30, 
191/, eLtective 13r all sdles cases r-ece~~*cd 
arter October I, iY:J. (See p. 7?.! 

--K:;!r!erous Detense aurlrt reports and GAO 
reviews na/e noted severe acflclencles In 
Detenae nuGgetairy and t lnanclal records 
on rarergn inilitary sales matters. ‘1 5c 
aer iclencies have resulted in a loss or 
Integrity conccrninq the rntormatlon from 
these C?COldS, and a iessenlng of conrircss- 
ivnal control over rorelgn Tllltary sales. 
Execut lve bf a!xh Ott lc lals aoknow’edge that 
9nan:i ot tnese prohlerr;s serlousl? 13pair 
@etenss management control, and tney are 
t3Kclnq actions slmed at correctlnq these 
detlciencies. (See p. 80.: 

In the last few weeks of GAO’s review, actu,-il 
obiigatrdns data tar rrscal year 197: became .3vai,- 
able. ?‘here was another Cetense Oh1 iqat 10n "Short- 
ral I"-- actual obligations were less tnan the x3our,ts 
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projected --although it was less than In preceding 
years. In the Detense-- Mllrtary subrunction 
(051), 1977 actual dlKeCt obligations were 
3.3 percent, or $3.5 billion, less than the 
amount estrmated prior to 1977 (the "budget 
year 11 estimate) ana 3.4 percent, or $3.7 
billron, short of the amount estimated 
in 1911 atter enactment of the C.?fense 1977 
Appropriation Act (the "current year" 
estimate). This compared with shortfalls 
trom current year estimates in fiscal years 
lY14-16 which ranged trom 4 to 7 percent. 
The smaller shortfall Ln 1977 may have been 
due rn part to Derense's &?ew process for 
monitoring obligation performance. (See p. 41.) 

RECOMMEHDATION TO THE 
SECRETARY OF DEFENSE 

The Department of Defense should make certain . 
that the improvements they are making in their 
internal reporting provide tar the systematic 
identltlcatlon of amounts, 'for review by 
service and Otflce ot the Secretary 
of Detense otricials, which have become 
excess to program funding requirements. 
This would also permit timely reporting 
to the Congress of the amounts determrr>d 
to be excess obligational authority. 
(See PO 63.) 

The Department of Defense also should make 
certain that its new policies and procedures 
provide tor closer monltorirrg of obligation 
proJections by the Ortice of the Secretary 
of Defense, and more effective use of existing 
management reports and data on Obligations, 
ln order to improve obligation estimates 
and analyses of var lances between estimates 
and actuals. (See p. 70.) 

RJKOMHENDATION TO THE OFFICE 
OF MANAGEHENT AND BUDGET 

The Office of Management and Budget shAuld monitor 

. 
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the obligation rates reflected Ln Defense’s 
Obllgatlcn prOJeCtlOnS tOr procurement actIvltles, 
with a view toward rdentifylng possible misestimates, 
getting changes made or adding explanatory 
information to the budget, and If necessary, 
developing more detailed guldelrnes concern- 
ing estimating policies and procedures. The 
Otf ice of Management and Budget should take 
a more active role to assure that the Congress 
will be provided the most accurate proJections 
of obl igatrons and unobligated balances, and 
the tullest explanations of major changes 
and var lances trom est lmates. (See p. 63.1 

RECOMMENDATLI 
TO THE CONGRESS 

GAO be?reves that the problems and issues noted 
in this review warrant certain congressional 
actions. GAO recommends that the Congress: 

--Require that Defense provide historical 
and pro-jetted obligation rates, and 
analyses of var lances between estimated 
and actual rates, In Its budget requests 
for procurement activities. This would 
enable the congress to better assess 
the Department’s pfo]ectrons of obilga- 
t ions and unobl lgated balances. Obl iga- 
tron rates, for each appropr ratlon title, 
should show the percentage of the requested 
tunds that are proJected tor obligation in 
the .fir st year, and the comparable tirst 
year obl lgat Ion rates --actual and estimated-- 
for the programs already tun.ded and underway. 
Such inrormatlon would permit the Congress 
to analyze the pro-jectlons in lrght of prior 
experience, and to question Derense orflclals 
on the reasons proJections deviated from 
actual experience and on the validity of 
current estimates. congress may also want 
to require other agencies to provide 
srmllar information In their budget sub- 
missions. (See p. 110.) 
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--Give qreater attention to the siqnificant 
balances of budqet authority cariled over 
trom year to year, in 1ts analyses and 
decisions on budget leveis--tunctlonal 
as well as rndivrdual accounts and programs. 
These balances comprise slgnirrcant per- 
centages ot the available obligational 
author rty rn a rascal year, and should 
now receive greater visibility and 
attention in the Congressional budget 
process, (See p. 111.) 

--Review the Otfice of Management and 
Budget’s plans and steps to strengthen 
their analyses of Defense ’ s obl igat ions 
estimates, especially Detense’s policy 
and procedures for prolectrng tirst year 
ob.Llqatlons in their multiyear 
procurement accounts. (See p. 112.1 

. 
--Monrtor the rmplementation or the practice 

ot treating extensions of the availability 
of unobligated bala*nces as new budget 
authority as agreed to in the conference 
report on the Second Concurrent Resolution 
on the Budget, Fiscal Year 1978. (See 
P* 117.1 

AGENCY COMMENTS 

At the request o-f the House Budget Committee Task 
Force on Natlonal Security and Internatronal Attalrs, 
we did not obtain Defense Department or Office of 
Management and Budget comm&nts on this report. 
However, we will provide report copies to these 
executive agencies atter 5 days. Any comments 
received trom them will be rorwarded to the Task 
Force. 

Defense officials attempt to minimize the 
signlticance of Detense’s unobligated balances 
by comparing the Defense amount with the total 
tar the Government. For example, in a recent 
communication on the matter, Defense stated 
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that “* * * the end of tlscal year 1978 pro- 
Jetted unobligated balances ot $217 billion tor 
the total Government exceed those of Department of 
Detente by more than tenkold.” This statement 
does not reflect the varying types of balances 
involved. If the pro)ected Defense balances are 
compaced.with similar balances tar other agencies 
(exclusrve of those tn trust ltund, guarantee 
and insurance accounts), the amount to about 40 
percent of tte total. 
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CHAPTER 1 

INTRODUCTION ---.s 

This analysis concerns Department of Defense 
(DOD) unexpender balances of budget authority. Budget 
authority es5 o:!t ially is “authority provided by law tc er.ter 
in to obl igat . l -!.. -s which will result in immediate or future 
outlays involving Government funds l * l .” 1.l In DOD 
procurement activities, the focus of this study, budget 
authority is used +3 enter obligations (contracts) with 
defense contractors. 

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

THE INCREASE IN BALANCES, FISCAL 
YEAR 1976 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. 2/ Unobligated balances grgw 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. 

&/ “Terms Used ‘in the Budgetary Processrn by the Comptroller 
General of the United States, July 1977, PAD-77-9, p. 6. 

2/ Total DOD administered funds include those in the DOD-- 
Military budget subfunction (0511, an.? the Military 
Assistance subfunction (052). 

. 2/ In this report, all balances cited are as of the end of 
the fiscal year* or transition quarter, unless otherwise 
specified. 

l 
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Tablp 1 1 ----A. 

SUMMARY OF DOD WilOBllGATED Iit UNE%PEhlDED E?AiAlKES 

S/30176 
ASFORECAST 
IN JAN 1976 6/30/75 6'30'76 

-- 

TQ 
9'3076 

EST s/ EST b/ 
9i38111 snonr CI 

17.1 23.2 22 5 7.6 5.1 21.1 
46.5 so.1 52.0 62.4 722 49.7 

63.t 11.3 Tiz- iiii- 17.9 xii- 

4.4 6.0 
338 

./I 6% 
34.0 36.3 

38.2 39.4 z-ii 

15 
36 8 

6.9 5.0 
46.2 54.2 

51.Q 59.1 
-- 

12.5 
40.5 

-E-ii- 

6KKV2 
-- 

6'30'73 6 30'74 

69 
412 

48.1 

12.0 
469 

sag- 

47 
29.4 

x-i- 44.3 

2.2 7.6 11.2 16.7 148 .m .a 8.6 
i 1.a 131 12.6 17.0 16.19' 16.3 . la.0 9.2 

14.0 20.7 -ET 34 J1.0 11.0 ls.l iiT 

U.VEXPENDEDBALANCES 
FORElGNMILlTARYSAlES 41 
AllOTHERPROCRAMS 31.5 

TOTAl.UNEXPENOEOBAlANCES 42.2 

OBllGATEOBAlANCES: 
h) 

FORElCNMIlITARiALES 2.9 
ALlOTHERPROGRAMS 26.5 

TOTAL.OBlIGATEDBAlANCES 29.Q 

1.8 
ALLOTHERPROGRAMS 11.0 

TOTAl.UNOBLIGATEDBAlANCES 12.8 

J/ OF WHICH S~.~~I~~L~ONWASCOMM~TTEO. 
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 Defensw- 
Militarv budget subfunction (051). and the Militar; Assistance subfunction (052). 

Source: Department of Defense table. 
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EXECUTIVE MISESTIMATES OF BALANCESi 

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 $17.8 billion (See 
Table 1.1) --the actual balance, 9 months later, was 
$31 billion. 

This underestimate of the unobligated total related to 
s multibiziion dollar overestimate of total DOD obligations 
(direct and reimbursable). The following iigures 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 

January 1976 projection $145.7 

Actual 1 132.3 

Actual shortfall from 
projection 13.4 

DOD concern 

TQ 
(billions) 

$34.6 

32.6 

2.0 

DOD officials, in internal correspondence, noted 
at an early date the‘significance of the i976 and TQ 
sharp increase in DOD unobligated balances. Deputy 
Secretary Clements stated the following in a.September 1976 
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. 

3 



“We must minimize the further impact of inflation 
by gettinq programs under contract and achieve as 
early as possrble the reaamess rmprovements 
EontempSated in approved programs. Whatever is 
not oblrgated promptly will buy less later, will 
bring programs and our management of them under 
criticism, and will jeopardize the credibility of 
future requests. 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/ . 

“hecently, the Department of Defense has 
experienced disturbing 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. 

. 
* l l * l 

. . 

“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. 

A/ “Department of Defer.; e Appropriations for 1978,” hear inqs 
before Subcommittee on the Department of Defense, House 
Committee on Appropriations, 95th Congress, 1st session, 
Part.1, p. 119. 
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"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 Senate 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 subflunction (051) I 1/ 
one area has consistently accounted for more than 70 
percent of the unobligated total: procurement, with 
$14.8 billion, unoaligated at the end of the TC, 
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 (513.1 billion). 
; 

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

I/ 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 fcr 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 bill ion (estimatd) in FMS unobligated 
balances. DOD officials state that because of 
these changes, there will be few, if any, FMS 
unobligated balances in the future. 

--Our 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. In 
DOD--Military subfunction (0511, 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 earlier work was intended to provide overview infor- 
mation on basic trends (1972-TQ) in DOD unexpended balances, - 
and certain related budgetary processes. This report will 
provide more detailed information on key preas of the matter. 
The following are the subjects addressed in this report: 

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

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

--Budget and financial reporting on FXS 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. 

I 
L- _- .-_. 



GTHER MATTERS -- -- 

Jt should be noted that we have a separate study 
underway of unexpended balances in the civil agencies of 
the Federal Government. Officials 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 I’* * l the end of 
FY 1978 projected unobligated balances of S217 billion for 
the total Government exceed those of the Department of 
Defense by more than tenfold.” 

While the prm ceding statement seems to show DOD as 
having a very minor part of unobligated balances, it does 
not reflect the Jarying types of balances involved. Of 
the $219.9 billion unobligated estimate for fiscal year 
1978, L/ $137.8 billion pertains to civil trust fund 
accounts including such accounts as the Civil Service 
Retirement and Disability Fund and the Federal Old Age 
and Survivor Insurance Trust Fund. Of the remaining 
$82.1 billion, $19.4 billion, z/ or 24 percent, are DOD’ 
balances. 

. 
Excluding from the $82.1 billion the $35 billion 

ectimate 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 rewininq 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 ar.d 99 percent of balances in the 
research and development category. *Civil procurement programs 

&I/ 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 estrmate 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. 

l 
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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. 

. 

i 
I 
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CHAPTER 2 

REASONS F3R GROWTH IN UNOBLIGATED BALANCES 

CHAPTER SUMMARY 

--GAO did not tind evidence that the buildup In 
drrect unobligated balances for Defense's own 
procurements (excluding those tar ioreign 
mQ.ltary sales) between July 1, 1972, and - _ 
September 30, 1976, represented a Defense in- 
ablllty to perform Its programs. However, 
contractor production difficulties in the 
Army's M-60 tank program have led to a back- 
log of unfilled orders---program managers 
estimated 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 officials 
In explanations of Defense unobligated balances; 
does not explain the,$5.5 billlon growth (fiscal 
years 1973-75) in the balances in procurement 
accounts for Defense's own acquisitions. The 
"stacking up" effect of this tunding procedure, 
znvolvlng at any one time balances from sev- 
eral program year appropriations produced a 
growth in unobligated balances prior to fiscal 
year 1973. After then; increases in balances 
should be examined and explaLned in terms of 
program growth and/or a fall-off rn obligation 
rates. &/ (See p. 13.1 

--Most (93 percent] of*the $5.5 billion Increase 
in Defense's own procurement unobligated total 
fiscal ye:irs 1973-77 was due to program growth-- 
l.e., increasing funding levels--rather tl-an 
an obligation rate decline. However, this 
total is a net figure reflecting divergent 
patterns over 1973077 in 14 procurement accounts. 
In the 1975-77 period, 10 of the 14 accounts 
experienced increases in balances due to a 

. &/ Rate=obligation as a percentage of total funds available 
for obligation. 
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decline In obligation rates tram 1975 levels. 
These i0 accounts exper lenced a $2.7 hill ion 
growth In direct program unobligated balances, 
of which $1.1 billion (41 percent) was due 
to an obligation rate decline. (See p. 16.1 
The 10 accounts, and their 1975 to 1977 obl lga- 
t1Qn rate (percentage boint) decreases, are: 

.:-Weapons--Navy: 
1 . 

15.7 

--Marine Corps: 15.6 

--Ammunitron--Army: 9.8 

--Other--Army: 9.7 

--Weapons and Tr &z ked 
Combat Vehicle’s -- 
Army -. 2 

--Aircraft--Navy: 

--Aircraft--Army: 

4.4 

3.9 

2.2 

--Other --Air Force: 1.3 

--Other--Navy: 
! 

--Missles --Air Force: 

.8 

. 1 

--The 1976 fall-off in Defense procurement 
obligation rates probably related more to the 
sizable 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 tar absorbing and efficiently obligating 
appropriation increases of this magnitude after 
an initial adjustment period. 
(See p. 20.) 

--GAO’s review of 32 selected weapons systems, 
ammunition commodltles, and aircraft modification 
programsl over the per icd tram July 1, 1971, 
through September 30, 1976, revealed a variety 

10 
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of apparent reasons for 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 --73 percent ($14.8 billion, 
including $3.8 billion FMS) at the end of the TQ. We there- 
fore focused upon thr; 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 palances, effes- 
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 $11 billion at the end of the TQ, with the 
hlggest increase 
billion jump. 

in that period occurring in 1976--a $3.2 
As already stated in chapter 1, this jump in 

1976 prompted congressional inquiries 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 fisca!. 
year 1977 --a $1.2 billion increase bringing the tota; to 
$13.2 blillon. L/ 

XiJLTIYEAR FULL FUNDING 
AND UNOBLIGATED BALANCES 

Between 1951 and'J957, most DOD procurement 
activrties were put on a. fuli funding basis. Under 
this approach, the Congress has provided budget authority 
each year which is intended to cover the full cost of the 
"end items" being tunded (a certain number of completed 
aircraft, 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 funding has been justified as a means of 
providing the Congress tull disclosure of the total cost 
for a given number of end items whi+ first presented for 
congressional funding action. In a ?969 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 into account the best information 
avarlable to them at that time. 

'--We believe that the full funding concept has 
encouraged personnel to be conscrous of the importance 
of cost estimating and of thc'need to include all 
applicable costs in budget line item requests. 

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

A/ The $13.2 billion total is based upon figures provided by 
the DOD services. It represents (1) $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. 
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shipbuilding activities). ThrA limited each aopropr latiorr's 
(budget autnority) per lad of avallaDlllty for new otiigdtions 

to 3 years (or 5). It should be added tnat wrti; multi- 
year availanrllty of bildget authority, there is no requlresent 
that all of tne author l’cy bc obligated In the f.rrst year. 
Unobligated balances are carr led forword tar use until 
the end of the third year (fifth year tar shrpbullding), 
at which time any balance expires for purpo:jes of .narclng new. 
obl IgaLlons. L/ 

DOD officials frequently cite the tuli funding practice 
when discussing DOD unobligated ;,alances. E’or example, when 
asked to explain a pro]ected growth III DI;‘P non-FM unobligated 
balances, t!le Assistant Secretary of Detense (Comptroller) 
stated the tollowing in Fthiurary 1977 before the Sub-ommittee 
on the Department of Detense, House Commtttee on Appropriations: 

“I think you only need glance at the chart to 
see that ,lt [unootlgated non-f:itS balancesI 
occurs In large measure in the procurement 
title. The pr oc2c ement title IS the ared 
where Congress, tr)r many, many years teas chosen 
to authorize an:! ap!Jroprlatt? our fuI:ds on the 
so called kull-tundiny Udsls. if WCJ r.ad $2 LJll- 
lion ror a carr ler, Congress provides the ttiil 
$2 brlllon in ttit: year the initial contract 1s to _ 
be awarded even though the complete contractual 
activity may t-iitend over a period of 4 or ‘5 years. 
Congress has recognized this by providing an 
appropriation wlch a 5-year life tar obligation 
purposes tor shlpbuildlng and a 3-year Ilfc in all 
of the other procureaent areas. We will find as 
long as we have tull tVJndlrtg there wail undoubtedly 
be unobligated balances in the procurement trtle at 
the end of a .glven rascal year.” z/ 

DOD officrals turther state, in discussing unobl iqated 
baiances under f-ui 1 tlrndlng: . . 

IJ The exp:red balance 1s wlthdrawn to a surplus account 
in the Treasury ?nd remains available for restoration to 
effect adjustments. 

z/ “Department of Defense Appropriations for 1978,” hearings 
tetore the Subcommittee on the Department of Defense, 
House Comxlttee on Appropriations, 95th Congress, 1st 
session, Part 1, p. 99. 
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n 
. . it simply would be Impracticable to attempt 

to’obllgate all the funds for a given weapon in the 
first year. Some of the components have relatively 
short lead-trmes. It would not make sense to order 
them, pay for them, and hold them in inventory long 
before they were needed. Techn lcal and costs fac- 
tors are such that better results can be obtained by 
deterrlng contracting to the point dictated by lead- 
time.” A/ 

ML'LTIYEAR FULL FWDiNG IS NOT 
A BASIS FOR EXPLA:NING CONTINUED 
GROWTH IN UNOBLIGATED BALANCES 

It 1s corract that there normally is an unobligated 
balance carried forward each yea: in DOD accounts financed 
by multiyear full funding. However, this runding procedure 
does not explain the $5.5 bIllIon growth in procurement 
non-FMS balances over the frscai year 1973-77 period. 
The “stacking up” effect of full funding, involving at 
any one time balances from several program year appropr,i- 
at ions , produced an automatic growth in unobligated 
balances 2/ prior to tlscal year 1973. At ter then, 
Increases In balances should be exa?nlned and explained 
rn terms of program growth and/or a fall-off 1-n obligation 
rates. 

PROGRAM GROWTH EXPLAINS 
MOS'" OF THE INCREASE IN 
~&LIGATED BALANCES 

DOD officials also state that the growth In the 
procurement non-FMS unobligated total during the 1970’s 
has been s * * * well within program trends”--i.e., the 
increase in unobligated balances reflects the increase 
In appropriation levels over the years, and not an Increasing 
DOD rnabillty to oblrgate funds. The implication is that 
annual obligation rates (obligations as a percentage of 
total tunds avaIlable for oblrgation) have not decreased. 

A/ *‘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.11. 

2/. Growth rn dollars unobligated, and dollars unobligated 
as a percent of total avarlabfe for obligation. 

. 

15 

t 

I 

-  



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 Its available procurement 
non-FMS tundn &n 1973, and 67 percent in 1977. 

OBLIGATION RATE DECREASES 
1976-77 __.- . 5 

More rmportantly, these totals rbflect the net 
exper lence 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 aflecting 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. 

t 
The figures in Table 2.2’or 1976 are under a 

co:.umn headed “1976-TQ”. We czkkulated the ending 
balances and rates for the programs operating in 
1976 J,/ as the end of the TQ, 3 months after the 
close ot 1976, in order to correct for the fact that 
the 1976 DOD Appropriation Act 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 .l 
percentage point decline (Aircraft--Army). In total, 
these drop-offs in rates accounted for $371 million 

1) (total, column 5) of the $880 million (total, column 4) 
increase in direct program unobligated balances over 

1 
I 

the 19 15 ending balances. Furthermore, our analysis of 
the same accounts in riscal year 1977 shows that each 
account exper ienced a continued rate decline, when 
compared wrth its 1975 rate. Also, most 1977 rates 
were below the 1976-TQ levels. This 1971 decline is 
noteworthy in light of the tact that the 1977 DOD 
Appropriation Act was enacted prior to the beginning 
of the fiscal year --the first on time DOD appropriation 
in the fiscal year 1972-77 per lad. This development 
in 1977 LS discussed further in chapter 3. 

A/ In the 3-year accounts, the programs operating in 1976 were 
the 1974/76 program, 1975177 program, and 1976/78 program. 

; 
I 
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Table 2.2 -.- 

Procurement Accou_nts and Obligmn Rate Changes, 1976-T-Q.: Direct Program 
~illGis~- 

-- 

. 

. . 

FY 1975 Fiscal Year 1976-l 
+i -- --- 

Ffscal Year 1977 _d 
Increase over * 

Obligation Change in FY 1975 due Obligation Change in 
Accounts Ulth Obligation to obllgatlon rate change 

FY 1975 dye 
rate change unobligated 

Mob11 ated from FY 1975 Unobli ated over FY 1975 rate decline 
unobligated 

Rate De 
to obligation 

creases: from FY 1975 Unobli ated over FV 1975 rse decline 
--#--- T-- -&--- ---Jq-- ---El--- --7a, ---7+- '-----(-aj---- -79T- 

Weapons--Navy \$ 208 -7.2 J 408 $200 f 99 -15.7 s 1.034 f 826 I 426 

Ueapons and Tracked 
Combat Wehlcles--Army 

Awnunitlon--Am\y 

Other--Armv 

Atrcraft--Navy 

Other--Navy 
e 
4 Other--Air Force , 

MIsslIe--Afr Force 

Marine Corps 

Aircraft--Army 

Subtotal 

Accounts Hith Oblfaatlon 
Rate Increases: 

Aircraft--Air Force 1,302 

Defense Agencies 36 

Ships--Navy 3.502 

Missile--Army 112 

SubtotaT 4.952 

TOTAL $7,596 

r;? 

105 

la4 

748 

383 

401 

427 

78 

-5J 

?.644 

-6.7 184 

-3.2 189 

-2.4 302 

-1.8 795 

-1.3 467 

-1.2 537 

-. 7 489 

-. 4 79 

'-.l 75 

8.4 

8.2 

5.2 

2.3 

127 65 

84 35 

118 29 

47 66 

84 30 

136 30 

62 15 

1 1 

22 - 1 

-4.4 

-9.8 

-9.7 

-3.9 

-. 8 

-1.: 

-. 1 

-15.6 

- 2.2 

244 187 

307 202 

611 427 

1.021 213 

651 268 

685 284 

515 88 

171 93 

136 83 -- -- 

65 

128 

181 

170 

26 

39 

2 

71 

15 -- 

1,254 

52 

3.500 

87 

4.893 -- 

S8,418 =- 

-48 N/A 9.6 1.734 432 N/A 

16 N/A -8.1 73 37 16 

-2 N/A -4.1 5.531 2.029 396 

-)5 N/A 9.9 ml -61 N/A - . ..-- --- 

-59 N/P -I,!!%! 2 436 - I.,- -!?!Z 

St!! $E $12,763 55.167 11,535 ~~~~ 



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

--Missiles--Army 

--Shipbuilding and Conversisn--Navy L/ 

--Aircraft--Air 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 in i976-TQ (shipbuilding 
and Conversion--Navy: and Arrcraft--Air Force) together 
accounted tar $4.8 billion (57 percent} of the $8.4 
billion direct unobligated total for the 14 accounts, 
1976-TQ. 2/’ 

Beyond identifying the procurement accounts 
with obligation rate decreases in fiscal year 1976- l 

TQ, our analysis examined 32 selected procurement 
weapons systems, ammunitl?n commoaitles, and aircraft 
modification programs 2/ In order to identify items 
with obligation rate decreases in recent years, and 
explana;ions for the decreases In those items. Table 
2.3 shows the 10 items 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 1971 data are also presented in Table 
2.3. It is noted that 7 of the 10 items in 1977 
continued to experience increasea,in unobligated bal- 
ances (over 1975) due to obligation rate declines 
f from 1975). 

j l 

, 

&/ Experienced 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 pr rmarily because of relatively large 
unobligated balances, June 30, 1976. 
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rtocs1 roar 197s 

Table 2.3 

cwa, proxlmlty roe 
rrtlllory and 4.2’ 
IlOttbC 

Ml361 vohlclem 

Tuba lrunchod c.ptL- 
clally tracked 

uirr so48mnd link 
guarded slbmIl0 

7: Idont 

95.0 

5aa.r 

A-10 41rcrrrt 27.2 

E-3A blrcrart 1.4 

ModIticatlonm Of 
ln-8WVh 
aircraft 

T.ctical air control 
systraa improvement 

331.0 

14.1 

bnobliqatod Unnobll9rt.d 

Amount of hectare 
due to rate 

dacllna Croo 1975 
lpcrcent L 

s 12.0 s 24.1 9 12.7 S 12.7 (100) 

9.2 18.2 9.0 4.9 (96.9) 

.a 10.) 10.0 3.s 135.0) 

9.0 9.B 4.0 4.0 (100) 

232.4 

194.1 

__--. 
137.4 

212.2 

36.1 f26.6) 

212.2 (IOOJ 

’ 92.1 

lS2.1 

65.5 29.7 (45.31 153.9 

144.7 144.1 (100) 190.4 

346.2 16.4 

20.1 6.0 

7.1 (43.3) 

3.5 156.3) 

Fiwal Year 1977 

Amount at Incttrsc 
1nctcare due to rate 

over decline ftum 197s 
Unobli9atcd 197s - &etccnt i 

s 3.3 

3.4 

46.3 

10.0 4.2 4.2 (100, 

271.9 174.9 

1116.2 S16.4 

364.3 52.5 

6.6 -6.1 

.’ 

$ -6.7 * 

4.8 

45.5 

126.7 

163.0 

48.9 0:.*1 

175.4 (32.7) -- 

. 

141.0 (80.91 
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REASONS FOR OBLIGATION 
RATE DECREASES 

In an October 1976 memorandum to the President, 
the Dlrector of the Ottice of Management and Budget 
(OMB) stated that in fiscal year 1976 and the TQ 
” * * * [DODJ procurement contracts were not awarded 
as r’apidly 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 
approprratlons and the slzeable (23 percent) 
increase rn procizrement appropriations.” The 
following shows DOD procurement budget authority 
In recent years: 

--1974, $17 billion 

--1975, 16.7 bill ion 

--1976, 21 bililon 

--1977, 28 billion 

The late 1976 appropriation was 
probably not the major factor 

We doubt that the lateness of the 1976 
appropriation L/ was the prime tactor tar most DOD 
procurement accounts. As noted earlier, we iden t i- 
fled 10 accounts which experienced obligation rate 
decreases (trom 1975 rates) even when the 1976 rates 
were adjusted to reflect an extra 3 months of obligations 
(July-Sept. 1976). Futhermore, 19/J 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 appropriation, and its effect 

L/ February 9, 1976, cornbared’ with October 8, 1974, 
for the 1975 appropriation; and January 2, 1974, for 
the 1974 appropriation. 

I 2/ The DOD 1977 Appropriation Act was enacted on 
September 22, 1976, prior to the beginning of the 
f lscal year, while the 1975 Act was enacted 3 months 
into the fiscal year--on October 8, 1974. 

.20 

L 

I 



on 051 igations, probably is a more valid general expl Inaton. 
However, thlS doe5 not necessarily mean that DOD lacks the 
capacity to absorb and etflc lently obl lgate a 23 percent 
increase III their -procurement huclqet. I ntlr-ed , we 
did not t lnd evidence that the burldul; in recent years 
kn DOD procurement unobligated balances represented 
a DOD inability to eventually perform congressionally 
mandated programs. Ke did, however, tend certarn coIltractor 
problems in the Army’s M-60 tank procurement program. 

Our revxew of 32 systems 

Our review of reasons tar DOD procurement obligation 
rate tall-offs (leading to increased unobligated balances) 
in recent years (1972-TQ) entarled a study of 32 DOD pro- 
curement-stage weapons systems, ammunition commodities, and 
aircraft modification programs, rn the three services. It 
must be noted that the reasons, identified in Table 2.4 
and discussed below, apply to the 32 programs and should 
not be pro3ected as reasons for oblrgation rate decline i? 
other programs or for other years. r/ Further, the reasons 
cited are reasons as of a specific date In time--the last l 

day of a fiscal year. Budget and program information on a 
system at the end. of the Fiscal year &es not give a complete 
picture of the flow of events lea9ing up to that date, or 
arter. 2/ 

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

L/ Other reasons not identified here may be equally or 
more important in the obligation r&e trends for the 
entzre procurement area. It would be unfounded to 
prolect the reasons discussed in this report to other 
programs, to account totals, or tile procuremenL area 
as a whole. 

2/ The Army’s Hawk missile system at June 30, 1976, had 
an unoblxgated balance of S35.9 million, up from $9.5 
million at June 30, 1975. However, this $35.9 million 
was reduced by $24.7 mrlflcn on July 6, 1976, j working 
days after the close of the trscal 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-service aircraft 
(Air Force). 

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

The fiscal year ending wlthout contracts bedng 
awarded appears to have been a reason for obll- 
gation rate drop-offs rn 14 pf the programs studied. 
There were three major reasons ror this delay. First, 
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 
appropriation of $652.6 million was obligated due to 
a delay In the hull contract award ror the lead ships. 
The award was made on July 25, 1974, for $285 mill ion 
or 44 percent of the fiscal year 1974 appropriation. 
Had the award been made in fiscal year 1974, Trident 
would have had a first year obligation rate of 67 
percent. 

l - 

Second, balances were purposely combined with the 
next fiscal year’s funds so that procurement could be 
comb ined. In the FFG Guided missile trigate program, 
the entAre 1975 appropriation was unobligated at June 30, 
1975. A three ship program had been approved by the 
Congress, but since .‘f three ship program was not attrac- 
tive to ship builders.. pro3ect officials elected to 
delay the awzd of the 1975 ships until the 1976 ships 
could be awarded simultaneously. 

Third, the Navy’s periodic full solicitation prsccss 
was a factor. In the SSN-688 submarine program, the 
length of time required ior 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 U-I the large unobligated balances in 
the tirst year of the fiscal year 1973 and 1975 
programs. Full solicitation occurred every 
other year. In the “off” years, options were used 
for effecting contracts-- a relatively quick process 
that drd not affect oblzqation rates. 

7 1 

Techn ical, pi ann inq , and 
production problems 

\ 
The affected systems, 1976-TQ, were: 

--Fuze proximity for artillery and 4.2” 
mar tar (Army). 

--Patrol hydrofoil missile {Navy). 

--Modrf lcatlons of in-s&rvlce aircraft 
(Air Force). i . 

Obligation rates also declined because of 
slIppages in research, development, and product ion 
schedules. For example, these problems reduced the 
obligation rates in the Air Force’s aircraft modifi- 
cation program. One such modification was the Wild 
Weasel, an F-4 modiflcatlon budgeted at $59.8 mil- 
fron in tiscal year 1976. At, the end of tiscal 
year 1976, only $2.8 million had been obligated, 
and Air Force officials said t,hat the activity was 
behind schedule because of techuical problems expeci- 
enced during the research and development phase. 

Reserves 

The affected systems, 19760TQ, were: 

--Fuze proximity for artillery and 4.2” 
Mortar (Army). 

--M113Al vehicles (Army). 

--ProJectile 155 MM, HE ICM (Army). 

--E-3A aircraft (Air Force). 

An obligation rate decline due to holding an 
increased amount of obliqatron authority in reserve 
status was tound rn eight of the programs studied. 

, 
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For example, the M11’3Al aimored personnel 
carrler program had an unobligated balance of 
$19.9 mlllion in the direct account at September 30, 
197$, (the unobligated balance was Sli.9 million at 
June 30, 1975). Of this $19.9 mrJlion, $15.7 million 
was in reserve for price escalation, engineering change 
orders, and administrative support (up from reserves 
of S.4 mllilon at June 30, 1975) 

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

--Anticipated engineering changes. 

--Price escalation. 

--Additional contract costs and fees. 

--Support contracts. 

--Unapplied (see chapter 4). 

Some reserves represent excess funds which 
could be reprogramed or used to reduce ruture 
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 (OSD) or the services' headquarters. 
In the helicopter-mounted mine system, the Depsr tment 
of the Army withheld authority to obligate,the 1976 funds, 
and In 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. In fiscal year 1976, funds for 
the production of 23 aircraft in the Air Force A-10 
aircraft program were held up pending a final decision 
by the Defense System Acquistion 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 ror obligation ciuring the tirst 
tiscal year. 

actions Congressional 

The affected system,1976-TQ, was the E-3A 
aircraft (Air Force). After an appropriation has been 
ass lgned , 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 six aircraft tar the program. Subsequently , 
the Congress authorized the procurement of only four aircraft, 
causing new negotiations to be undertaken and an unobligated 
balance of $129.7 million. . 

Second, a congressional prohibition led to a 
significant obligatzon rate fall-off for the U.S. 
Army Armament Materiel Readiness Command at June 30, 
1975, ($50.7 million of obligation authority being 
withheld:. The prohibition was part of an amendment 
(PUbllC Law 93-559) ta the Foreign Agsistance Act of 
1961. The amendment prohibited obligations to stock- 
prle 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 1.n our review 
and almost $178 million for all ammunition items 
because they were designated in’program year 1935 
as war reserve for selected allies. The following 
list identifies the five rtems, the unobligated 
balance in 1975 as identified by the Department of 
the Army, and the obligational authority withheld 
at June 30; 1975. 
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Obligation 
Unobligated authority 

balance withheld 
(millions) (millions) 

4.2" cartrldge ilium .$11.3 $11.3 
4.2" cartridge--HE 4.2 
4.2" Fuse--Prox Z 8.7 
4.2" Fuie--PD tr.4 4.5 
155 mm. projectile--1CM 2b.O 20.0 

I . 
Total $53.6 $50.7 ----- ----- -m-w- --v-e 

Army withheld the authority until it decreased 
the program or reclassified the item as no longer 
desrgnated for war reserve. 

I 
Better contract prices than budgeted for 

-- 
The affected system, 19764, was the M113Al 

vehicles (Army). When costs are estimated, there 
are usually discrepancies between the estimate 
and thz actual cost. In 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., 

Staffing Deficiencies 
I 
I \ 

The atfected systems, 1976-T;, were: 

--Fuze proximity tor artillery and 4.2" Motar 
tArmy) - 

--M113Al vehicles (Army). 

In Chapter 6, we stated that fall-offs in 
obligation rates do not appear, in general, to be 
due to staffing deficiencies; however, our review 
identified the above programs within the Army where 
oblrgation rate decreases may have related to staffing 
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def ic ienc ies. 
i L/ The dollar effect on obligations 

caused by this problem has not been determrncd. 

Inval Id obl igat ions 

Tl;t: Army Audit Agency determined that Army 
Tank Automotive Materlel Readiness Command (TARCOM) 
had inappropr iately obligated tunds. Its tlndlng 
was based on a review of seven contracts Including 
the 1974 and 1975 contracts tar the M113Al vehicles. 
Under the 1974 contract, the Army Audit Agency 
found that the unobligated balance was understated by 
about $17.4 mrlilon. The unobligated balance for 
program years 1972 through 1976 had to be reviewed. 
Thrs tindlng was termed by Army officials as a mayor 
contr ibutlrtg factor to TARCOM’s unobligated balances. 

A/ While tie have identified possible staffing deficiencres 
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 detrcrencres affected obligation of funds 
rn 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 , I/ for program years 1973, 1975, 
1976 and 1377. 2/ The accounts were: 

- Other--Army. 

- Aircraft--Navy. 

- Weapons--Navy. 

- Other--Navy. 

- Missiles --:-i,t Force . 

- Other --Air Force. _. 

--There was an increase- in the lag between 
DOD procurement appropriations and direct 
obligatians. 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. 31.f 

L/ 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. 

- z/ The Aircraft Navy and Weapons Wavy 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 pattern 
from the 1973 programs. For the four 
accounts ‘(.of the six reviewed:) that 
were in existence in 1973, r/i 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 
program, ---a 9 percentage point overall 
decline. (See p. 31.) 

--The increase in the lag betw&en 
appropr ia t. ions and direct obligations 
affecting the 1977 provams occurred 
even though the Department of Defense 
Approprirtion 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 year. (See 3. 33.1 

--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 
were : 

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

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

&/ Other, Army: Other, Navy; Missile, Air Force; and Other, 
Air Force. 
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-1976 programs : 28 percent 
(64 percent at end of 24 months) 

-1977 programs: 26 percent (See P. 34.) 

LAG BETWEEN APPROPRIATIONS _-----_--------_-------- 
AND DIRECT OBLIGATIONS 

As seen in Table 3.1, there was an increase in the 
lag between appropriations and direct obligations--l975 
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 1976. I/ 

Fur thermore, 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. Ail of the four accounts in existence 
in fiscal year 197.3 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 1’373 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 Force (79 

---m-----v 

i/ 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' 
-lF77 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 o decline of 9 
percentage points. '. 

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 dxopped 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 .=xcount'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 months. 

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 197Os, 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 
Firs.t Year Oblrqati&s --Selected Procurement Accounts 

Program 

Average Average 
monthly monthly 

obligations obligations 
before after 

appropriation ppropriation 
(millionZ) 

1973 (4 accounts) g/ $ 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 

IJ! 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--l975 
programs compared 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 points- 

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 disbursed in the other five accounts 
has ranged from 11 per'cent 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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Account -----..- 

Othcc-- 
Army: 

Table 3.3 ---_. _-__ 

Aging of Direct D~faburscecnts--Selected P_~c_~ement &$cmnt_s 

Total direct 
available funds , 5 577,000 

Disbursed let 
12 months . . . . 
(percent) 

Disbursed 1st 
21 months . . . . 
(percent1 

57,066 
(101 

283.714 
(491 

Aircraft-- 
Navy: 

Weapona-- 
Navy : 

Other-- 
Navy: 

Total diract 
available funds . 

Dlsburaed 1st 
12 months . . . . 
(percent) 

Disbursed let 
24 months . . . . 
(percent I 

~isailc-- Total direct 
Air Force: avrllabla funds . 

Dfabutead 1st 

Total dfcect 
available fur.da . 

Disbursed 1st 
12 months . . . . 
fprrcent) 

Disbursed 1st 
24 months . . . . 
(percent) 

Total direct 
WAilAble funds . 

Disbursed let 
12 months . . . . 
(percent! 

Disbursed let 
24 months . . . . 
(percent 1 

12 months . . . . 
(parcant) 

Dfaburaed lat 
24 nontha . . . . 
(oercant I 

Other -- Total direct - 
Air Force: avaIlable Funds . 

Dlaburaad 1st 
12 months . . . . 
(percent) 

Disbursed 1st 
24 months . . . . 
(wrcent 1 

Total : Total direct 
available funds . 

Disbursed 1st 
12 months . . . . 
(percent k 

Dlsburaed Irt 
24 -.onths . . . . 

- (percent) 

(al 

(8) 

(al 

2.264.970 

552,851 
(241 

1,4%0,940 
(65) 

1,6%3,300 

307,100 
(18) 

1,239,900 
1751 

2,01:.600 

I *095,700 
153) 

1,756,?00 
----fez!_ 

56,596,870 

$O,Ollrfl? 
(311 

54.701.254 
--mm 1111, 

660,000 

99,257 
(151 

349.739 
(53) 

s 

2 

1 

,,777,319 

406.360 430,441 455.573 
(151 (14) (161 

,900,377 
(68) 

738,700 

151.441 
. (21) 

485,695 
(661 

1,577.033 

254.67% 
(16) 

906.911 
158) 

1.521.700 
. 

439,4ou 
(29) 

1,1%3,200 1.275.100 
(781 (75) 

1.643.400 2.035.400 2.2%2,000 

899,100 
(55) 

1,2%2,500 
1’81 -w-- - a 

SP.9i8.152 

52.250.736 
(25) 

S6,10%,322 
--,,fPBl, 

s 714,600 

128,536 
(18) 

2,985,'?29 2.931,6(30 

1,929,720 
(65) 

1.122.400 

156.560 
(14) 

651,939 
1581 

2.02~.000 

202,947 . 
(10) 

: ,%39,5d; 

273,447 
1151 

940,190 
f5j! 

2.208.739 

282.044 
(131 

1,707,500 1.687.500 

412,300 402.300 
(20 124) 

979,200 
(481 

1.399,700 
--I f69L *- e 

1,075.200 
(47) 

510,404,776 512.517.839 

S 2,3%0.492 
(23) . 

S 6,612.236 
1641 ---- 4 

S 2.592.768 
121) 

g/Not appl Icsbla. 
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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 69 per- 
cent at the end of the first 24 months of the lS75 program; 
and down to 64 percent at the end of the first 24 months 
of the 1976 program. 

. 
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CHAPTER 4 e--e- 

OBLIGATION ESTIMATES AND RECOUPMENTS -~~~---~--..---~--~ --- 

CHAPTER SUMMARY -I_--- 

--There is possible excess obligational authority 
in Defense's own procurement programs which could 
be reproqramed or used to fund future reauire- 
merits: 

-At the Army Armament Materiel Readiness 
Command, "unapplied reserves" of 
obligational authority exceeded $40 
million at June 30 for every yedr 
from 1975 to 1977, and reached $97.7 
million dt September 30, 1976. (See 
P- 64.1 

-At the ArmI's Tank-Automotive Materiel 
Readiness Command, "unapplied rese&es" 
totaled $86 million in September 1977, 
of which $50 mirllion 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 reporting 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.) l 

--In the last few weeks of our review, actual 
obligations data for fiscal year 1977 became 
available. There was another Defense obligdtion 
"shortfall" --actual obligations were less than 
the amounts projected--althouqh it was less 
than in preceding years. In the Defense-- 
military subfunction (OSl), 1977 actual direct 
obligations were 3.3 percent, or 83.5 billion, 
less than the amount estimated prior to 1977 
(the "budget year" estimate) and 3.4 percent, 

Q 
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or $3.7 billion, short of the amount estimated 
in 1977 after enactment of the Defense 1977 
Appropriation Act C the “current year” estimate).- 
This compared with shortfalls from current year 
estimates in fiscal years 1974-76 which ranged 
from 4 to 7 percent. The smaller shortfall in 
1977 may have been due in part to Defense’s 
new process for monitoring obligation perfor- 
mance l (See p. 41.1 . 
. 

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

I 
-Institution o’r,a monthly obligation plan. 

-Use of a month;+ “FLASH” report to 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 
obl iga tions . me p. 54.) 

--The executive branch has not yet taken all the 
steps needed to better estimate Defense’s 
procurement obligation rates and balances. 
For 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 guidance to Defense or 
systematically check its estimates prior 
to inclusion in the President’s budget. ( See 
p. 62.) 
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--DOD fund control problems, includinq Anti- 
Deficiency Act violations, in the accountinq 
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: 

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

-68 of the 72 GAO-approved accountinq 
systems were approved relatively 
recently --within the last 5 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 
officials, which have become 
excess to pIrcxmm funding r@rm*. 
This would also permirtimely 
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 Jstimates and actuals. 
(See p. 63.1 

--We recommend that the Office 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 concetninq estimatinq policies 
and procedures. The Off ice of Mapage- 
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 MISESTIMATE -- 

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 year occurs in the January prior to the start of the 
fiscal year, A/ 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/ 

IJ 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. 

40 

L I . 



r  

i 

We found thdt in the DOD--militdry budget subfunction 
obligations in the direct program tended to be OVereStimdted, 

leading to ldrger thdn projected unobliqdted balances: while 
obligations in the reimbursable proqram tended to be under- 
estimated. The purpose of this chdpter is to eXpldin the 
processes which led to significant IIIiSeStiITIdteS within DOD 
during fiscal year 1976 and prior yedrs; what chdnqes 
have been made within DOD to improvelestimdtes in fiscal 
year 1977 and the future (obligation planning and moni- 
toring): i and what system exists for $he reporting of 
excess funds to higher DOD authority. 

Trends in the direct program -- 

Direct obligations in th& DOD--Military subfunction 
(051) were overestimated-k 4udget year submissions in 
five out of six fiscal years during fiscal year 1972 through 
the TQ. The overestimates averdged,S4.3 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 Tdble 4.1, DOD also reCJ!.IldKly overestimated 
its direct obligations in its current year estimates, when 
the major congressional actions on the DOD budget were 
already completed or nearly completed (1976). l/ 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 

i/ 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. 

41 

- 



/ 

. . 

42 

t . L 

, 
I 

i 

I -- 



fiscal year 1977, althouqh it was less than in nrecedinq 
years (see Table 4.1). In the 051 subfunction, 1977 actual 
direct obligations were 3.3 percent, or $3.5 billion, less 
than the amount projected in the 1977 budqet year estimate 
(estimate in January 1976 budget): and 3.4 percent, or $3.7 1 
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 the 
procurement area; but, as in the overall 051 budget sub- 
function, the shortfall was less than in the preceding years. 
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 h>ve teen 
due in part to DOD's new processes, implemented in 1977. for 
planning and monitoring obligations (discussed in a subse- 
quent section). 

Trends in the reimbursable program ---w-----------m--- 

Contrary to the obligation trends in the direct proqram, 
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 1976, 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 fisc&.years. 

There are estimating problems peculiar to reimbursable 
obligations which are discussed later in this chapter. DOD 
has instituted new procedures which are disigned 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 -_I- -------- 

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

-the Government began to surface tlw;lrd the end of 1976. An 
article in in The New York Times on October 12, 1976, 
reported Governmentrwide-outlay-lags in fiscal year 1976 
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Table 4.2 ___r^__-- 

C~?pa_r_ison L?E Estimated end Actual Reimhursab!9_3bl!qpt~~~~ ..------5 
for’DOD--Miii~6r~-8u~~~~~~~~~-~~~-~~~~~~~ment: FlSCdl Years 1974-1977 -- ---- --_-----__ _-__- -_--- - ---- -- _.-_-_--_-------------------------- 

(Ylllions) 

Obl iqations ---_ ------ 

DOD--MI1 itary Subfunction (051) 

diffircnce 

-__-__------ ---------- 

from actual-- 

EstiiidiB-- 

Percent s-__--- 

difference 
i ’ from actual-- 

oercent Obl ipat ions ’ “--- *----.. ------- 
. 

Procurement .-_ -__- - _--- ---..-- -Ei;iaEe--. 

Fiscal Ye.lr 1974: -“-----_-w-“---v 

Budqet year estimate 
Current year estimate 

4 
Fast year actual 

Fiscal year ‘975: ---,-----,-L--- 

Budget year estimate 7,572 
Current year estimate 
Past year actual 

//12,539 
9,674 

Fiscal Year 1976: ---w-e-m--_--c-- 

Budget year estimate 
Current year estimate 
Past year actual 

9.406 
14,915 

9,656 

Fiscal Year 1977: -_-__-----_-_-- 

Budget year estimate 
Current year estimate 

11,532 4,841 
11,240 3,933 

. 

- -  -  1  - . .  .  . . _  

$ 6.557 -16 8 2,298 -24 
7,719 -1 3,061 2 
7,768 3,014 

-22 1” 
I’ 

30’ 

-- -. 
-3 
54 

2,R53 
7,047 
3,668 

-22 
92 

-- .-- 
3,768 12 
7,932 136 
3,355 

- ._.-. _ _, 



of St.5 billion and in the ‘IQ of between S5 and $8 billion. 
The article listed three theories 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, inoved 
more slowly than expected in siqning contracts. 

DOD officials responded to the article the next day 
by estimating that DOD accounted for $1 billion in the 
fiscai year 1976 lag and $2.1 billion in the TQ laq. The 
reasons for the shortfalls initially qiven by DOD included 
a reference to DOD’s estimatinq 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 proqram qrowth 
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 also was in the major weapons systems areas which 
are the most difficult to put on contrsct.” 

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 : 

--$I.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 larqely from pro- 
blems of planning for obligations this year, culmi- 
nating in the unusal period of tne the Transition 
Quarter.” 
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--$0.9 billion resulted from procurement 
obligdt ions for fiscdl yedr 1976 fallinq 
below PldnS. cb!P Stdt42d, “It dpped:S thdt 
Defense did not ddjust planning rdteS to take 
into dccount the effect of late 1976 approuri- 
dtions and the sizable (23 percent) incredsa in 
procurement dppropriations." 

--SO.9 billion resulted from efforts to speed up 
collection of payments by foreign governments 
for militdry eqtiipKIent. 

--$0.2 bill ion resulted from COngreSsiOndl dcts 
for p;Iy inCredses. 

OMB stated thdt no substantial evidence existed 
thdt dgencirs were consciously more optimistic dkJut 

their dbility to spend during thdt period thdn they hdd 
been in the pdst. O!4B went on to state thdt it would 
insist thdt dq+nCieS pdy more dttttntion to their tlStiiIIdteS 

and thdt OMB needed to find wdys to dVOid tendencies Co 
overestimate spending. 

DOD ESTIMATING PROCESS --e-s- 

Obligation PldnrIinCJ throuuh ---- 
Development of Estimdtr- -----~-- 

The Depdrtment of Defense begins its budget pldnning 

for a fiscal year about l-l/2 yedrS prior ta submission of 
the President's budget with issuance of the Joint Strcltegiz 
Objectivy Pl a. This pldn outlines the bdsw ndtiOnd1 

defense interests, commitments, dnd policy ds seen by 
DOD. Tn turn, fiSCd1 CVnStrdintS,die then identified 
dnd compdred to the n&tlOnctl objectives, resulting in more 
specific recommenddtions for the dttdinment uf the ndtiondl 

defense. 

The Stsretdry of Defense issues fiSCd1 guiddnce to 
each servic? identrfyins each mdjOr mission dnd support 
category. The services then prepare and submit to the 
SeCretdry of Defense program objective memordndums out- 
lining individual progrdm requirements in response to this 
guiddnce. Decisions then made by the SeCL~+dry of Defense 
result in the dpproved pzOqi-dms levels upon which edch 
service develops its budget estimdtes. These budget esti- 
mates, once dpp:Llvt?d by the Secretdry of Defense and OMB, 

-become pdrt of the President's budget submitted to the 
Congress. _ 
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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 year) and . 
the coming year .(budget year). DOD oEficials state 
that the estimates reflect obligation rates developed 
by the Office of the Assistant Secre\tary of Defense 
(Comptroller). These rates specify bhat 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&he 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 estL- 
mates might promp+ CYB 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 obliqations by using such reports ds 
the "Appropriation Status by Fiscal Year Prci- 
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 years 
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 aCtUdl obliqa- 
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 av zilability for obligation before the 
funds lapsed. A ioarning 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 frequently and 
there had not been a great deal of attention 
paid to estimates and monitoring untib 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.53.1 

We believe that another imporrant factor is DOD 
development of its estimates as target incentives, or 
optimistic estimates, instead of best estimates. 
There h;lS been over-optimism in the light of historical 
experience. Furthermore, certain accounting systems 
deficiencies may have been important. 
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DOD ACCOUNTING SYSTEM DEFICIENCIES -__---------------------------- 

- . 

DOD fund control problems (includinq 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--within 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: l 

Table 4.3 ------', 
DOD Accountinq System Approval by GAO--by-Service -- --- - --- 

Systems subject 
to approval -a-- 

Air Force 40 

Army 23 

Navy 70 

Defense agencies 21 

Total 154 -- 

Agproved Unapproved - 

29 11 

8 15 

28 42 
l ‘- 

7 14 

12 82 

-- - 

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

Department of the Army w----e 

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 

l 
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that an audit oerformed by the Army showed a deficiency 
of about $40 million existed in a fiscal year 1972 
LXocurement appropriation. We also reported that the 
precise reasons for the overobligation nay never be 
determined beCduSe ledgers and journal vouchers had 
dppdrI?!ttly been lost during a reOrqdniZatiOn dnd 
move. &/ 

Consequent to the overobligations initially 
discovered dt the U.S. Army Electronics Command, it 
became evident that problems existed at other commands. 
As a result, in JdflUdry 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- 
days had been spent on the reconciliation. In addition, 
the Army Audit Agency has spent almost 12,000 stclff-days 
as of May 31, 1976, at d cost of over $1.6 million in 
reviewinq (1) the status of the reconciliat'on and (2) 
the Army's customer order proqram. More than $1.5 billion 
in gross adjustments necessary to coc~act procurement 
account records had been identified as of February 29, 1976, 
through the reconciliation. 

On April 21, 1976, the Secretary of Defense 
reported to the President and the CongrecC: overobliga- 
tions totalinq $205 million in the following; Army 
procurement dppropriations: 

Appropriation Overcbliqation --- 

.(millions) 

Procurement of Equipment and 
Missiles--Army, fiscal yedrs 1971 
and prior 

Other Procurement--Army, fiscal year 
1972 . 

$150.1 

14.5 

Procurement of Ammunitiol+-Army, 
fiscal year 1973 40.4 -- 

Total $205.0 

?J FGMSD-76-2, Sept. 8, 1975. 
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At the present time, the Army is investigating 
possible violcltions in Len addLtiona1 appropriations.‘ 

Generally, the violations rry&rted and now 
.being investigated are a result of poor accounting 
and reporting practices and d general breakdown in 
financial mdnclgement within the Depdrtment of the Army. 

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

--overstated orders form foreign governments 
for goods and services (the value of orders 
recieved is treated as additional obligational 
authority), 

--transferred fund authority out of procursment 
appropriations to other dpprOpriittiOnS 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 

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

l . 

Department of the Navy 

Each year the Navy was svstematically 
deobligdting, without proper justification, millioits 
of dollars of obligations and writing off dCCoUntS 

receivable pertaining to expired dpprOpr idtiOnS. Flom 
June 30 1973, to Ju;le 30, 1975, such deobligations an3 
write-offs amounted Co $90 million. As a result, tne Ndvy 
did not have adecpdte accounting control over obliga- 
tions and receivables. Further, its financial reports 

- . .- 

A/-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) wiihdrdwals from and restor- 
tions to expired dpprOpridtiOnS. i/ 

Department of the iir Force ------ 

Because improper‘accountinq procedures were 
used for severcl years, the Air Force does not 
know the status of its 18 procurement appropriations 
from fiscal years 1971 through 1976. Consequently, 
it cannot determine whether it hdS obligated or 
expended more fund resources than are availcible in 
these accounts. Also, the Air Force Logistics Com- 
mand recorded improper entries tOtdlinq $7.5 million 
in 1976. Air Force officials told uslthis was done 
to avoid revealing an overoblig-sion in one of its 
procurement ac-ounts. 2/ 

DOD ESTIMATING PROCESS FOR --- 
THE REIMBURSABLE PROGRAM ----L- 

The reimbursable program involves sales of 
items or services to qenerally three customer 
categories-- FMS, mil itdry dSSiStdnCe program (MAP) I 

and other U.S. Government agencies. Reimbursable 
PrOqrdmS dre more difficult to process thdn direct 
programs becaclse i; 

--Accurate forecasts dre more difficult to make. 

--Planning is complicated when forecasts 
are not accurate. 

--Orders dnd requirements are subject to change. 

--Orders are frequently for very small amounts. 
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These problems are especially evident in the FMS 
category and have significantly dffected 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 a 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 Army using the U.S. 
Army Armdment Materiel Readiness Command (ARRCOM) as 
an example. 

Each year ARRCOM receives its FRA, both initidlly 

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.S. mili- 
tdry 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 unobligated balance for 
reimbursable programs. The Army's unobligated balance 
consists of two items: (1) the difference between the 
FRA and actual customer orders, and (2) thi? amounts 
of firm customer orders that did not result in contracts 
by the end of the fiscal year. &/ 

Reimbursable estimate impact on 
-mD 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. 

i/ Recoupment of excess FRA, using ARRCOM as an example, 
is discussed later in this chapter. 
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: DOD officials dcknowledge thdt (prior to the 1978 
budget) they developed direct PrOgrdKI obligation 
estimates in a series of calculations which "forced 
upward" the estimates io order to compensate for 
lower reimbursable program estimates. Direct obli- 
gation estimates were raised above the levels suq- 
gested by historical trends in order to compensate 
for lower expected reimbursable program ohliqations. 
This was done to produce (for budget submissions) an 
overall level of obligdtions (FMS and non-FMS) 
roughly in line with historic trends in the direct 
program. DOD officials state that this procedure-- 
reportedly no lunger followed by DOD--accounted for 
$3.3 billion of the variance between the January 
1976 forecast of TO unobliqated balances for all 
DOD-ddministered funds, and the eventucll balirnce. 

l 

ESTIMATING CHANGES INSTITUTED 
DUi<ING FISCAL YEAR 1972 . 

The spiraling end-of-year unobligdted balances 
being experienced by DOD culminated in a letter by 
the Deputy Secretary of Defense on September 10, 
1976, to the military departments and defense aqencies 
expressing his deep concern over the continuinq delays 
in executinq defense programs. Shortly theredfter, 
on October 29, 1976, the services and detense aqencies 
were directed to establish a plan of monthly obliqdtions 
for fiscal year 1977. There were also to be monthly 
“flash” status reports on the ,qxecution of the plan. 

The late start and unexpected timing of the 
requirement CdffSed a high volume of changes to the 
initial estimates and involved siqnificant redistribu- 
tion of planned obligations between the first auclrter 
of fiscal year 1977 and subsequent months. Although 
this turbulence settled down by.February 1977, it had 
impaired OSD's dbility to measure perfOrmdnCe agiinst 
the initial plan. 

On June C, 1977, the Assistdnt Secretary of 
Defense (Comptroller) issued revised reporting reouire-' 
ments which attempt to sirr.$lify the reporting require- . ment and make the report of obligations more compdtible 
with OSD efforts to monitor the rdte of obligations. 
Guidance on the revised reporting requirement, the "Flash 
Report on Obligation Stdtus," will be incorporated in 
the DOD Accounting Guidance Handbook DOD 7220.98, as 
section 323. 
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The flash reports are submitted monthly to 
the OSD Comptroller's Office. They are supwsed 
to be submitted noi! later than the close of busi- 
ness on the twelfth working day of thelmonth 
immediately following.the reporting month. The 
reports include information on the level of obli- 
gations incurred by appropriation or fund account, 
and by fiscal year 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 report; For instance, 
a report received on December lG(12 working days 
after the end of November! would include actual 
information onobligations 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 

OSD 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 guartef turbolance: The fiscal year 1978 
estimates should be developed in such a way that 
a fair comparison may be drawn between initial 
estimates and actual obliqations 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 sho;lld be 
submitted coincident with the monthly fl.<sh 
obligation report. Adjustments to the mcnthly 
plan resulting from the budget review sho:lld 
be made in the February update to provide for 
maximum consistency and to avoid unnecessary 
distortion of the first quarter estimatrs. 

--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 s!lbmissions should 
not be presumed to alter OSD-approved objectives 
or budget document esti‘pates unless and until for- 
mal notification is pro?idsd. 

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

The reporting system on obligations was intended 
for internal OSD use: and in its present form, according 
to an OSD official, would not be used as a basis for 
continual reporting to the Congress on the execution of 
DOD programs. The system is presently used to inf.zrmally 
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 d 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 L/ direct obligations for 
fiscal year 1977 were 3 percent ($3.5 billion) less 
than originally pro jetted, 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 year 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- 
t ions (discussed 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 period. The accounts l 

all are financed by appropriations available for cbli- 
gation over 3 years. Obligation rates for selected 
program years (the 1974-76 program, etc.) were then 
computed. The first year rate To!: a program -is the 
most signif icant 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 taais 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): 

I/ According to DOD figures provided Nov.-Dec. 1977, 
subject to minor change before release of the fiscal 
year 1979 budget. 

21 Estimate in the fiscal year 1977 budget. 
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. Table 4.4 
5 t 

Missile Procurement--Air For& 
1974/76 Ptogram.Estimated and Actual 
Obligations as a Percentage of Total -em 

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 
I 

1.8 100.0 

At FY 1976 budget a/ 77.9 l-.i# 9 6.2 100.0 

At FY 1977 budget -- g/ 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 subsequent 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) fee the 1976-78 
program. 

--The budget year estimate (at the fiscal year 1976 
budget submission) was 85 percent. This estimate 
was higher than the budget year estimates of 81.3 
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 thp Cirst 
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 1974-71 and 1975-77 pro- 
grams. 
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Table 4.5 -- --..-- -._ 

First Proqram Year Estimated and Actual Otliqations ---em--_-* m--w- 
As a Percentaqe of”~oFai-~iZSSf-~~ii~~~il~~~i-~~~~~~~~~ ---m ----..-es- f-^---------.e----L---- --- .-._ *------_--- 

For Six Selected Procurement Cccounts ----^-------“-----^-------------.-m-- 

1974-76 program: 
At FY 1974 budget 
At FY 1975 budget 
At FY 1976 budwt 

1975-77 program: 
At FY 1975 budget 
At FY 1976 budget 
At FY 1077 budget 

1976-78 proqr.?m: 
At FY 1976 budget 
At FY 1977 bldget 
At FY 1978 b.:dget 

1977-79 proqram: 
At FY 1977 budget 
At t’Y 1978 t,udqet 
At FY 1979 budget 

1978-80 proqrdn: 
At FY 1978 budget 
At FY 1979 budget 

Missiles-- 
Air Force --em m--e - 

81.5 88.9 78.0 87.3 
85.'l 88.8 78.8 R9.6 
77.9 84.8 59.8 79.0 

77.7 86.2 77.4 91.2 
87.1 85.4 78.7 89.R 
77.8 80.9 69.7 79.4 

85.0 
78.8 13.61 
71.9 17.51 

78.9 
76.0 
77.3 

89.2 
75.8 ll2.01 
68.7 i9.61 

83.5 
69.1 
78.1 

74.9 
76.3 
60.6 

75.7 
75.7 
66.9 

90.2 
6.81 69.4 

13.61 55.a 

87.2 
80.3 
79.9 

Other-- Other-- Other-- 
Air Force --v-w..-.-- 

76.3 
d 

L 69.5 75.0 
76.3 69.9 

Navy -. -.- 

80.1 
80.0 

119.11 
I17.01 

Aircraft-- Weapons-- 
NJYY Navy a-- 

79.6 82.8 
79.0 81.7 
74.1 75.3 

74.5 81.8 
74.0 82.1 
79.6 77.1 

-Y 
76.0 82.0 
77.2 [ 7.81 81.5 ( 3.81 
62.8 [lS.l] 60.6 Ill.31 

77.3 81.5 
75.8 80.0 
71.0 67.3 

75.4 80.3 
16.7 80.0 

Note: Bracketed information refets to TQ obligation rates. 



--Even allotting three additional months of 
obligations in the TQ, the actual 051 igation 
rate pf 79.4 percent (i.e. 71.9 plus 7.5) for 
the 1976-78 program still represented a signi- 
ficar:t shortfall from the budget year estimate 
of 85 percent. 

The five other procurement accounts show trends 
similar to the above in tnat the budget year estimate 
for the 1976-78 program was generally high when com- 
pared with recent historical actual trends: the sub- 
sequent 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 st imates, 
while actual obligations were back up to earlier levels 
(except for the W&apons Procurement-Navy account). 

The various estimates at the time of the fiscal. 
year 1978 budget showed the effects of DOD actions 
instituted during f isca?. 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 b:ldget year estimates for the 1918-80 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: 

. 

c 

_. 
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Table 4.6 --- 

Comparison of BudgetSYear 
With Historical 

Estimates for 1978-80 Programs 
Actuals --First Year &I igat ior, Rates - 

Budget' year Difference 
estimated rate from average 

Procurement Average actual rate for for wja-a0 (including 
account four previous programs a/ program TQ) 

Missiles--Air 
?qrce 

' Other--Air 
Force 

Other--Army 

Other--Navy 

AircrsLt-- 
Navy 

Weapons-- 
Navy 

Excludes Includes 
TQ TQ --- - 

76.2 78.1 

78.1 80.5 

64.3 67.7 

73.5 77.8 

69.4 73.0 

70.1 72.9 

r 
! 

75.3 1.8 

69.5 11.0 

75.0 -7.3 

80.1 -2.3 

75.4 -2.4 

80.3 -7.4 

a/ 1974-76, 1975-77, 1976-78, and 1977-79 programs. 
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Bclsed on ch.z above table, the firs: year rates 
for the 1978-80 prugcdms in Other Procurement--Army 
dnd Weapons PKoCUrem&It--NdVy may be overestimated, 
leading to d possible obligdtion shortfali in these 
accounts dt the time of the fiscal year 1980 budget 
submission . Other Procurement--Navy and Aircraft 
Procurement--Navy mdy be slightly overestimated. 
Other procurement--Air Force, on the other hand, may 
be undefestimdtcd. Our projections are based on his- 
torical trends only, however, and are not influenced 
by field informdtion or other information which affects 
Dot eStimdtes. 

Assziinq esiinrdtes for these accounts (especially 
the &vy ticcounts) dre overly optimistic, part of the 
reason md)r lie with interncrl DOD budget polities. We 
hdVe been told by Navy project OffiCialS that beCdUSe 
their pldn 1s ust?d for dppvrtionment, they are Optimistic 
on expected obl iqdtionS. According to project officials, 
obtaining additional apportionment. takes up to 3 months. 
They explained th-.t they could not risk a delay dwdrd 
becciuse of i;rck of funds. They Stdted thdt the simplest 
solution Wds to '2Sthdte high on obligdtions, in order 
to be sure of having funds. 

A NdVy UffiCdl expidined that: 

"The project RIdtIdger estimates fund requirements 
bdsed upon projected contract award dates. To 
assure himself thdtafunds dre released dnd availa- 
ble to cover dny COntrdCt awards which should occur, 
his pldn must be adequdtely conservative, 0% in one 
view, optimistic. Bnssrd on histori'cal experience, 
higher authority will make adjustments tc, the plan 
which dttempt to remove over-optimism." 

Also, obligdtion Kdte guidance provided b] the 
Office of the Assistdnt Secretary of Defense (Comptroller), 
to the services for developing ftscdl year 1978 revised 
end 1979 rstitndteS, dppedr to be optimistic for some 
dCCOUntS when Compdred with historical aCtUalS. For example, 
guidance furnished to the Army for the Other Procurement-- 
Army dCCOU;lt (direct progsam) proposed a first year 
obligdtfon rdce of 75 percent for the 1978-80 and 197941 
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proqrams, even though the pdSt dctual 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. i/ 

Therefore, although DOD hds recognized thdt an 
estimating problem exists and has implemented pro- 
cedures which dre aimed at correcting the problem, they 
will have to continue to closely monitor their estima- 
ting procedur&s in dn effort to make even further 
improvements in the system. 

RECOMMENDATION TO Tn!Z 
-TARY OF DEFENSE- . 

--I_ 

The Department of Defense should make certain that 
its new policies and pro.edures provide for closer moni- 
toring of obligdtion projections dt the Depdrtment level, 
and more effective use sf existing management rroorts and 
data on obligations, in order to imprflve obligation esti- 
mdtes and analyses of variances between estimates and 
dCtUiilS. 

-- 

RECOMMbNDATION TO THE OFFICE _ _.- 
OF MANAGEMENT AND BUDGET -- 

The Office of Mcrnagement and P.ldqet should monitor 
the obligation rates reflected in Defense's obligation 
projections for procurement activities, with a view to- 
Wdrd identifying possible misestimates, getting changes 
made or adding explanatory h!fOrmdtiOn to the budget, 
and if necessary, developing more detailed guidelines 
concerning estimating policies and procedures. The Office 
of Management and Budget should take a more active role 
to assure that the Congress will be provided the most 
accurbte projections of obligations dnd unobligated 
balances, and the fullest explanations 02 r,.ajor changes 
and variances from estimates. 

1/ The guidance was suoplied to the services in a memo 
- -dated August 25 1376, and was to be used in developing 

initial obligation estimates. The percentages may not, 
-therefore, be identical to the final ones used to develop 
the estimcltes in the January budget submission (197s 
budget).. 
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, : * ,., :““I,ry,y- . . _. i -t ION OF RECOUPMENTS _-. _..---~ o-----e -- 

.- : :Tlzdting a buiidup Of ullr\.eeded 
1:. : -:::-.: -.,> i ,,nst:s wtthin DOD proCJrdmS would be 

. : 8::: 1. _. 7 f 7; recoupments (i.e., funds in 
.\,\. : )- " _ .).I *- IF?! nk-ds) So thdt the funds could oe 

;I‘.'.:- 1.' :1 J'.i1Z fo: d~pli~dtion where most needed. 
r' 'L,:.: *-..r: .I -. LLU:-L;~~ uf this review, we questioned 

s. '., . -: _ e:..it'.?C.'L .'iYS :rithin DOD dnd the services, both 
‘1 :. t :'.e F?*2.d 2, 13;t.e~~ dnd the field levels, to determine 
w.ye:r:;e-. r,:lvb-r is d systLILdt.iC and rsquldr process by 
;Jh 10: h ;'e:'~up~rnts drP promptly reported to higher 
<, '1 *- i . , *- 1 * * > _-CL,. . '.u I-. tou;d thdt exceed funds are identified 
;1\. ‘;.‘tlC!ia!Tl 3dndq’-J~‘j dt C@imdIId levels in the Ccurse 
I!f ;h,* ; c 0 n i 1 n Ii CL A AIdndqenent review, but that SUCi: 
t:xct““ fU7Cif dre nut SySteITIdtiChlly reported to 
hrt!!-rr: i+vrlj. 

‘i-h v se:*;ices ue sever& mc-thods, with varyins 
f. e:1:ier,c;: , tn identify funds considered excess to 
i :i .'cPt LY?Cuiremt?nts. . . . These can include: 

. 
--&::Lew of unobligdted balance amounts based on 

obllqdtion tdcqet ddtes and fund expiration 
\ dies. 4 . . ._ 

--Joint z~iews held severdl times d yedr between 
; rp:e:sel’LdtlVes from VdrioUS levels to discuss 
nt’O’J r’dZ StdtUS. 

--Wnchly reports submitted by Government-owned, 
%fir.:‘dctO, -operated .pldnts to identify excess 
funds, 

l 
which ctre then deobligdted and decommitted. 

-- TtAlephuny CdllS dnd letters reporting OCCaSiOnal 
exzesses to higher duthority. 

<ven w:rh the dbove review procedures, the services 
Lsct+;a;?y cvuld report excess funds sooner. Instances 
0 f -~l<siilt! excess obl igdtional authority have been 
ldentlf:ed which could be recouped for use by DOD for 
hlcihrr pL-:orlL y projects or used to reduce future 
t,s14uet c autho/ity reauests. 

A:-IX Aimdmelnt Mdterit?l Readiness Command -- -- 

A Sl’2nifiCdnt bdld3Cr Of unobligdted funds iS 
CaTled d; ARFCOM dS Undpplied reserve. The balance 

lllon d t June 30 of every yea from 1975 excec! $40 lrf 
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to 1977 dnd reached $97. 3 million at September 30, 
1976. Part a,f the reserve balance is from program 
yedrs as far back as 1970. The reserve is basically. 
the command’s obligdtional authority thdt exceeded im- 
mediate needs dnd 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 d program and the lesser amount 
reledsed to the procurement office for obligating 
foreseeable needs, (2) unneeded funds later returned 
from the procurement office, and (3) minor amounts 
from ContractoK’s discounts and scrap sales. A sepdr- - 
ate balance is recorded for each program year 2 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 obliqation needs exceed pre- 
vious releases for obligation OK when contingencies 
occur. The reserve is available for any line item 
authorized for the Same program yedr as the reserve 
balance providing the released funds. It is also 
reduced when funds are returned to higher authority. 

To illustrate 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 pKOgKam 
year !970. Old f hods were also included in the reserve 
in prior years-r 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 
amounts th at ruuld be returned to higher authority. 
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Program 
year 

1970 and 
prior 

1971 
1972 
1973 
1974 
1975 
1976 

TQ 
1977 

Table 4.7 --- 

ARRCOM Unapplied Reserve Balance -- 

June 30, June 30, September 30, 
1975 1976 1976 (millions) ------ 

$ $ $ 

5.9 8.8 11.4 
7.6 26.9 18.1 

21.2 2.7 8.3 
4.6 59.4 

.5 
l - - --- 

Total 34.7 37.6 97.7 -- 

Total under 
3 years 34.7 28.8 :36.3 -- 

Total over 
3 years $ - $ 8.8 $11.4 

-- 

Although ARRCOM returns excess reserve funds 
authority, they are not returned routinely and it 

Juna 3G, 
1977 

$ 2.2 
1.4 
8.8 
5.4 

14.8 
-O- 
1.0 
3.1 

13.7 

50.4 

17.4 

to higher 
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 these 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 neaded, retained the authority as reserve 
long after the pl-rtinent program yeer and the period for 
obligation, and made only limited effort to identify and 
return unneeded authority. 
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Excess reimbursable authority r;t ARRCOH w-1 

At ARRCOM the reimbursable program unobligated balances 
grew from $65.1 million at June 3C, 1;?5, 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 authority, 
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 
another $42.2 million returned September 30,1977, follow- 
ing a June 1977 study. The studies identified excess 
from program years as far back as 19.70. 

Army Tank-Automotive Materiel 
Readiness Command-Em) 

Certain fQnds are retained within TARCOM in various kinds 
of reserve accounts, and are a significant part of TARCOM’s 
unobligated balances. They include reserves for produc- 
tion, excesses, and applied funds. These funds can be 
transferred or reprogramed. The reserve for production is 
not estimated as part of budget costs for the tanks. E!oweve r , 
at the time a contract is awarded, the Project Office sots 
aside. a certain amount for unexpected product ion problems. 
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 MB0 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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TARCOFl's unapplied reserve account tOtdIed $86 
million in September 1977. TARCOM officials determined 
thdt $50 million was excess to its needs. TARCOM 
officials stated that they advise U.S. Army Materiel 
Development and Readiness Command (DAFCOM) of the 
excess funds periodically. For example, TARCG.4 
identified as excess $12 million of unobligated funds 
for M113/~113Al vehicles. These txcessqs related to 
Army direct funding for program years 1976 and t:rie 
transitional quarter. According to TARCOM, $10.6 
million was returned to DARCOM dnd the balance of 
$1.6 million whs reprogramed within TARCOM for hll3Al 
vehicle modifications and transportation, and other 
vehicle programs. Procedures appear to be informal, 
however, since TARCOM officials could not provide 
documentation showing thdt they advise DARCOM period&ally 
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 
are 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 dS price escalation, although TARCOM has 
specific reserves for price escalation. By letter dated 
Jdnuary 4, 1977, DARCGM instructed its commmodity 
COmIIIdndS, including TARCOM thdt ~11 funds released to 
them should be reflected in their Management Report 
(1369). One year later (May ?977), TARLOM held $92.7 
million in this account, of which $50.7 million related 
to the M113Al vehicle. According to TARCOM, certain of 
these funds end up ds excess funds. 

A fdCtOr contributing to the unliquidated balances 
in the M60 tank program is thdt 216 tdnks--costing 
about $130 million -.-will :Lqt be delivered in calendar 
year 1977 as planned. 
optimistic. 

We believe this estimate may be 
To meet the March 1979 timeframe, the M60 

Project Office is assuming that an average of 119 tanks 
can be produce; edCh month during Januclry 1978 through 
March 1979. However, an average of 78 tanks were no- 
duced each month during JNIUdry 1977 to Oc,tober 1977. 
Further, the foundry producing hull and turret castinss 
is experiencing d high employee absentee and turnover 
rdte. The Army hdS been optimistic before in estimating 
shortfalls. For example, the Army advised the House 
Appropriations Committee during the 1978 appropriation 
hedring that it would produce 1,2C6 tanks during calendar 
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year 1977 and the anticipated shortfall between 
50 and 100 tanks would be made up during tt;e fiscal 
year 7 377 funded delivery period. However, the 
Appropriatons Committee doubted that the 1,266 
production goal could be met and recommended a 
reducf;ion in funds of $60 million or 100 tanks. 

Our concern regarding recoupments ---- 

we have concluded that the serv’ces dt the field 
level identify excess funds throughout the year that 
higher authorjties could use for potential recoupment 
and reprograming to other uses or to reduce future 
budget requests. The field retains some funds for 
contingency funds ,. unapplied reserves, and local 
reprograming , but sometimes 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 mol;e timely basis with some d 
additional effort. 

Members of the Congress have asked whether 
recoupment information couid be made avajlable to 
them sooner than it is Presently being qovided. 
Since recoupments are regularly identJ.fied at the 
command level, any delay in urovidin.9 this infor- 
mation to the Congress would have tJ be attributed 
to service/DOD delay in obtaining ;And reporting the 
information. Increasing the frequency of the joint 
program reviews (now semi-annual) could provide the 
services and DOD with more timely information on 
potential recoupment amounts.’ Another means of 
developing systematic reporting on recouments 
would be to utilize the flash reporting system to 
identify excess amounts. 

We are corkerned with the lack of a systematic 
means for reporting recoupments, especially since we 
addressed this problem in a 1969 report. In our 
report, “Application of the Full Funding ‘Concept 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 
sutj ect , however, var id s among personnel 
responsible for administering contracts and 
programs. Many seem unaware of the possible 
impact that sl(Aness in making excess funds 
available for other requirements would have 
on critical defense programs. 

"In view of the large amounts of funds 
excess to program requirements which had been 
retained at some locations, we believe that 
the Office of the Secretary of Defense should 
consider developinq 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 
fundsdiscussed in this report, which may bc: 
available for recoupment if a systematic means 
for identifyi.lg them to higher authority existed, 
it is apparent that our concerns ex-pressed in the 
report cited above are still valid. 

RECOMMEKDATION TO THE 
SECRETARY OF DEFENSE 

The Department of Defense should 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 officials , 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. 
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FOREIGN MILITARY SALES - 

CHAPTER SUMMARY 

--The executive branch nas revised t!?e procedures 
tor r:cording budget authority tar torclgn mr:l- 
tary sales (FMS), efzfective in &lscdl year 1977. 
The eftect has oeen to reduce unobligated balances 
by about $13 billion (estimated). The budget 
issues involved in this change are potentlalli 
fcr-reaching, and we will report tn these matters 
in a separate study. me p. 71.) 

--Although a large Increase In torergn mrl ltar y 
sales orders ri: recer,t years has increased work- 
load on the services, Defense and the services 
cannot accurately assess the Impact on statring 
requirements --there is no system to sdequdtefy 
uctermire the number of personnel working on these 
sales. In view or this lack of relrable d?+a, it 
1s imposslDle to determrne whether or not t!-rr 2 
percent surcharge was sufficient. However, 
DOD raised the charge to 3 percnt on !dovember 30, 
1977, effective for all sales cases received 
atter October 1, 1917. (See p. 72.) 

-Numerous Defense audit reports rnd GAO reviews 
r.ave noted severe detlclencies in Defense bud- 
getary and tinanciai recorda on foreign military 
sales matters. The deticlancies have resulted 
in a loss of integrity concerning the information 
tram these records, and a Ie-ssen ing of congres- 
slonal control over roreign military sales. Exec- 
utlve branch otticials acknowledge that many of 
these problems seriously impair Defense manage- 
mentVcontrol, and they are taking act Ions aimed 
at correcting these deficiencies. (See p. 319.) 

BUDGET CONCEPTS CHANGE 

In our briefing given in September 1977, we noted that 
the executive branch has changed its budgeting concepts for 
FMS, effective In rrsctl year 1977. ‘I’he new system changes 
the way budget authority is recorded for FMS and as a result 
will reduce by approximately $13 (estimated; ~ilizon 
the unobligated balances which will be repor ted in 
the budget for the Natiional Defense ( 050) function, 
and the Department of ‘Detense Mllltai- (052) and Military 
Assistance (052) subfunctions. In short no longer wiil 
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total FMS orders (commitnents) create obligational aiithority 
at the time the order is accepted from a foreign country. 
Budget authority will be recorded only to the extent that 
obligations ~~11 be incurred during the year under 
procurement actions (an incremental approach). 

The budget Issues involved in this change are potent- 
Ially tar-reaching. We were unable to resolve these 
Issues witnln the time available for t,?ls study. We are 
continuing work on this matter and will report the results 
wnen we have completed our work. 

FOREIG‘! MIITARY SALES AND 
DEPARTi\SNT OF DEFENSE WORKLOAD 

During the past several years there has been increased 
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 
C.S. policy trom military assistance to military sales has 
sparked cons1derabJ.c controversy over the moral, political, 
and economic implications of the U.S. role in xnternational 

.arms trade. 

The Congress has expressed concern, however, over the 
ettect of a growing FMS prvyram upon mllrtary department 
workload. It has also expressed a concern over the suffi- 
ciency of the 2-percent administrative surcharge and whether, 
enough staff has teen planned to cover a workload Increase 
resultrtig trom increased foreign military sales. 

The growing FMS program has increased workload in the 
departments within DOD. The full extent of the problem, 
however, cannot be precisely measured because the Depart- 
ment of Defense and the Military services do not have a system 
through which they c, ? ,dentify the manpower actually in- 
volved in the FMS program. DOD recently increased the 
administrative surcharge tram 2 to 3 percent on all FMS 
orders received after October 1, 1977. 

Size of the FMS program 

Foreign military sales have shown a dramatic increase 
during the 1970s. As seen in Table 5.1, FM.5 sales agree- 
ments In 1970 were less than Si billion. By 1972, orders 
had more than tripled to $3.3 bllllon. By 1974, the-y had 
tripled again to $10.6 billion. In 1975 and 1976 FMS orders 
dropped slightly to $10.1 and $8.7 bllllon respectively. 
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Although cumulative sales orders have grown drdmdtlCa:- 

cumulative deliver 1e.s have not kept pace, resultln? ln 
continually L islng ur,dellvered orders. l’he large lncrc~7se 
In unuellvered Orders 1s due to t;?e lncreaslng number of 
orders processed and the nature of the items ordered. so- 
phlstlcated alrcratt, artlliery, and tanks are dellvered 3 
to 5 years after the orders are placed. 

Table 5.1 
FMS Orders 

Fiscal year Sales orders Cumulative (note a) -- -- 

(000 omitted) 

1970 $ 967,582 $16,092, 75Y 
1971 1,563,226 17,654,985 
1972 3,267,644 20,922,629 
i973 5,766,225 26,688,854 
1974 10,642,623 3?,331,477 
1975 10,123,451 47,454,928 
1976 8,664,467 56,114,395 
TQ 809,223 36,928,618 

a/Cumulative troth 1950. 
_. .- 

. . -. 
As can be seen from the Table 5.2 schedule, undel rvercd 

orders have xtcreased draStlCally since 19/L from about $9 
blllion to $31.8 billion at the end of the TQ. undel iver ed 
Orders may be used as an indicator of wor :-load. 

l 

Tabie 5.2 
FMS Orders 

Del rver ies, And Undel iver ed 
Orders: Cumulative Since 1950 

Fiscal 
year Orders , Deliver les 

(000 omitted) 

undel lver ed 
orders 

19 f0 
1971 
1912 ‘_ 1973 
IY 14 
1975 . 
1976 

- TQ 
. 

$16,091, I59 $ 9,223,528 $ 6,P6/,231 
17,654,985 10,590,027 7,064,958 
20,922,629 11,955,593 8‘967,036 
26,688,854 ~3,321,327 13‘367,537 
37,331,4 17 l6,259,247 21,0/2,230 
47,454,928 19,638,965 27,825,963 
56,119,395 23,/20,141 32,399,254 
56,928,618 L5,133,912 31,794,706 

-- 
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On July 6, 1976, we-issued a report to the Congress, on 
"Hlghilghts of a Report on Stattin? ancl 3rganlzation of 
Top-Management Headqllarters In the Department of Defense" 
(FPCD-/6-35A). This report stated that In 19/5 eight Army 
headquarters offices required an additional 1,026 civilian 
ana 69 mllicary positions to satisfy the additional workload 
demands generated by F?lS transactions. it also reported that 
about 5U percent of the workload at the Air Force’s top- 
management headquarters stemmed tram requirements ot outside 
author1tieS, an example of which was FW which li:,reased by 
17 percent over tiscsl year 1974. 

Inadeq'zate system to determrne 
namber ot FMS personnel 

In a recent report to the Senate Committee on Armed 
Setvlces entItled, "Inadequate Methods Used to Account tar 
and i?ecover Perscnnel Costs of the Foreign Mllltary sales 
Program" (FGMSD-/I-2), October 21, 1917, we stated tnat DOD 
does not have an adequate system tar accounting tar and 
reporting the ;?umber of personnel worklnq on the FMS program. 
This has required that one-time studies be made when concres- 
slonal corrnitcees need FMS personnei statlstlcs. 

Our review of recent DOD efforts to determine the number 
of: FMS personnel shcwed that t3e Studies were carried out in 
such an inexact manner that they are of little value in the 
congrf:sslonal decisionmaking process. 

DOD is required by law tc provide the Congress w:th rec- 

ommecdatlons tOr personnel levels tar the next fiscal year. 
These recommendjtlons are presented in the annual Defense 
Manpower Requirements Report by ptogrammlng and planning cat- 
egor les. lcformation on personnel in the F41S program are 
presented in a section of the report entitled "Support to 
Other Nations." 

DOD's tiSCa1 year 1977 estimates, by military service, 
of FMS personnel In the support to other nations category 
are shown below. 

Service 

A;my 
Navy 
Air Force 

Total 

FMS personnel 

1,100 
1,700 
4,000 

b,800 
--m-w --e-m 
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LaC!i 3C tT;El .X1 1 it2r;’ servlcec used slgnlflsantlv al! fcrent 
cr 1tcr ‘,J on t&:*7 r.il.Thr-I 3nd .r !I\‘-62 0: F’4.S Per sor,nel : r, ; 1 g,,r*..j 1 :-. 
ti;e re;;ort. 'i!2(; fir iFi; "SK 1mato a It? not Inch Llde ;-Jc!r :$on::‘:! :.)r 
(I! 2c;n:rnlsttatlve s;TFort for the F?lS proqram, (2) m!31n?e- 
nance, vacklr? ,?, crating, and nandllng F!lS sales items, or ( .j! 
FI4S saies tral:ilng programs. It was estlsated tnar the 
Army’s t’NS personnel txgure tar 1977. was underestlnated ny 
at Least 5,4UU b;l the mission of the personnel worming on 
these functions. 

The Navy’s estimate included both tull-time and staff- 
year 2quivaients of same of Its part-t Ime personnel war 41ny 
on rMS activltles. The Navy also reported personnel worklnq 
en FXS in other programing and planning categcr les of tht; 
manpower r e:xr t . 

Tne Air b-orcc estimate ot personnel Included only t!;os*~ 
considered full-time FMS personneL. Estlmat s of Air Fat-c-it 
staf flnq indicated that at least 1,900 staff-years 0L par t- 
time etrc,rt on tile F?lS program were reported In the program- 
iny category most closely associated with the primary mission 
of the personnel. 

Because the@ DOb manpower reqalrements report aid not 
use consistent cr iter la, the Senate Committee or: Armed Sitrv- 
ices requested a separate estimate of personnel needed tflr 
tne F!4S program in L lscal year is) / 1. The est!mate turnlsr.rdk: 
the Committee during the Eehrzary 1976 hearings sho*r.er! t!l,:t 
the milrtary ser’l.lces expected that /,JLJU Lull-time I)ersonnel 
and 6,300 part-tLme staff -years ot etfort would be reaurr.4. 
The pt;rsonncl estlmstes that the mrlltary services turnI:-ned 
to the Committee are as Lollows: 
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Table 5.4 
Scrvlce Estimates of FMS Statt - 

l 

Staff inq tar rascal year 1977 
(note a) --- 

Mllitarx Crvlllan Total 

Army: 
Full-time end strengths 5UO 1,600 2,100 
Fart-time stair-years (b) 3,200 3,300 

>uu 4,900 s./5,3CL 

Navy : 
Full-time end strengths 300 Y30 .L,200 
Part-time staff-years 500 1,300 1,800 

800 2,200 3,000 -, 

Air Force: 
Full-time end strengths 2,100 1,900 4,000 
Par:-tln:e statf-years 4uo 1,400 1,900 

* 
2,500 3,300 5,900 

Total: 
Full-trme end strengths 2,900 4,4GO 7,300 
Part-trme start-years 1,000 5,900 6,900 

3,900 
----- --w-m 

a:Some totals .have been rounded. - 

b/Fewer than 53 spaces. ’ 
. 

10,300 14,200 
------- -v-v-- -----w- ------ 

c/In subsequent testimony during hearlngs held Gy the Sen- 
ate Committee on Armea Services in Fsbruary 1416, the 

-*Secretary of the Army stated that about 6,000 fclll-time 
Army mllltary and clvrllan personnel were engaged in work 
related to tie FMS program. 

I - 

i I - 
1 
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The Individual military services’ estimates were based 
on a Jnetlme compllatlon of personnel requirements. As far 
as we could ascertain, no precrse measures or methods for 
developing the personnel data were prescr lbed. Mor cover , III 
a number of Instances we round that staffing statistics tur- 
nrsned to the Commlttee were understated, and in other In- 
StaPceS Sufficient documentation supporting the estimates 
was not available tor review. 

We therefore suggested that the Secretary of Defense 
prescr 1b.e standard procedures tar identlfylng and reporting 
estimated and actual staff-years oi effort devoted to the 
torelgn military sales program. To the extent feasible, this 
system should be based on actual effort, and In Instances 
wnere estimates are required, they should be based on actual 
workload, data time standards, and management engineering 
techniques. 

We also suggested that the Secretary of Defense direct 
the three mi!ltary Services ro use a consistent definition 
to report FMS personnel rigures included In the support to 
other nations category of the annual Defense Manpower Re- 
quirements Report. Consistent with congressional Interest 
in FMS actlvlties, all personnel required tar 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 tar determlnlng the number of personnel involved in 
the roreign military sales program. He also stated that DOD 
has recently initiated a tormal pro3ect to develop a stan- 
dard manpower accounting system ror aetermining the amount of 
Detense ettort that supports the program. The Comptroiler 
be1 ieves that, when completed, the system will provide in- 
tormation tar internal Defense management decrsrons as well 
as data to meet reporting requirements established by the 
Congress. According to the Comptroller, rnitlal data from 
the new standard system are scheduled to be available for 
the tiscal year 1979 Detense Manpower Requirements Report to 
the Congress. 

Adequacv ot the surcharge .- 

DOD adds a 3 percer,t surcharge (formerly 2 percent) 
to the cost of the Derense article or service being 
sold to recover the costs of employees Involved rn 
admlnrstrative or management services of the FMS program. 

< - In addition to recovering personnel costs which amount to 90 
percent of the adminratratlve expense, the surcharge is also 
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used to recover other costs such as travel, rents, utilities, 
' tratvel, and ottlce supplies. 

We recently issued a report on October 21, L977, enti- 
tled "Inadequate Methods Used To Account For and Recover 
Personnel Costs of the Foreign Military Sales Program" 
(FGMSD-77-22). In thrs report we concluded that DOD has no 
assurance that the 2 percent administrative surcharge recov- 
ers the tull cost of administcrlng the FMS program. 

We tound that although the major part of the costs of 
admlnrstering the program 1s tar personnel, there is no sys- 
tem to account tar the time DOD personnel spend in adminis- 
terlng the program. We also tound that the tactors included 
ln the admlnlstratlve surcharge to recover retirement costs 
of mllltary and civilian personnel are not high enough to 
recover the full cost. 

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

* 
We nave also been requested oy the Subcommittee on De- 

fense, Senate Appropriations Committee, to make an evaluation 
of the surcharge that would be necessary in order to collect 
the Lull costs incurred by DOD In administering the FIIS 
program. 'l'hls work is currently underway and will be the 
subject of a tuture report. 

Conclusrons 

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

As an interim measure to tully r-cover costs of admin- 
isterlng the FMS program, DOD is increasing the FMS adminis- 
tratrve surcharge on FMS trom 2 percent to 5 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 agencies. 
Generally these reports have noted overall weaknesses in the 
budgetary, accounting and management systems tor the FMS 
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prograzl. The deficiencies In the F!iS accotinting in’ci ! i*:.3n- 
cl31 zandgement reporting sy;tems have :esultr$,l 1:: 3 :osr ?f 
integrity concerning accounting information and d :essfr,:ng 
of congressional control over DOD's FYS activitres. ,i n!lr?ber 
of ttre audit reports, which address the saecrf ic kcaa4nes?cs 
in the FMS program are highlighted below. 

GAO Reports -- 

. "Foreign Military Sales and Growing Concern" (RcPort 
to the Congress; ,lune 1, 1976; ID-76-51.) 

This report is an overview of major F!:j issues. 
Included IS a discussion of the recovery r>f full cost-s of 
military goods and services sold to torei$n countries. 

. "Millions of Dollars of Costs Incurred in “-ainin.3 
Foreign Military Students Have Not Been Recovered” 
(Report to the Congress; December 14, 1976; 
FGMSD-76-91.) 

Many millions of collars of cost incurred in training 
foreign students have not been recovered due :ct faulty 
billing, pricing, and collecting systems. !iecovery ot ~IIC 
full cost of trnlnrng is required by-iaw. GhO recom":encled 
that DOD increase tuition prices and attempt 'to r@cover ?I:Jx 

foreign qovernments the amounts that should have been h~1le1.l 
but were not. 

. “Reisbursement for Technical Assistance and Tr,jinincj 
Services Provided to Foreign Governments by the De-- 
partment of Defense" (Report to the Secretary of 

l DeLense; July 13, 1976; FGMSD-76-64.) 

In their "Report on Review of Security Assistance Pro- 
grams-.in Iran," the Ottlce of the Deputy Ass;stant, Secre- 
tary of Defense (Audit) reported roughly $29.5 million in 
costs incurred by the U.S. Government rn fiscal year 1975 
would not be recovered. The Defense auditors concluded that 
much of the $28.5 million should be charged to Iran. GAO 
revrewed the DOD audit report and recommended that the Dlrec- 
tor , Defense Security Assistance Agency attempt to recover 
from Iran all reimbursable costs not billed and prevent such 
oversights In the future. 

. "Relmhursement to the Marine Corps tor Costs Incurred 
in the Training of Foreign Military St‘cdents" (Report 
to the Lt. General H.M. Fish, Director, Defense Secu- 
rlty Assistance Agency and Deputy Assistant Secretary 
(IShI, Security Assistance: July 15, 1976; B-165731.) 

-- 



Prior to January .l,'.1976, the tiarine Corps did not Dill 
torelgn governments for all training provided under foreign 
military sales contract. As a result, the Marine Corps did 
not recover approximately $252,000 for the training of for- 
eign students :crr the 6-month period ended December 1975. 
We recommended that the Marine Corps attempt to recover 
from toreign governments all costs Incurred for training . 
provldeti wlthoct charge during the last three years and in- 
sure that in the future the Foreign Assistance Act appro- 
prratlon be charged for training of foreign students. 

"Reimbursement ror Foreign Mrlitary Student Training" 
l (Report to the Secretary of Defense; December 1, 

1975; FGMSD-76-21.) 

During fiscal year 1975, the Air Force did not recover 
from foreign governments at least $5.1 million in costs in- 
CJired in training toreign students primarily because the 
:iif Force used erroneous tuition rates in billing foreign 
governments. GAO recommended that prompt action be taken to 
insure correct billing in the future. 

. "Reimbursements f@r Foreign Iillitafy Training" (Report 
to House Commlttrte on Appropilations; May 6, 1977; 
FG%SD-77-40.) 

Some improvements have been made In DOD billing proce- 
dures for FMS but several problems remain in providing the 
recovery of the full cost of training foreign students. DOD 
had not ldentlfied the total amounts of reimbursement in the 
fiscal year 1978 budget for foreign military training. GAO 
could not determlne if adequate amounts of estimated reim- 
bursements were offset against cirect appropriations in the 
budget. 

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

The Department of Defense IS experiencing problems in 
recovering normal inventory losses on saltis to foreign gnb 
ernments. These problems had occurred because the Depart- 
ment's pricing pc.!lcies and pricing systems used by the 
mil itary service: s were inadequate. GAO recommended that DOD 
change its pr;clng policy for FMS to require 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 co’,lecting tuncti:ns 
in the new Security Pssistance Accounting Center. GAO be- 
lleves centralization can imprOVe accounting systems and tl- 
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 blllinq, overdue collections, etc.) could 
adversely attect the new centralized center. Without con- 
cluding the new Center will have problems, GAO recommended 
the Detense Audit Servrce to review the Center’s billing and 
collecting system. 

. “Reimbursements tor 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 PMS transport modes should have 
been classltied as reimbursable program costs instead of 
direct program costs. 

. “Use of AppropTiated Funds for Foreign Military ,Cales 
of Stock Items” (Report to Secretary of Defense; 
May 27, 1977; LCD-77-222. ) 

Certain procedures and practices for handl1;lg direct 
foreign military sales have resulted in unnecessary and 
Illegal expenditures of appropriated tunds. Contrary to 
De<t?se policy, direct foreign military sales issue experi- 
ence 1s being used in establishing stock levels, and direct 
sales requisitions ar<b being tllled without appropriate 
regard +or stock balal,ces. 

. “Ser ious Breal.down In the‘ Army’s Financial Management 
Systems” (Report to the House Committee on Appropri- 
ations: %vember 5, 1976; FGMSD-77-74.) 

The Army had experienced a serious breakdown in f inan- 
dial management and control over its procurement appropria- 
tions, resulting in several violations of the Anti-Deficiency 
Act and an inability to pay hundreds of contractors. The 
vlolatlons of the Anti-Deficiency Act are a result of poor 
accounting and reporting practices including overstating 
orders trom toreign governments for goods and services. 

. “Loss of Accounting Integrity In Air Force Procure- 
ment Appropr matrons” (Report to the House Commi’ttee 
on Appropriations: Novembei 1, 1977; FGMSD-77-8 1. ) 
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Because improper accounting procedures were used tor sev- 
eral years, th+? A:r Force does not know the status of its 
procureTic:1t -lvp:r,or iatlons tar several years. This trnancial 
nan3oc?!?r?nt a ;A: D: !c?Y? was created by foreign mrlitary sales 
custotser or,i,?r 3 b?lnq treated as lncceases to the Air Force’s 
o~llgatlon~l blitwrlty. 

. “ForrSifjn Military Sales and Growing Concern” (Report 
to tns Congress: June 1, 1976; ID-76-51.) 

This report 1s an overview of major FMS issues. In- 
cluded as aI1 area of dlscusslon is the recovery of full cost 
of mllitasy goods and services sold to toreign countries. 

Other aqencle% reports 

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

The sudden growth of FMS sales, combined with limita- 
t:ons rn accountlnq and management lnformatlon systems had 
compoqnded the FMS t inancial management difficulties. The 
Air Force Audit Qency noted weaknesses In pricing FMS mate- 
real and services. Discrepancies Included both administra- 
trve errors and the tallure to ldentlfy all costs incurred 
to develop, manufacture, and provide a complete product. 
Accounting procedures tor Air Force procurement appropri- 
atron reimbursements did not provide visibility to determine 
tfnetner ac#:ountb *were in balance. Appropr lat ion year integ- 
r lty and manaqrmen.t/audit tiails were lost contributing to 
lack of manag*men _ controls over the FMS program. 

. Air Force Audit Agency: “Foreign Ml1 itary Sales- 
* Selected Policies and Procedures,” February 16, 1977. 

The explosive growth of the FMS program has strained 
exrsting management systems, particularly those concerned 
with the acqulsltion and logistics support of weapons sys- 
tems. Management of -the F?lS program was complicated because 
the visibrl-lty over sales varied and responsibilities were 
tr agmented. 

. Congressional Research Service: ‘*The Foreign Military 
Sa:es Trust Fund,” January 15, 1976. 

The FMS Trust Fund has a budget authority and outlay 
impact on the total Detense budget. The volatility of the 
foreign military sales program and ihe lncltision of the FMS 
tunds In the national defense tunctlonal category of the 
budget Complicated the budget process established by the . 
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Congressional Budget Act. Eirors In budget estimates could 
result In exceeding the budget authority and outlay targets 
by several billion dollars, 

-- 
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{‘HAPTER SUMMARY 

CHAPTER 6 

STAFFING ASPECTS 
f 

. --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 except ion 
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 wo;k- 
load not simply projected budget dollar levels. 
(See p. 86.) 

--Difficulties exist in identifying budget execution 
personnel because of (See p. 90.) : 

--the method of developing and presenting 
manpower requirements; 

--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 and 
monetary ceilings. 

INTRODUCTION 

The question 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 1976. 

According to OSD personnel, DOD does not base its man- 
power requirements on the amount of funds provided for pro- 
grams. Manpower strength requirem.?nts are determined on the 
basis of projected workload. They do not “factor in” addi- 
tional manpower just because money is increased. Al though 
staffing deficiencies exist in some programs, they-are not 
generally considered to be a serious problem for budget exe- 
cution. 



CHANGES IN TOTAL OBLIGATIONAL 
AUTHORITY AND MANPOWER 

Increases in total obligational authority (TOA) I/ do 
not necessarily mean increases 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. In constant 1978 dollars, DOD's TOA acttially 
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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L/TOA is considered a better indicator of DOD program trends 
. than budget authority. TOA is t!.t? vali:,? of the direct de- 

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

z/Source : 'The FY 1978 Department of Defense Budget," Armed 
. Forces Comptroller, Feb. 1977, Vol. 22, ii. - 
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, As obliqational 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 strength trends. As can be seen, the re- 
duction in manpower strenqths is not followed by decreased 
IIcdnpOWer Costs. ?his 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. 

Table 6.1 -------- 
DOD/MAP Manpower Cost Indices ___--- ---L----------------- 

(Qase Year--FY 72) _ ---- ------ 

Year Index -- ----- 

1972 100 
1973 107.3 
1974 117.0 
1975 130.9 , 
1976 140.7 
197T 144.3 
1977 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 Aqency 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 million to 1.03 milliitnl. The increase was due to a 
greater workload primarily from increased DOD procurement. i/ 

WIB Guidance on Estimates _.------- w--v- 
of the Number of Personnel 
,,,I------------ - -  

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

------ 

. 

l/Review of "obligation" shortfalls in a number of proqrans 
- showed that the slowness of contract audits contributed 

to the shortfall. 

z/"Preparation al,d Submission of Budget Estimates," June, 
1977, sec. 13.3; p. 12. 
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Table 6.2 
Manpower CgstTms Summary 

FY 78 
President’s 

budget request 

(S bIllions)-- 

Outlays: 

Hanpower (dollars) 
Total defense 

(dollars) 
Percent of defense 

TCIA : 

Hanpower (dollars) 
Total defense 

(dollars) 
Percent of defense 

Budget authority: 

Manpower (dollars) 
Total defense 

(dollars) 
Percent of defense 

End strengths, 
regular employees : 

Active mlitary 

Civilians: 

Direct hire 
Indirect hire 

Total 

Total 

43.5 
76.0 

57 
+. 

44.5 46.8 51.2 53.6 57.2 61.0 
73.3 70.4 86.0 88.5 98.3 Jog.7 

60 60 6G 61 58 56 

43.7 45.6 47.9 51.2 
77.5 80.1 65.0 07.8 

56 57 56 58 

43.6 45.7 
78.0 80.1 

56 57 

47.9 
86.9 

54 

2,161 

1,015 
94 --- 

1,109 

3,270 
IYll* 

51.4 
71.5 

56 

-. 
2,322 2,252 2.127 2,081 2,083 2,083 

1,049 
110 

1,159 

3,481 
-Al=** 

54.5 57.5 61.3 
97.5 110.2 120.4 

56 52 51 

54.4 57.4 61.2 
102.2 106.6 117.7 

53 C-t 52 

960 948 543 
86 aa 07 --- 

1,046 1,036 1,031 P -I 

3,127 31’24 3,120 
**a=c ==a=* .PlSLz 

. 
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based on forecasts of workload and employment. productivity 
wherever feasible. . 

This OMB guidance states that the estimates for staff- 
ing requirements will assume that improvements in skills, 
organization, procedures, and supervision will steadily in- 
crease employee productivity and at the same time maintain 
adequate quali.ty. Personnel currently authorized will be 
utilized to the maximum extent in staffing ne*g programs and 
expansions of existing programs, and a reduced number of 
personnel should generally be planned where the vlorkload is 
stable. Estimates of staffing requirements for ongoing and 
new program j will be based upon quantitative forecasts of 
workload for each program, together with adequate subetan- 
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 EXECUTiOr! MANPOWER 

Defense 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. Auxiliary forces. 
4. Mission support forces. 
5. Central support forces. 
6. Zndivil~a1.s. 

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 execution. 

A second iifficnlty 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- 
pJ,rting on budget execution. A program manager, however, 
with a job classification not normally associated with the 



ScJzetary function may have a great impact on budget execu- 
t:ori. 

In our review of the staffing and organization of DOD 
top management headquarters, I,/ a survey was made to de- 
termine the deqree of involvement of the top management 
headquarters in the three budget activities--formulation, 
justification, and execution. In 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 orqaniza- 
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 laq of several months between the determination 
of a staffing requirement and the placement of a person(s) 
in the position(s). Also within the manpower and monetary 
ceilings directed by the Congress, the services, and suhse- 
quently the lower level commands and field organizations, 
have flexibility for the types of personnel hired and when 
they are hired. Changes can be made based on changinq 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) proqran ; had reported staffing deficiencies as a 
reason for the obligational shortfall. Six 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” tke reasons for 
the shortfalls, OUT review of the OSD study and selected pro- 
curement actions raised questions as to (1) wnether some of 

i/“Suggested Improvements in Staffing and Organization of 
Top Msnagemen t Headquar ter s in the Department of Defense,” 
FPCD-76-35, Apr. 20, 1976. 
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Existence of staffinq nroblems _-_-_-- -- -__-- - _---.e.e-~------- 

In thi? 052 sti~rtv ;, a narrative on the factors i.*.nt~j!a- 
utinq to th;: ci,li+rltion shortfalls (for the line itc;r! ‘pee- 
grams a:irler re,;isw} i;as followed by a summarization 9:. tr:i> 
factors. E n 5 0ae c a 5 e 5 , the narrative did not dis<~~;~; sftiff- 
inq prOhleXZ, yet the summary included staffinq ad 3 t~c.tr~r 

contr ikJ:lt in,J to t5e shortfall. For exampic, the fo! l<,wrn,J 
reasons were y lven in the narrative for the abliqations 
shor tfa!i in the krmv loader scoop with backhoe prcq c ~7, : 

1. Cc157 ii1 proqram .manaqer reccivinq f:lnds ( una:)lt! !I 0 
proceed on basis of continuing resoiution). 

2. ReorCTanization turbglencc when funds arciceli. 

*3. &?:*a;, in recelvinq winterization reuuir<:ments. 

In sum:nar:zlnq t!;ese reasons, the CSD stud;! ~13’:~: 
., -- 

1. ?r 0.4 r3:na;!:.adqPt turhxience (?ro,yr3n! ‘quanti:::; charwe). 

2. Fund a;:ailabil ity (too late). 

3. Staitf inq deficiencies. 

This same lack of an dpsaren; relat ionsh in hotween the 
narrptive (no discussion of staffinq) and the summary (statt- 
ing cite3 as a factor: existed for seceral other Items--dir- 
craft common yraunrf eq;lipmerit (test set and jr.?? C?ilqi!lC- test 
s ta_nd ) ; LF radio beacon; nlyht vision goggles; and radio set. 

Relationshin of staff.inq deficiencies -- --- -----t---- :---,-- __-_---_-_-- - 
to budaet executron --a,-1 ..-.-- ------- --- 

As stated earlier, it is diEficuLt to identify! the peo- 
ple directly involved in budget execution. Often a st3ft inq 
problem is in an area not directly related to budqet execil- 
tion, but which innsacts on the execution process. For exam- 
ple, the s5ortzqe of contract audit personnel was cited in a 
number of cases (the OSD study) as a reason for shortfalls. l/ -_ 

I/’ The Cefense Contract Audit Anency has since requested and 
gotten an increase in staff in:+;. 
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Pelat iv/e ll-~aortance of staffing Let iciEnciPC: _-- _--__--_- 2-eo-e--- ------- _._----- ------- -L---. 

riiic review of three Ar!:>y missile pr(J4rzG?s (!?iz;;i; I 3~. : ._, 

d .7 C! 'W;'j ) showed that Ear a 5-year FJ~C iod (!972-:>;‘;;I I -> , .,r 
Ha1;i program officials attributed a part of tSe ur.tik,i if; :!..--1 
L3slances in 1 year to a staffiny shortage. In 1974, “2 3 -x ‘ ’ - 
lion out of the $8.7 Tillion balance ‘A’SS attribut;:,! -,* ‘: 
Fersonnci shortage--insufficient personzei a~di!3:il+ :#, :-- 
ter.zine the scope of work for a particular fle’;,< E1]2:i::_I.. 
2inc~ then the Hawk proqram stafEing level 13 a s i .I .: r c 2 :: ‘2 pi . ; -: ._ 
78 1 f i ;‘3 Ii t 1 :3 . I!ere aqain, the contribution 05 staLr :rs: it.:. - 
I :‘zndl~35 t;, tr;n mlr3nces was not treat; ;I?? ye,<, .7..-,L’;‘,.:- :. : - : c- . , L L ! J c I iI: q 62 n 2 ‘3 r: ? *- _ ;k e 2 ireCt?y rel aicd tCJ t~Ic?q~.‘: ?: :i .: 02 c t L : . 
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revealed that the nuaher of procurement work d ir+rI-i ;I?::, : 
measure of workload received and processed, in,-:-Ias. i !,:,. 
more than 67 percent and 24 percent respectively, V~-!ll.~ t.h+ 
staff at Ar\FiOX C3ztuaLly increased only 6.7 percent i !,-I;, to 
3,595). Although staffing inadeyuacies appear to he a :>rob-. 
lem at ARRCOM, we still do not know if they outwelsh other 
causes of unobligated 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--1eadinq to un- 
obligated balances. The officials could not quantiFy the 
effects. 

Our review of Navy and Air Force aircraft procurement 
also gave no indication of serious staffinq problems. 

0 
CONCLUSION ------ 

An- increased budget does not necessar iy mean an in- 
creased workload. If obligational authority were 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 significant effect on workload requirements. 

Although there are incr‘eases in particular areas, over- 
all manpower strengths have been declining in an effort by 
DOD to offset the increasing cost of manpower. The manner 
in which DOD presents its manpower requirements, the number 
a'nd 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 peoole 
involved in, budget execution. 

Our discussions with GOD officials, including command 
level personnel, did not generally reveal evidence that under- 
staffing in the budget execution function was a serious urob- 
lem. Many factors contribute to unexpended balanc-es. On 
some projects, staffinq deficiencies have been cited by proj- 
ect officials as contributing causes to the obligational 
shortfalls or unobligated balances, however, the relative 
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importance of the various factors is difficult, at best, to 
deter nine. The project officials do not for the most part 
consider them serious. The OSD 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 
4rmy's ammunition procurements at its Armaments Materiel 
Readiness Command (see preceding discussion, p. 93.). 

. 

Even where significant staffing deficiencies exist, in- 
c: eases 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 existing 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 Inan- 
power requirements to constrain the growing manpower costs, 
while hopefully at the same time maintaining acceptable 
levels of output and military readiness. Increased produc- 
tivity can b2 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 spending less time on cz .I~. 
deferring low payback work. . . -* 
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-!G.\:;SE.A considers its estimstes of infi;lt;cr. 
more accurate than those based on 03 sun- 
plied rates. The: are requestinq OS5 aliow 
continued use of the NAVSEA derived inEla- 
tion estimates. 

-Prior to fiscal year 1976, neither OS3 nor 
Congress monitored movement of escalation 
and cost qrowth funds between ship pro- 
~I-ZTTIS. Beginning in fiscal year 1976 r*- 
programings of these funds involvinq more 
than $4,‘?99,000 to an existing program or 
$1,999,000 to create a new entry requires 
notif ication to Assistant Secretary of 
Defense (Comptroller). 

We were asked 
cess i*;e 1. e v e 1 s 

if contingency funds were added on at suc- 
1 n t h e budget review process. The imp1 ication 

is that these add-on5 at successive levels oc review icElate 
the budqet estimate. l . 

Our review of 2ontingencies relates primarily ko the 
procurement account. Contingencies to co,Jer pay raises an-? 
the amour? t appropr iztsd to the Secretary of Defense to (-GV?: 

increases In the research and development appropr iat ion arc 
not covered. In addition, it does not cover the bhdqe:jr:,’ 
reserves authorized under the AntideEiciency Act l3! l‘.5.C. , 
&65) as amended Sy the Impoundment Control Act of 1974. 

DEFINITIONAL DIFFEFENCZS AND THF _-_----------------_---------- 
FULL FUNDING POLICY ---------e---e-- 

A contingent liability is def’ined as a conditional COT- 
mitment wnich may become an actual liability because of a 
future event beyond the control of the Government. 11 T!?e 
dictionary defines a contingency as “a possible or Ent cn- 
likely event or condition.” 

In discussing the inclusion of continqencies in the 
budget estimates with DOD officials, there were conflict- 
inq statements on whether there are contingencies included 
in the budget estimates. “‘he differen:es of opinion can SC 
basically explained in te ll.j of “known-unknowns” and 
“unknown-unknowns.” Fihen continqcnsies are reEerred to as 

-------------- 
l/“Tecms used I? the Budgetary Process,” bv the Cbmpkrolier 

ieneral of the United States, PAD-77-9, hiy 1977. 
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unknown-unknowns, funds are not included in the budqet 
estimate. OSD does not allow inclusion of estimated funds 
for unanticipated contingencies or costs. , 

: 

Under DOD's best estimate, full funding policy,, the 
estimate for known-unknowns is provided for. The xnown- 
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 ' 
quantity 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'ermined. These are 
things which will prcbably occur based on past experience or 
contract clauses. 

Engineering changes are the rule rather than the ercep- 
tion in the procurement of weapon systqms and equipment. 
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 a?d 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 requested above the target 
cost to cover this probable liability. 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 for research, 
development, test and evaluation, and procurement found that 
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guidance regarding budgeting for award fees and pclrformance 
incentives was incomplete. As a result, fjne program Dffice, 
in its fiscal year 1977-1982 budget s&mission, did i,ot pro- 
vide for the possible liability of award fees and performance 
incentives on four existing contracts. The msximum potential 
liability 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 it; major weapon system estimates. 
OMB Circular A-11 L/ 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 * * * price adjustments specifically ap- 
proved by OMB for fully funded multi-year major procurement, 
construction, and research and development for major systems." 

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

"Effective immediately, all estimates far major 
RDT&E, major MILCOM and Family Housing, Procure- 
ment including Shipbuilding, and Operations and 
Maintenance, will reflect anticipated c:langes 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 

For 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 

I 

&/ "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 makinq 
the estimates too high. There are basically two reasons for 
this: (1) the budqetary philosophy and process in DOD and 
(2) the need to obtain the most for the money. 

Sud_qet process -- -------- 

The total DOD planning, proqramminq, and budqetinq pro- 
cess takes approximately 18 months. The process starts in 
June with issuance of volume I of the Joint Strateqic Objec- 
tive Plan and ends with the completion of the DCD budget in 
December of the following year. 

In August, the Secretary of Defense issues budqet quid- 
ante and program decisions to the services and other DOD 
components. Budget estimates isased on these must be sub- 
mitted to the Secretary by Otto:-r 1. Between October and 
December the budgets are reviewc-.a and changes made as neces- 
sary. After Presidential approval, the budqet is prepared 
in final form for Inclusion in the President's budget. 

The basic purposes cf the budget rc"'iew are to provide 
a final, thorough screening of needs ?ild 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. In internal hearings held by 
the DOD Comptroller on the fiscal year 1970 budget, service 
requests were pared from $100.5 billion to about $83 bil- 
lion, or 18 percent. 

Ke reviewed the results of the OSD review of the fiscal 
year 1978 Air Force and Army budget submissions for 20 ran- 
domly selected programs. In almost all instances the OSD re- 
view resulted in a reduction in the services' budget submis- 
sions. OSD officials said they generally play the devil's 
advocate. They question the reasonableness and validity of 
included costs. In those instances where 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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Working within limited resources --- ------------------- 

Although arbitrary, predetermined budget ceilings are 
no lonqer set as was the practice in the pre-McNamara 1/ 
era, budget restraints continue to be very important i'ii the 
requirements process. Even thouqh 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 
si-ared 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 
l 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 na 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. Che E-3A program has included in the estimate 
funds for engineerinq 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 various items 
reviewed as to the.amount for contingencies in the balances, 
how they were identified, the kinds of contingencies con- 
s idered , or how they were provided for in the budget esti- 
mates. The only common factor was inflation This, however, 

1/Rp6G?E~---- McNamara was Secretary of Defense from Jan. 1961 
to Mar. 1968. 

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

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

ARMY'S UNAPPLIED RESERVE --- -- 

Army regulations require establishment of an unapplied 
reserve account. The reserve is intended to provide funds 
for lots?. reprogramming and for contingencies such as pr'ce 
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 item 
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 YZ~ 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. 4t TARCOM the un- 
applied reserve account totaled $86 million in September 
1977; $50 million of this had been identified as excess to its 
needs. Headquarters DARCOM had been advised. (See p. 68.) 

PROCEDURES FOR IDENTIFYING COST --- --------- 
GROWTH AND ESCALATION INCREASES OR -------e-e ---------- 
EXCESS FINANCING ON SHIPBUILDING PROGRAMS --- -- 

Navy conducts a semiannual review of costs on all ship 
construction yroqrams. 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 shipbuilding 
program with the financial assets a*:ailable. 
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.-Serve as a “baseline” for internal manaoemcnt of the 
shiphllilding program by the Navy Yateriaf Co.mmand. 

--ProoiC+ the current financial status of shipbuilding 
programs to top sanaqement. 

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

--Sh i?buifding funding deficiencies OK excess, by appro- 
priation, current report. 

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

--Princ;p3l reasons for shipbuilding increases or de- 
creases wrrlch have a significant effect on total 
def ic ienc iez Jr excesses. 

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

--Hecrmmended liquidatron of funding deficiencies or 
application of excess funding. 

--Impact of funding deficiencies, if any, on future 
budgets. 

The review process begins when the Plans, Programs, and 
Financial Hanagement Branch requests a detailed obligation 
plan from each project off ice. The project oEfices develop 
an obligation plan in conjunction with thejr participating 
managers. The participating managers are desiqnated officers 
responsible for purchasi,lg 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 
;~y 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, Proqrams, and 
Financial Management Branch, it is sent to the Chief of 
Naval Material ICNfi) for review and recommendations on any 
substantive issues. CNM forwards the SCA to the Chief of 
Naval Operations for review and speciEic decisions on 
issues of policy or program content. CN!4 then sends the SCA 
to the Comptroller of the Navy. 
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The SCAs are used to develop a “baseline” for the 
apportionment request to OMB and in preparing the succeed- 
ing year’s budget submissions to the Comptroller of the 
Navy and OSD. 

Effect of alternative Bureau of Labor Statistics indexes --------------c----------------- -----s-.--- 

According to Navy officials, “escalation payment esti- 
mates are computer generated and assume 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 fisctf year 1975, the 
estimate of Bureau indexes was derived by OSD and provided 
to NAVSEA. The fiscal year 1976 through 1978 indexes were 
prepared by NAVSEA’s estimating section and approved by OSD. 
The change to NAVSEA-derived estimates has, in the Navy's 
opinion, resulted in mori accurate estimates. In September 
1977, the Commander of NAVSEA stated, 

“The Under Secretary of the Navy recently 
requested and was provided with a comparl- 
son’oE the OSD projections and NAVSEA’s for. 
the fiscal years 1972 through 1978 programs. 
The comparison clearly shows, and is a matter 
sf Congressional testimony as well, that the 
OSD derived forecasts for the fiscal years 
1972 through 1975 programs were constrained, 
whereas the fiscal years 1976 through 1978 
programs which were NAVSEA detived, were 
objective.” 

CJn August 3, 1977, the Assistant Secretary of Defense 
(Comptroller) notified all services that the fiscal year 
I.979 budget will be prepare3 using OSD-derived estimates. 
The 0% estimated Bureau ci Labor statistics indexes are 
substantially lower than those prepared by NRVSEA. The Com- 
mander of NAVSEA in September 1977 requested that the Chief 
of Naval Operations solicit the support of OSD for continued 
use of the NAVSEA forecast. 

According to Navy officials, a review of Navy ship- 
building estimatinq pro*- Jdures has been conducted by Inter- 
national Maritime Associates. 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 beinq reviewed 
by Navy officials and will be provided to Conqress. 

MOVEMENT OF COST GROWTH AND _- ___- ----------- ---- - 
ESCALATZON FUNDS BETWEEN SHIP 
~R~GRAMS-WTTH~~THE-~~~-AP~ROPR~ATI~N _-----.---------c----e- --. ----- 

Prior to fiscal year 1976, NAVSEA had generally been 
permitted unlimited reprogramming latitude of escalation and 
cost growth funds for ship cocstruction--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 "fencinq" of 
specific appropriations. According to the Chief of the SCN 
Appropriation Division, fencing refers to a reprQgcamminq which 
requires both the prior approval of a Congressional Committee 
and use of OSD transfgr 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 e minimum process- 
ing time of approximately 4 months." 

Prior to fiscal year 1976, NAVSEh movement of escalation 
and cost growth funds was not monitored by either OSD or the 
Congress. Starting in fiscal year 1976, NAVSEA was required 
to notify the Assistant Secretary of Defense (Comotroller) 
of any reprogrammings for zest growth and escalation funds 
involving an increase of more than $4,999,000 to an existinq 
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 occurrinq in 
cost growth and escalation. 
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CHAPTER 8 --------- 

IMPLICATION5 FOR CONGRESSIONAL CONTROL e-.-----Y -------- - 

CHAPTER SUMMARY e--v- -- 

. 

l 

--The Congressional Budget and Impoundment 
Control Act of 1974 [Public Law 93-344) has 
as its principal objective the assurance of 
effective congressional control over Federal 
expenditures and budgetary priorities. Mu1 ti- 
yedr full funding for DOD procurement faci- 
litates this objective, but at the same time 
poses certain questions--there a:e relatively 
large mis-estimates of obligations, and 
related matters, which could weaken effective 
congressional 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. k5ee p. 110.) 

- Give greater attentioit 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. Eee p. 111.) 

- 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. 

a 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 r. 117.1 
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--GAO was asked whether the executive branch 
violated the Impoundment Control Act of 1974 in 
its actiozs curtailing the Minuteman III missile 
program. 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 request 
to the Congress same after work stoppage orders 
had been issued. (see p. 117.) 

MATTERS FOR CONGRESSIONAL 
Z!BNSIDERATTON---- -e---w 

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

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

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

* I‘ * * * 
(4) to establish national budget priorities; 
l * *” 

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 questions which 
warrant congressional attention and action. 

NEED FOR OBLIGATION R+TE INFORMATION ---I_- --- 

The Congress’ ability to determine expenditure levels 
and set national budget priorities depends in part upon 
accurate budgetary information on Federal proqrams-- 
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 serjous shortfall in obligations could hamper 
fiscal efforts to stimulate the national economy. As 
discussed in greater detail in a subsequent section, 
obl iqations ? ave economic consequences--they stimulate 
private borrowing and hirinq, and affect Federal outlay 
levels. 

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

The follqwing table. shows that in DOD there regularly 
have been greater misestimates of procurement obligations 
(multiyear full funding ) than obligations in, the two principal 
areas involving single-year funding, military personnel, 
and oDeration and maintenance. The greater variance between 
estimated and actual obligations in the DOD procurement area 
suggests the need for special congressional scrutiny oE 
estimated DOD procurement obligations. 

. 
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Table. 8.1 ----v-m 

Misestimates of Direct Oblisations in Selactecj -..-------------- 
Department oT~e?eiise-iJiiaqef’~~~~-.---- - -------.----^-_- ---- - --_--em- 

* (millions) . 

Procurement ------ - ----- EgEiiii-d-e- 
Operation 

and maintenance --------,c- 
Estkmate 

Mil itdry 
Personnel . . ..--------.--.--_ - 

EstTiiGG’ 

difference 
from 

artual-- 
(percent) -w--v- _ 

difference 
from 

actusl- . 

@percent) 

difference 
from 

actual-- 
Qccccnt) ---- --. 

-6 
1 

-1 
0 

-1 
1 

-1 
2 

Direct 
obligations mm- --a--. 

Direct 
obl iqations w-e- ---_- 

Direct 
obliqations ---------- 

Fiscal &?~;-J~1$: _--a-- 
Budget year estimate 
Current year estimate 
AC tual 

s 17.987 
19,933 
16,000 

$ 22.405 
24.156 
23,862 

$ 22,649 
24.361, 
24,104 

lr 
id 

-6 
1 

Fisca\ year 1975: -w-e- -------T 
Budaet Year estlaa te 

Curient-year estimate 
Actual 

19.644 
20,351 
17.07b 

- 15 
19 

26,044 
26.241 
26,268 

0 
1, 

..4,OUl 

24.992 
24.685 

Fiscal year 1976: --_- ..- - --l-.f 
Budget vear estimate 22.167 

22.793 
18.196 

25 
25 

; 24.300 
28,872 
28.342 

25.078 
25.604 
25,267 

3 

2 CuTui;;t-year estimate 

Fiscalyear 1977: ---- 
8udqe t yearesirnd te 
Current-year estimate 
ACtlId1 . 

25.975 
26,559 
24.256 

31,928 
32.214 
31,910 

25.436 
26,210 
25.641 

7 
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3 
1 

RECOMMENDATION TO TfiE CONGRESS ---------- -- ---- -- _-_.------_ 

The Congress should require that DOD provide 
historical and projected obligation rates, and analyses of 
varianr,.:ti between estimated and actual rates, in its budqet 
requests for procurement activities. This would enable the 
Congress to better assess DOD's Trojections of obligations 
and unobligated balances. Obligation rates, for each 
appropriation title, should show the percentaqe 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 proqrams already 
funded and underway. Such information would permit the 
Congress to analyze the projections in the light of prior 
experience, and to question DOD officials on (1) the 
reasons why projections deviated from actusl experience 
and (2) the validity of current 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 between estimates and actuals in the multiyear 
fully funded programs outside of DOD, we would not be 
surprised if this were the case. Since there is no require- 
ment to obligate all funds within the first year under this 
procedure, there perhaps is less emphasis on planning and 
monitoring first-year obligations. 

This matter could become more significant if the 
Congress moves to apply multiyear full funding to more 
Federal activities. Wider use of multiyear 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 conqressional 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 resolutions). 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. In 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. 1 

Table 8.2 -- 

DOD Procurement: Budget Autnority and 
TotalFunds~ilable~orObl~gation 

Fiscal 
year 

1975 

' Budget 
authority 

Total Budge: as percent 
available authority of total -- -- -- 

(billions) 
Q 

$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 likelihood that congressional 
actions on budget authority amourits will result in expected 
effects on obligations and outlays in a given year. We 
therefore make the following recommendation. 

XECOMMENDATION TO THE C3NGRESS 

The Congress should give greater attention to the 
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signif icdi-,L i3j;::.r~rr~ ai 3JL;;get authority carried over from 
year to year in its analyses and decisions on budget 
levels-- functional as well as individual accounts and 
programs. The Conqress might consider methods of settinq 
budgetary targets znd ceilings on total funds available 
for obligatiori. Again, this matter would assume greater 
importance if more accounts are provided budget authority 
which remains available for more than 1 year. 

NEED FOR CLARIFICATION OF EXECUTIVE BRANCH --- ------------------ 
POLICY ON ESTIWATING 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 mtargets"--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 significantly from eventual 
obligations. 

RECOMMENDATION 
TO THE CONGRESS . 

The Congress should review OMB's plans, and steps to 
date, to strengthen their assessment of DOD's cbligations 
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 _------------------I___ 
OF UNOBLIGATED BALANCES ------- 

For several years the Congress has recognized excess 
unobligated prior years funds rn the DOD procurement 
acccounts and !las, in the annual appropriations acts, 
transferred these unobligated balances to finance new 
programs. 

P 
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Extent of DOD transfers ----------------------- 

Since 1972, the annual DOD-appropriations acts have 
; transferred from 1 proqcam year to another over $3.3 

billion of unobligated. prior-year balances in tne DOD 
- procurement accounts,thus reducing the amount of new i j appropriations (budget authority) necessary to c.arry out 

a given program level. 
3 " 
; ' The followinq 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 -- -y-- _---_--_-- 
Dnobliqated Balances Provsgd------ 
By Annual~~ppropriafionsActs - ----- ------ 

DOD Procurement--~-- - 

Fiscal 
Year --- 

1972 

Annual Balance 
Appropriation Transferred Total - ----me I_---- --- 

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

$ 17,7?6.9 $ 843.7 $18,620.6 

1973 17,799.g 1,055.g 18,655.8 

1974 . 16,225.8 499.8 16,?25.6 

1975 17,231.l 480.0 17,711.l 

1976 21,205.? 99.3 21,305.O 

TQ 4,154.8 4,154.8 

/ .; . 1977 28,416.3 82.6 28,498.g 
i 
, 1978 29,863.8 258.5 30,122.3 : 

As indicated in the schedule above, the amount of 
'i unobliqated prior-year balances transferred to finance new 

programs has decreased from a high of slightly over $1 
billion in 1973 to $82.6 million in 1977. However, in 1978 "f the amount transferred increased to $258.5 million. 
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The Congress, by meanS of the Deoartment of Defense 
Appropr ia t ion Act, 1978 (Public Law 95-111, Sept. 21, 
19771, financed a DOD procurement program of $30.1 billion . 
for 1978. It did this by appropriating about $29.9 billion 
and transferring $258.5 million of prior-year unobligated 
balances. The following schedule shows, by appropriation 
account, the appropriation and source :>f obl iqational 
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 origincllly appropriated 
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 
year 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--Xavy appropriation for 1978. 

Budgetary treatment of transfers -----m--------w--------- 

Currently, transfers of balances of prior-year budget 
authority between accounts do not affect budget 
authority. This is covered in “Terms Used In The Budqetary 
Process, n (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 111 or part of the 
unobligated portion of budget authority in an 
expired account. Obligational availability in 
a current account ma-j also be extended by a sub- 
sequent appropriation act.” 

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

The difference between transfers and reappropriations 
becomes more significant in light of the Congressional 
Budget Act of 1974, which provides for budget ceilings 
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APPHOPRIATION ACCOUNT -_-_-__________-_____ 

Alrcraft Procurement, Army 

Hlssile Procurement, Army 

Procurement of Weapons and Tracked 
Combat Vrhacles, Army 

Procurement of Armunltlon, Army 

APPROPRIATIONS -------------- 

$ 657,100 

, 536,803 

l 

1.421.200 

1,179,300 

TRANSFER ACCOUNT TRAVSFERREO PRCH m------- -----------------_----- 

- 

5 S?,500 

Other Procurement, Army 1,403,125 

Aircraft Procurement, Navy 3,479,000 

Weapons Procurement, Navy 2,!01.900 

2,700 Other Procurement, Army, 1977/1979 

52,700 

Shlphuilding and Conversion, Navy 5,76’),‘;00 42,000’ 

Other Procurement, Navy 2r176.410 10,000 

Procurement, nar ine car p* 440.40’1 9,800 

Alrcraft Procurement, Air Force 6.262.000 34.400 

%lissIle Procucemdnt, Air Force 

Other PCocur*ment, Air Force 

Procurement, Defense Agenclee 

TOTAL 

1,700,600 

2.337.345 

327,012 

$29.063.789 --- 

44,600 

4,000 

-..- 

$258,500 --- -- 

( $ Thousands) 

l 

- - 
Procurement of Ammunition, Army, 1976/1978 
Procurement ,Jf Ammunition, Army, 1977/1979 

Weapons Procurement. Navy, 1976/1978 
WeapOnS Procurement. Navy, 197T/l97tl 
Weapons Procurement, Navy, 1377/1979 

Shlphulldlnq and Conversion, Navy, 1977/1981 

Other Procure.nent, Navy, 197711979 

Procurement, jarine Corps. l*t7/197’l 

Alrcraft ProcJCement, Air Force, 1976/1978 
Other Procurenent, Air Force, lY77/1979 

nrsslle Procurement, Air Force, 1977/1979 

Other Procurenent. Air Force, 1977/1979 

Note, Abova total does not includ - lhe following transfer of funds for Llyuldatian of Deficiency 

Other Procurement. Arw. 1973/19’S $21,030 AIrcraft Procurement, Army, 19:5/1977 
Hlsslle Procurement, Army, 1975/1977 

5 n,w,o 
0,000 

Procurement OP Ammwltion. Army, 1975/1977 5,000 

$37,200 
20,300 

2.700 

4,565 
25,435 
22,700 

42,000 

10,000 

9,000 

lS,lOO 
19,100 

44,600 

4,800 

TOTAL -I-_ 

S 657.100 

sx.aai 

1,42i,200 

1.216,tlOO 

1.406.025 

3.47Y.oou 

2,214,600 

5.802.500 

Z,lU6,4Ill 
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based on budq’et authcr i ty. A reappropriation co:isritl:tes 
new buda?et authority as-a matter of law. Extensions of 
obl igat ronal authority by transfers of unobl iqated pr iqr- 
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 durinq the 
House Budget Committee’s consideration of the Second 
Budget Resolution for fiscal year 1978, because the 
Labor -Department of Health, Education, and Welfare 
appropriation bill made available f:,zr obl iqation 
in fiscal year 1978 certain unobligated balances of fisc-\l 
year 1977 Eunds which otherwise would have lapsed. The 
Committee therefore added about $1 billion in budqet 
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 spendinq 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 of the unobligated balances 
as new budget authority. The House and Senate conferees 
agreed not to count the extensions as new budqet authority 
in the l-978 budget resolution but to consider similar 
instances in the future as new budget authority in all 
appropr ie tion bills. 

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

Conclusions ---a 

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 existLnq budget authr_tr it? ,3:i 1 
providinq wholly “oriqinal” budget authority in terms of 
impact upon program levels and utlays during the succeeding 
fiscal year. 

We fully recos’rlize, however, that a change in treat- 
< ment of extensions of prior years’ unobligated balances 

by means of transfers will create some technical problems, 
c such as the presentation in the program and finaRcing 

schedules in the Budget Appendix. We are working on 
redefining reappropriatrion to include extensions of 
unobl igated authority. We shall also work with OMB and 
the Committees in reaching solutions to problems which 
arise. 

RECOMMENDATION TO THE CGNGRFSS ----e------e ----e--e -.- 

The Congress should monitor the imolementation of 
the practice of tr.eating extensions of the availability 
of unobligated balances as new budget authority, as aqreed 
to in the conference repott on the Second Concurrent 
Resolution on the B*:dget, Fiscal Year 1975. 

CONCLUSION CONCERNING MINUTEMAN III ------w-------e--------- 

We were asked whether the executive branch i. 
following the Budget Act’s provisions on rescissions and 
deferrals concerning the Minuteman 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 decisiorx to terminate major programs should be 
made jointly by the Executive Branch and the Congress. 

A presidential press release dated July G, 1977, 
informed the public oE the President’s decision to curtail 
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 termination 
orders were sent to the contractors. 

It was not until July 26, 1977, knowever, that rhe 
a President formally submitted a rescission proposal to the e 

Congress requesting the rescission of the procurement budqct 
authority for production of the Yinuteman III. The 
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rescission messagia proposed a rescission of flC5 nillior: zut 
of a total of 5290.5 million of budqet authority providti,? . 
for procurement of Flinuteman 111s by DOD. 

In respcnse to earlier congressional inquiries 
regarding exectitlvc branch actions on the Minuteman III 
program, we expressed our concern that the Congress should 
be promptly notified of decisions to termin,lte programs. 
We stated that action should not be taken to dismantle or 
curtail proqrams without th e Congress having an opportunity 
to fully consider the mattt . We are of the opinior. that 
one of the major objectives f the Impoundment Contrcl Act-- 
that the executive branch and the Congress should jointly 
make decisions to delay or terminate program.;--is thwarted 
when situations such as the one corcerning the Yinutt.vdn 
program occur. In such cases, thz 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 Ninuteman III is not unique. We recently 
discovered a similar situation in connection with the 
President’s decision to .curtail B-l bomber production; 
termination orders were issued before the Congress was 
allowed to complete action on the rescission propssal for 
that program. 

We were asked to review the propriety of the Executive 
Branch’s actions in the case of the B-l 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 Executive Branch has not violated the statutes 
governing the B-l bomber program, we in that case also 
stated that the practice of initiatinq major program 
terminations prior to the time the Congress has been either 
informed of such decisions or allowed to complete action 
under the Impoundment Ccntrol Act of 1974, to consider 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 restartinq the proqram could 
greatly increase program costs apd delay schedules. 

Because we believe that the hsndlinq of the terminations 
of the B-l bomber and the Minuteman III missile were not 
in keeping with the spirit of the Impoundment Control Act, 
we wrote the Director of the 3YB on Auqust 5, 1977, statinq 
that proposed rescissions of major proqrams should he 
submitted to the Congress contemporaneous with instructions 
only to suspend further program work, if such susoension 
is contractually feasible, pending congressional action 
on the proposed termination. Then, if the Conqress approves 
the proposed rescisision (and thus, the termination), 
instructions cxld at that time be issued to terminate 
further work. Conversely, if the rescission is not approved 
and the Congress specifically directs that the proqram be 
continued, the suspension could be revoked and proqram 
activities resumed with minimum disruption and additional 
costs. 

The Congress did not concur in the rescission request 
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 O+lB 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 recommended that the Minuteman III 
production line be reconstituted to build as 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 
remaininq 25-30 missiles would require an additional $60 
million. 

given 
Air Force officials estimate that, once authority is 

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 morths after approval 
ic 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. In 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.,l979. 
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