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Introduction 

This final report on the audit of merged ("M") accounts at 
the Defense Logistics Agency (DLA) is provided for your 
information and use. This report covers a portion of the 
DoD-wide audit whose results were summarized in our Report No. 
92-028, "Merged Accounts of the Department of Defense," dated 
December 30, 1991. Comments on our draft report have been 
considered in preparing this report. The primary audit objective 
was to determine the validity 'of obligation balances in the 
merged accounts established by the Department of Defense under 
United States Code, title 31, sec. 1552(a). 

The Defense Authorization Act for FY 1991, Section 1406, 
requires the Secretary of Defense to direct audits that will 
identify: 

o the balance 	of each account as of November 5, 1990; 

o the amounts required to meet val.id obligations and 
the amounts considered no longer valid; 

o the sources of amounts in the account, shown by 
fiscal year, and the amounts for each fiscal year; 

o the average 	length of time funds have been obligated; 

o the average 	size of obligations; and 

o object 	classifications of the obligations. 

Since DoD's automated accounting systems could not provide 
midmonth data, we relied on October 1990 month-end data to 
establish the value of "M" accounts. In our DoD-wide report, we 
published sources of funds, the average age and size of 
obligations, and the object classifications of obligations. DLA 
data were included in the DoD-wide report. 

Scope of Audit 

This financial-related audit was congressionally directed. 
We reviewed the support for balances of unliquidated obligations 
in the DLA merged accounts. We reviewed the Research, 
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Development, Test and Evaluation (RDT&E) account; the Procurement 
account; and the Operation and Maintenance (O&M) account. The 
audit was made between February 1, 1991, and May 31, 1991. The 
Comptroller, DLA, reported the following balances for all DLA 
finance and accounting activities as of October 31, 1990: 

o $1,700,000 in RDT&E, 

o $12,510,000 in Procurement, and 

o $57,140,000 in O&M. 

The total value of DLA' s "M" accounts was $71, 350, 000. DFAS 
provides DLA's finance and accounting support at several 
locations. DLA' s accounts maintained by the DFAS Accounting 
Center in Columbus, Ohio, were valued at $60, 610, 000. As of 
October 31, 1990, DLA's accounts in Columbus, Ohio, had balances 
of $1,460,000 in RDT&E, $6,620,000 in Procurement, and 
$52, 530, 000 in O&M. These were the accounts included in our 
review. 

Selection of sample. We used statistical sampling 
techniques to evaluate DLA' s "M" accounts. To select sample 
items at DLA, we used a stratified three-stage cluster. In the 
first stage, we selected DLA from the universe of Defense 
agencies. In the second stage, we selected the DFAS Accounting 
Center in Columbus, Ohio. In the third stage, we selected line 
items from the three major appropriations evaluated in the 
DoD-wide audit. DFAS data were in several automated accounting 
systems. From each system, we obtained listings as of 
October 31, 1990; we stratified the items, counted them manually, 
and selected a sample using random numbers. Our sample of the 
three accounts was as follows: 

DFAS-DLA UNIVERSE AND SAMPLE 

Universe Sam2le 
Lines Obligations Lines Obligations 

O&M 7,334 $52,530,000 60 $ 8,780,000 
Procurement 44 6,620,000 30 6,390,000 
RDT&E 351 1,460,000 30 1,150,000 

Totals 7,729 $60,610,000 120 $16,320,000 

The sample included 14 RDT&E items for FY 1987, valued at $850,000. 
The universe of $60,610,000 included $1,150,000 in FY 1987 funds 
for RDT&E that had not been merged because DoD's RDT&E 
appropriation was overdisbursed. Treasury regulations prohibit 
merging of year-end accounts with negative preclosing balances. 
During our review, this account was pending resolution. 
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Limitations. The scope of the audit was set by the Defense 
Authorization Act for FY 1991, Section 1406. We did not evaluate 
the propriety of obligations, the reliability of computer
processed data, and the implementation of the Federal Managers' 
Financial Integrity Act pertaining to the audit objectives. We 
could not verify the reported balance of DLA' s "M" accounts, 
since there was no documentation of individual Treasury 
disbursements. The balances of unliquidated obligations in DLA's 
"M" accounts had been computed using the value of obligations 
recorded in DLA's internal accounting systems, minus the value of 
total disbursements reported to DLA by the Treasury of the United 
States. 

The Inspector General, DoD, Inspection Report No. 90-INS-05, 
March 22, 1990, reported significant internal control weaknesses 
in the management of DoD' s merged accounts. These weaknesses 
included inadequacies in oversight, review, reconciliation, 
accounting data, and documentation. Due to the work involved in 
verifying balances in merged accounts, we did not identify the 
specific causes of the deficiencies noted. However, we believe 
the inspection report accurately describes the types of control 
weaknesses that led to such deficiencies. The audit was made in 
accordance with auditing standards issued by the Comptroller 
General of the United States as implemented by the Inspector 
General, DoD. 

Background 

Congress appropriates funds for specific purposes with 
varying periods of availability. Two years after funds expire, 
the remaining obligations are transferred to a merged account. A 
merged account contains appropriations for the same general 
purpose. Monies that are not obligated, or that are subsequently 
deobligated, are returned to the Treasury of the United States. 
These monies are maintained in a Treasury merged surplus account 
until they are needed to meet valid obligations that were 
previously incurred. 

Congress established merged accounts in 1956 (Public 
Law 84-798) so that agencies could pay obligations associated 
with activities for which no current, unexpired appropriation 
exists. Congress dissolved the merged accounts in 1990 and made 
all appropriations available for disbursements and adjustments 
for 5 fiscal years following expiration. After 5 years, all 
disbursements and adjustments for an appropriation must be made 
from current year funds appropriated for similar purposes. 
Appropriations maintain their identity throughout the 5-year 
period. 



4 

Prior Reviews 

Both the General Accounting Office (GAO) and the Inspector 
General, DoD, have examined merged accounts. 

GAO review. The GAO issued a final report, "Expired 
Appropriations, 11 OSD Case No. 8309C, July 1991. The report 
documented a large increase in the use of DoD merged surplus 
authority and recommended that management strengthen restoration 
procedures by monitoring the reasons for increased payments to 
contractors. OSD has begun action on these recommendations. 

Inspector General, DoD, review. The Inspector General, DoD, 
Inspection Report No. 90-INS-05, March 22, 1990, identified 
13 areas in which management needed to improve the fiscal control 
and management of merged accounts. These problem areas included: 

o systemic problems with reconciliation and validation, 
oversight, and policy; 

o inaccurate unliquidated balances because of the 
inclusion of credit unliquidated obligations; 

o inadequate or inconsistent reviews; 

o lack of command emphasis and routine quality 
assurance; and 

o inadequate accounting data because of weak internal 
controls and poor recordkeeping. 

Management generally agreed with the report, but did not 
make sufficient resources available to ensure corrective action 
in all cases. We observed the same problems; however, we noted 
that DLA was working toward compliance. 

Discussion 

DLA's merged account balances did not accurately reflect the 
status of the accounts. When we projected our sample to the DFAS 
universe, we determined that only $10,840,000 (18 percent) of the 
$60,610,000 in merged account balances, including RDT&E for 
FY 1987, was required to meet valid obligations (see 
Enclosure 2). The remaining $49,770,000 represented invalid 
balances. Managers had not ensured an effective annual review of 
the validity of unliquidated obligation balances. A lack of 
supporting documentation existed, and finance and accounting 
personnel were not reconciling payment discrepancies. We found 
72 invalid unliquidated balances in our sample of 120 items. We 
considered balances to be invalid if any of the following 
conditions existed: 



5 

o Balances were not supported by adequate 
documentation; 

o Balances were improperly posted; 

o No disbursements had been made from the account 
during the last 2 full fiscal years; 

o Final payment had been disbursed to the contractor, 
but the remaining funds had not been deoblig~ted, and there was 
insufficient documentation to review the unpaid balance in more 
detail; or 

o The paying off ice had made disbursements, but the 
finance and accounting office had not posted the disbursements by 
November 5, 1990. 

We verified item balances against recorded obligations. We 
verified disbursement records maintained by both the finance and 
accounting activity and the paying office. Of the 120 items 
valued at $16,320,000 (see Enclosure 1), $3,080,000 was valid and 
$13,240,000 was invalid. The $13,240,000 contained $9,150,000 in 
invalid obligations and $4,090,000 in unmatched disbursements 
that had been made but not posted to the DLA accounts. For 
58 items reviewed, we found insufficient documentation to support 
all or part of the obligated balances. Enclosure 1 contains a 
summary of all items and an explanation of each. DFAS personnel 
began deobligating many of the invalid items during the audit. 

Recording of undistributed and unmatched disbursements. 
Undistributed and unmatched disbursements are payments made by 
the paying off ice but not posted to the accounting records. In 
general, DFAS had problems collecting disbursement data. The 
"DoD Accounting Manual," DoD Manual 7220. 9-M, February 1988, 
requires that discrepancies in disbursements be reviewed. Of the 
$16,320,000 in unliquidated obligations sampled, $4,090,000, or 
25 percent, was no longer valid because it had been disbursed 
prior to November 5, 1990, but had not been posted to the 
accounting records. This represented 40 ( 33 percent) of the 
120 DLA line items reviewed. Nine of these items had negative 
balances. When the absolute value of the negative amounts, 
$3,190,000, was considered, the true v9lue of the undistributed 
and unmatched items was $10,470,000. l! 

These discrepancies occurred at paying off ices located 
throughout the United States and at the DFAS paying off ice 
collocated with the finance and accounting activity in Columbus, 
Ohio. Separate automated systems were used to manage 
disbursements and obligations, and financial data were not 

1/ The $10,470,000 was computed by adding (instead of 
subtracting) $3,190,000 in negative unpasted disbursements to the 
$7,280,000 in positive unposted disbursements. 
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reconciled. DFAS is aware of the problems with reconciliation of 
account balances and has begun taking corrective action; however, 
considerable work remains. Because these funds cannot be 
reobligated, they were not included in our projections of 
monetary benefits (see Enclosure 3). 

Although none of the negative balances were due to duplicate 
payments, the large number of negative balances at DLA indicated 
a potential for duplicate payments. Therefore, before merged 
accounts are closed out, accounts with negative balances should 
be recorded as accounts receivable so that refunds can be 
requested if needed. 

Related Reporting Requirements 

The "DoD Accounting Manual," DoD Manual 7220. 9-M, February 
1988, Chapter 93, "Year-End Closing Statements," requires fund 
administrators to provide a supplemental schedule showing the 
obligations reviewed by independent sources and the dollar 
amounts deobligated based on the independent reviews. The 
results of these reviews should be incorporated into DLA's year
end closing statements, and should be submitted with the 
completed "Accounting Report," Mll76, or "Year-End Closing 
Statement," Treasury Fiscal Service Form 2108. 

Recommendations for Corrective Action 

1. We recommend that the Director, Defense Finance and 
Accounting Service: 

a. Post unmatched disbursements, deobligate the Defense 
Logistics Agency's invalid merged account balances as shown in 
Enclosure 1, and permit DLA to reobligate unused balances where 
appropriate. 

b. Direct a review of DLA's remaining unliquidated merged 
accounts and deobligate accounts with unsupported or invalid 
balances. 

c. Identify and reconcile all negative merged account 
balances to be eliminated at the end of each fiscal year. 
Unreconciled accounts should be treated as receivables until it 
is determined whether the overdisbursements are posting errors, 
undistributed/unmatched transactions, or actual overdisbursements 
with refunds due from vendors. 

2. We recommend that the Commander, Defense Logistics Agency, 
reobligate unused balances made available by the Defense Finance 
and Accounting Service, if appropriate. 
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Management Comments 

DFAS - Columbus Center concurred with Recommendation 1. a. 
and has completed actions on about 70 percent of the accounts. 
The estimated completion date is January 15, 1992. 

DFAS - Columbus Center concurred with Recommendation l.b. 
and has completed actions on about 60 percent of the accounts. 
The estimated completion date is July 31, 1992. 

DFAS Columbus Center partially concurred with 
Recommendation l.c. Management agreed to identify and reconcile 
all negative merged account balances, but nonconcurred with our 
recommendation to treat all unreconciled accounts as 
receivables. Negative balances will not be eliminated or written 
off until the necessary research is performed and the correct 
account balances are determined. The estimated completion date 
is July 31, 1992. 

The DLA Comptroller nonconcurred with Recommendation 2. 
because he believed that our recommendation was contrary to 
guidance issued by the Secretary of Defense on June 13, 1991. 
The complete texts of DLA's and DFAS's comments is at 
Enclosure 4. 

Audit Response to Management Comments 

DFAS' s comments are responsive to Recommendation 1. The 
actions proposed and being taken by DFAS fulfill the intent of 
the recommendation. 

DLA's comments are not responsive to Recommendation 2. The 
guidance referred to above pertains to unobligated balances such 
as the Treasury merged surplus account. It is true that 
$2 million of the $9 million claimed as potential monetary 
benefits was realized in FY 1991 and is no longer available for 
reobligation. However, we identified these accounts to DFAS in 
March 1991. After DFAS deobligated these funds, the funds were 
available for reobligation to meet DLA' s upward adjustments to 
contracts during the remainder of FY 1991. Additional funds from 
DFAS deobligations will remain available to DLA until the end of 
the fiscal year in which the deobligation occurred, or until the 
account is canceled. The amounts discussed in the report under 
"Recording of undistributed and unmatched disbursements" cannot 
be reobligated, since these funds have already been spent. The 
accounting activities have not recorded these disbursements. 

The courtesies extended to the audit staff are 
appreciated. If you have any questions about this audit, please 
contact Mr. Terry L. McKinney at (703) 693-0430 (DSN 223-0430) or 
Mr. Richard B. Bird at (703) 693-0476 (DSN 223-0476). We request 
that the Director, DLA, reconsider his response to 
Recommendation 2. and take corrective actions that will comply 
with the intent of our recommendations. We also request that the 
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Director, DFAS, comment on the monetary benefits identified in 
this report. Comments on this report should be received by 
April 17, 1992. Enclosure 5 lists the activities we visited or 
contacted, and Enclosure 6 lists the distribution of this report. 

~£:=-
Assistant Inspector General 

for Auditing 

cc: 

Comptroller of the Department of Defense 




ACCOUNTS REVIEWED AT DEFENSE LOGISTICS AGENCY 


Sample of RDT&E Account at DFAS 

FY 1986 and Prior Years 

Account 
Object 
Class/FY 

Line Item 
ldentif ication 

Number 
Amount 
Audited 

Required for 
Val id 

Obi igations 
lnval id 

Obi igations 

Undistributed/ 
Unmatched 

Disbursements Explanation 

2521 
2521 
2521 
2650 
2521 
2521 
2521 
2521 
2521 
3114 
3124 
2516 
2516 
2527 
2516 
2521 

85 
85 
85 
86 
85 
85 
85 
85 
85 
86 
86 
86 
86 
86 
85 
86 

51273017 
53043030 
53123015 
61003036 
51633013 
52833006 
52953093 
62523020 
53313004 
60580021 
62280001 
67165855 
67165853 
51933013 

DT1C1AC51 
51993001 

$ 250.00 
1,103.74 
1,462.50 

152.07 
l,500.00 
2,000.00 

160.00 
511.00 
154.50 
664.65 

4,684.60 
49,303.00 
58,987.27 
70,000.00 
98, 166.34 
10,680.30 

$ 0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

49,303.00 
58,987.27 
3,291.49 

98, 166.34 
0 

$ 250.00 
1,103.74 
1,462.50 

152.07 
1,500.00 
2,000.00 

160.00 
511.00 
154.50 
664.65 

4,684.60 
0 
0 
0 
0 

10,680.30 

$ 0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

66,708.51 
0 
0 

A, D 
A, D 
A, D 
A, D 
A, D 
A, D 
A, D 
A, D 
A, D 
A, D 
A, D 
Valid 
Valid 
E 
Valid 
A, D 

FY 1986 Totals $299,779.97 $209 • 7 48 . 1 0 $23,323.36 $66,708.51 

FY 1987 

2521 
2650 
2521 
2650 
2521 
2521 
2516 
2516 
2516 
2516 
2516 
2516 
2516 
2322 

87 
87 
87 
87 
87 
87 
87 
87 
87 
87 
87 
87 
87 
87 

71263035 
61983022 
70153007 
70973009 
62749632 
62749691 
78160288 
78165863 
78168802 
78160487 
78165901 
78165959 
78165958 
78225805 

$ 233.40 
9,594.00 
5,000.00 
2,875.00 
8,387.50 

34,953.00 
34,857.00 
41,419.76 
62,711.29 
82,839.51 

107,379.22 
135,230.00 
184,000.00 
138,465.28 

$ 0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

107,379.22 
135,230.00 

0 
0 

$ 233.40 
9,594.00 
5,000.00 
2,875.00 
8,387.50 

34,953.00 
34,857,00 
41,419.76 

0 
5,852.24 

0 
0 
0 

138,465.28 

$ 0 
0 
0 
0 
0 
0 
0 
0 

62,711.29 
76,987.27 

0 
0 

184,000.00 
0 

A, D 
A, D 
A, D 
A, D 
A, D 

A, D 
A, D 
E 
E 
A 
Va Ii d 
E 

FY 1987 Totals $8471944.96 $2421609.22 $2811637.18 $3231698.56 

RDT&E Totals $111471724.93 $4521357.32 $3041960.54 $3901407.07 

ENCLOSURE 1 
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ACCOUNTS REVIEWED AT DEFENSE LOGISTICS AGENCY 

(continued) 

Sample of Procurement Account at DFAS 

Account 
Object 
Class 

Line Item 
ldentif ication 

Number 
Amount 
Audited 

Required for 
Valid 

Obi igat ions 
Invalid 

Obi igations 

Undistributed/ 
Unmatched 

Disbursements Explanation 

3100 40239382 $ 5, 195.66 $ 0 $ 0 $ 5, 195,66 E 
3123 41782007 3,212.00 0 3,212.00 0 A, D 
3100 50089444 180,000.00 0 1,811.00 178, 189.00 A, E 
3100 50099447 101,272.00 0 1,400.00 99,872.00 A, E 
3100 50299477 16,510.18 0 18,263.68 (1,753.50) A 
3100 50299478 26,603.00 0 26,603.00 0 A, D 
3124 51789710 26,470.06 0 26,470.06 0 A 
3114 53659349 547 ,317 .oo 0 (7,035.00) 554,352.00 E, unpasted 
3114 53659350 78,353.00 0 (875.00) 79,228.00 E, unpasted 
3124 60109396 46,922.29 0 0 46,922.29 E 
3124 60109399 191,202.00 0 191,202.00 0 A, D 
3124 60109402 744,920.00 0 13,665.00 731,255.00 E, overpaymen 
3124 60109403 44,770.00 0 44,770.00 0 A 
3114 60159406 1,524.56 0 1,524.56 0 A 
3124 60159407 119,028.00 0 119,028.00 0 A, cancel led 
3124 60179417 348,984.26 348,984.26 0 0 Valid 
3124 60229427 1,287.00 1,287.00 0 0 Valid 
3124 60229428 1, 111.89 0 0 1, 111.89 E 
3124 60449493 235,607.00 0 1,120.00 234,487.00 A, E 
3124 60719538 206,572.00 0 206,572.00 0 A, D 
3124 62259788 39,419.00 0 39,419.00 0 A, D 
3124 72619154 130,533.98 28,045.00 0 102,488.98 Va I id, E 
3124 72619155 1,733,916.00 41,007.00 0 1,692,909.00 Valid, E 
3124 72659158 112,492.00 0 818.46 111,673.54 A, E 
3124 72669165 3,350.00 0 1,000.00 2,350.00 A, E 
3124 72669166 3, 777. 18 3,777.18 0 0 Val id 
3124 82639750 38,820.00 0 0 38,820.00 E 
3123 86010635 93,604.37 93,604.37 0 0 Valid 
3124 86060056 1,279,201.00 1,279,201.00 0 0 Valid 
3124 87060234 261789.55 26~789.55 0 0 Valid 

Procurement Totals $6,388,764.98 $1,822,695.36 $ 688,968.76 $3,877, 100.86 

ENCLOSURE 1 
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ACCOUNTS REVIEWED AT DEFENSE LOGISTICS AGENCY 

(continued) 

Sample of O&M Account at DFAS 

Object 
Class 

Line Item 
ldentif ication 

Number 
Amount 
Audited 

Required for 
Valid 

Obi igations 
I nva Ii d 

Obi igations 

Undistributed/ 
Unmatched 

Disbursements Explanation 

2640 50370013 s 302.40 s 0 s 0 s 302.40 D, A, E 
2640 50980010 284.00 0 0 284.00 D, A, E 
2640 60590001 412.50 0 0 412.50 D, A, E 
2527 70283007 200.00 0 0 200.00 E 
2640 72440008 115.00 0 0 115.00 D, A, E 
1263 75871446 9, 109.84 0 9, 109.84 0 A, H 
1253 BT300019 4,092.00 0 4,092.00 0 D, A 
1243 R880831H 1 ,406.41 0 0 1 ,406.41 E 
1263 11PCS713688C 8,229.75 0 8,229.75 0 A, H 
2126 18PCS56088 923.00 0 923.00 0 A, H 
2527 77275653 24,040.00 0 24,040.00 0 A, H 
3124 77246004 24,946.30 0 24,946.30 0 A, H 
2516 75160185 15,537.30 15,537.30 0 0 Va Ii d 
1263 75871123 13,722.52 0 13,722.52 0 A, H 
2516 71118899 35,000.00 0 35,000.00 0 A, H 
3124 40DLAZ152631 38,890.75 0 38,890.75 0 A, H 
3124 40DLAZ0141224 22,697.59 0 22,697.59 0 A 
1263 1063607088 12,876.22 0 12,876.22 0 A, H 
1113 KPAY8177 13,258.62 0 13,258.62 0 H 
3114 M58804232 (15,342.00) 0 0 (15,342.00) E 
3124 77245613 409,589.70 0 409,589.70 0 H 
2322 50019004 698,415.59 0 698,415.59 0 D 
2516 12JUN90Wl925 (129,211.97) 0 0 (129,211.97) E 
2521 BS48 (310,000.00) 0 0 (310,000.00) E 
2516 776099 (226,321.00) 92, 163.00 0 (318 ,484 .00) c 
2516 8TMIPR113 115,000.00 0 0 115 ,000.00 E 
2516 7720WU 699,575.95 0 699,575.95 0 E 
2321 29DDNETWORK 404,000.00 0 0 404,000.00 E 
2521 40DLAZ686 350,340.84 0 350,340.84 0 G 
2640 M36684568 (223,834.46) 0 0 (223,834.46) E 
2321 29COMMUNICATION 1,349, 109.90 0 0 1,349, 109.90 E 
2516 2984934 683,420.47 0 683,420.47 0 D 
2322 2984974 609,322.68 0 609,322.68 0 D 
2516 1705WH 572,525.73 0 0 572,525.73 E, H 
2527 76115504 1,561,349.00 0 1,561,349.00 0 D 
2527 50019034 2,640,989.00 0 2,640,989.00 0 D 
2516 FY88B ( 1 ,280 ,349.01) 0 0 (1,280,349.01) E 
2650 M5240832 (615,454.11) 0 \) (615,454.11) E 
2630 73089 206,870.40 0 0 206,870.40 E 
2527 40DLAZ724227 240,875.00 240,875.00 0 0 Valid 
2527 408486027 212,600.85 0 212,600.85 0 D 
2527 118R66 205,000.00 17,429.43 0 187,570.57 E, valid 
2527 2982934 167,002.63 0 0 167,002.63 E 
2521 40DLAZ71321 177,684.64 177,684.64 0 0 Va Ii d 
2521 40DLAZ117021 148,923.56 148,923.56 0 0 Valid 
2640 05190 (292,453.47) 0 0 (292,453.47) E 

(O&M Account continued on next page.) 

ENCLOSURE 1 
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ACCOUNTS REVIEWED AT DEFENSE LOGISTICS AGENCY 
(continued) 

Sample of O&M Account at DFAS (continued) 

Account 
Object 
Class 

Line Item 
ldentif ication 

Number 
Amount 
Audited 

Required for 
Val id 

Obi igat ions 
I nva Ii d 

Obi igations 

Undistributed/ 
Unmatched 

Disbursements Explanation 

3113 50250018 $ 11,576.25 $ 0 $ 11,576.25 $ 0 E 

2516 77165603 88,916.96 88,916.96 0 0 v 
1263 65871210 12,997.04 0 12,997.04 0 G, H 

1111 11008531PANA (17,408.00) 0 (17,408.00) 0 A 

3124 408486024 45,889.00 0 45,889.00 0 A 

2527 118R28 15,334.95 15,334.95 0 0 v 
2526 40DLAZ94026 12,351.68 12,351.68 0 0 v 
3124 40DLAZ113024 19,670.00 0 19,670.00 0 A 
2516 DFSC78880010 2,550.00 0 2,550.00 0 A 

2650 870812-106 ( 115 .60) 0 (115.60) 0 A 

2312 6746242 4,876.63 0 4,876.63 0 A 

2521 63173027 107.25 0 107.25 0 A 

2640 708600002 468.80 0 468.80 0 A 

2650 71033038 750.00 0 750.00 0 A 

O&M Totals $ 8,783,639.08 $ 809,216.52 $8, 154 I 752 .04 $(180,329.48) 

DLA Total $16 I 320 1 128, 99 $3!084,269.20 $9! 148!681.34 $4!087,178.45 

Legend of "Explanation" column: 

A = Invalid obligation not supported by documentation. 
c = Restoration of funds required because auditors noted 

duplicate posting of funds. 
D = Deobligation of funds required because no disbursements were 

made from the account during the last 2 fiscal years. 
E = Undistributed/unmatched disbursements made by Defense 

Contract Administration Services Regions before October 31, 
1990, and not posted by the Finance and Accounting Office. 

G = Remaining balance needs to be deobligated because final 
payment has been made. 

H = Deobligated by DFAS. 
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SUMMARY OF STATISTICAL PROJECTIONS FOR ACCOUNTS AUDITED 
AT DEFENSE LOGISTICS AGENCY 

Account T>::ee Universe Val id Val id Percentage 
Precision with (+-) 

95-Percent Confidence 
Relative Precision 

Percentage (+-) 

RDT&E 
(1987 & prior years) 

$ 1,460,000 $ 510,000 32.69 $ 170 ,000 33.33 

Procurement 
(1986 & prior years) 

6,620,000 1,880,000 28.40 210,000 11.17 

O&M 58,360,000 8,450,000 14.48 5,590,000 66.15 
(1988 & prior years) (518301000) 0 0 0 .oo 

Totals $ 6016101000 1018401000 51970,000 

Account T>::ee Universe Invalid lnval id Percentage 
Precision with (+-) 

95-Percent Confidence 
Relative Precision 

Percentage (+-) 

RDT&E 
(FY 1987 & prior years) 

$ 1,460,000 $ 530,000 33.97 $ 250,000 47. 17 

Procurement 
(FY 1986 & prior years) 

6,620,000 770,000 11.63 130,000 16.88 

O&M 58,360,000 37,080,000 63.54 14,520,000 39.16 
(FY 1988 & prior years) (518301000) (6101000) 10.53 (2701000) -44.26 

Totals $ 60,610,000 $37,770,000 $ 14,630,000 

INVALID OBLIGATIONS 

Account T>::ee 
lnval id 

Projection 
Precision with 

95-Percent Confidence 
Range of Projected Benefits 
Lower Limit ueeer Limit 

RDT&E $ 530,000 $ 250,000 $ 280,000 to $ 780,000 

Procurement 770,000 130,000 640,000 to 900,000 

O&M $37,080,000 14,520,000 22,560,000 to 51,600,000 

Totals $38,380,000 $ 14,900,000 $23,480,000 $53,280,000 

z t".1 

(") 
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::t:l 
t".1 

IV 



SUMMARY OF POTENTIAL BENEFITS 

RESULTING FROM THE AUDIT 


Recommendation 

Reference 
 Description of Benefits 

Amount and/or 

Type of Benefit 


I.a. Compliance. Deobligation 
of the invalid balances 
shown in Enclosure 1 will 
result in a one-time savings 
and preclude the need for 
additional Treasury resto
rations because current 
funds will not be required 
to cover shortfalls in the 
"M" account. 

$9,148,681* 

1. b. Compliance with DLA Manual 
7000.1-M will result in the 
deobligation of additional 
funds. 

Undeterminable 
at this time. 

I.e. Internal controls and compliance 
with regulations will ensure 
that the Government will recover 
funds due from vendors. 

Nonmonetary. 

2. Compliance. Reobligation of 
Funds with result in improved 
use of DLA appropriations. 

Included 1n 
l.a. 

* The amount shown for Recommendation l.a. is based only on 
accounts reviewed during the audit and does not include 
projections. Although we are certain that monetary benefits of 
between $23.48 million and $53.28 million will result when all 
appropriations are reviewed i tem-by-i tern, we are not claiming 
these monetary benefits because specific deobligations cannot be 
made until item-by-item reviews are performed. 
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DUtNSE LOGISTICS AGEMCY 

NIAOQUAHHI 


CAMUON ITATIOll 

AUUNDIUA. VlllGIHIA IUOl..100 

MEMOlAJIDUM FOi ASSISTAIT IISPICTOI O!DIAL FOi AODITIIB, 

DIPAH•n or DIFlllSI 


IUBJICT: 	 DPatt Audit l1p0Pt on t.be Merled ( ·111·) Account• at. 
\be Det1n11 Loauuee A11ncy 

Tb11 11 h reepone1 \o Jour t Oct 91 ...orandua requeeuna our 
co-1nt1 pert.a1n1na lo t.b1 •ubJect draft audit. report.. Tbe 
auacbld poettion h&1 been appPond b)' Ill. Belen T. McCoy, Deputy
Comptroller, Detlnee Loli•tie• Aaency. 

(1,,, u.f . /J~ 
1 Incl ~~;f..rn:VaaUIT r 

Chief, Internal levsew D1w111on 
Ott tee ot Coapt.Pol hi' 

ENCLOSURE ~ 
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TYPI OF' HPOJtT: AUDIT 	 DATE OF' POSITION: 31 Oct 91 

PURPOSE OF IWPU'f: INITIAL POSITION 

AUDIT TITLE: 	 Draft Audit Report on the Merced 'M' Aeeounts 
at DLA <ProJeet )lo. 1F'!·3001.02l 

JtECOMMENDATJON •2: We reeo...end that the Co111111&nder, Defense Log11ties 
A&•ney, reobli&ate unused balanet1 aad• available by the O..fen1e 
Finane• and Accounting Service, 1f appPOpr1ate. 

DLA COMMENTS: Noneoneur. DLA believe• the rev11ed DoD &uldanee dated 
June 13. lQQJ (enelo1edl on aecountin& for expir•d aeeountl, 1nelud1n& 
'M' and aerged 1urplu1 aeeount• ha1 overtaken thls reeo11mtndat1on. In 
addition, the report under 'Reeordln& of und11tr1buted and un~ateh•d 
dl1bur1e..nt1' 1tate1 that the funds eannot be 'reobll&attd 
Therefore, the Dlr•etor, Defen1e Log11t1ea A&tney, ean take no aet1on 
on thll reeo111111endat1on. 

DISPOSITION: 
< l Aetlon II on&oln&. E1t1-ted Coapht1on Date: 
<X> Aetlon 1• eon1idtred eo~plete. 

RECOMMENDATION MONETABY BENEFITS: IQ,148,881 
DLA COIJO,C£NTS: Thia 11 addrt11td by DFAS. 
ESTIMATED REALIZATION DATI: •1& 
AMOUNT REALIZED: NIA 
DATE lEALIZEO: I/A 

ACTIOI OFFICER: Betty Mllla, DLA·CX, x45057 
PSE REVIEW/APPROVAL: R. N. Crossley, Chief, F'inaneial Systems and 

Control Divialon, DLA·CXF', x4e221, 25 Oet Ql 

DLA APPROVAL: Helen T. McCoy, Deputy Comptroller 
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COMP'TlltOLLtllt or THt Dtl'AlllTMtNT °' DtttHH 

WAaM1HeTOll. DC HHH IN 
J.~ 131~! 

IWIOIV.NtXJM roa UWDD HCltTM! or DtrENH (ACOUlSITION) 
t.SSISTANT HCaETUY or DUDIU (HODUCTlON • 

&.OGlSTICS) 
ASSlSTAJn' ucuturor ft! AMY (PlNAHCJAJ. 

AAN>.CiD'.ENT l 
ASSISTANT HCUTUY or ft! llAVY (PlNAHClAL 

MNACEHnrrl 
~SISTI.HT sicur~Y or ft! All POlCE (FINANCIAL

MAAGDIDrf AMP COMM'lOLLD I 
Dil!CTORS or D!rtNS! ACitNCI!S 
DIUCTOR, WASIINCTON BUI>QOUTERS SERVICts 

SOaJtC~i ltvittd PoD Cuidanct on Accountin9 for Expired
Accour.t1, Includin9 •M• and Mer9ed Surplu• Accounts 

On Dtceabtr 10, 1990, thil ottice provided 9uid1nce 
relative to the i•ple~entation of Public Lav 101-510 re9ardin9 
1ccountin, for expired, "M" and •er9ed aurplu• 1ccounts. That 
9uidance rec09ni1ed the need to provide additional 9uid1nce once 
C»\J an4 Treasury 9uidance blc... 1vail1ble. 

OMB 1nd Treasury have since issued additional 9uidance and 
reportin9 r~ireaenta. Attached 11 revised DoD 9uid1nce that 
incorpor1te1 appropriate ite.. in the C»\J ind Treasury bulletin• 
11 vell 11 other DoD ch1n91a. 

%t it rec09niaed that 1ddition1l la1ue1 re91rdin9 the 
i~ple~entation and i~pact of the nev lav aay aria• and need to 
be 1ddre11ed. My atatf vill continue to ..et and vork vith 
repre1entative1 of the financial and acquiaition eo1111unitie1 to 
resolve such i11ue1 11 ••y arise. Additionally, •Y ataff aay
further amend thi1 9uid1nce if appropriate. 

Oue1tion1 re91rdln9 the attached 9uld1nct and related "M" 
account i11ue1 ••y be directed to the Director for Accountin9 
Policy, Mr. Mtlton Toye, or to M1. Julita Aviles or Mr. Ada• 
Shav o! hil staff (70l) 697•61•9, AUTOYON 227•6l•t. 

£~ '!1wff 
Donald I. Shycoff

Principal DtputJ Coaptroller 

AttachJllent 
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Colwnri 3, •obligation Balance Transfer to •ff• Accounts• will be 
deleted. 

t. No new •M• accounts will be established and axi1tin9 
•M• accounts will be phased out. Amount• tran1ferred to •M• 
accounts by or on September 30, 1990, will not remain available 
for obligation adjustment or di1bur1ement beyond Sept~r 30~ 
lU3 and will be cancelled. Arif i.inobliq&ted ~lancH ruafnin';H 

in the •M• account on September 30, uu:, and Septiiber 30;.... ·r 

1§tt:":'mu1~bi cancelled alid will not be available for 

rHtoration. 


9. on September 30, 1993, all reD1Ainin9 obligated balances 
which had been transferred to the •M• account from those 
appropriation• whose period of availability for obligation
expired on or before Septeaber 30, 1988, vill be cancelled. 

h. Obligated balances of the appropriations whose period of 
availability for incurring new obligations expired on or before 
September 30, 1983, were required to be cancelled and withdrawn 
to the Treasury by March 6, 1991. The only exception to this 
cancellation and withdrawal requirement were: (1) those amounts 
for which there was docUJnentary evidence that a payment va1 
required by May s, 1991: and (2) those amounts which are needed 
for severance payments for foreign national employees. Bowever, 
to the extent that required payments were ~made by May 5, 
1991, the applicable obligation should be cancelled, as should 

any associated obligated balances after Kay 5, 1991. 


(l) Amounts presented for payment on March 6, 1991, and 
thereafter, which cite •M• accounts, shall not be paid until the 
paying office has determined that the applicable funds cited, er 
used to make such payment, exclude any aaounts from cancelled 
accounts. 

(2) Treasury reporting requirements concerning

cancellations on March 6, 1991 and the residual balances for 

those amounts carried over to May 5, 1991, require: 


(a) The identification of obli;ated •M• account 
balances cancelled and withdrawn on March 1, 1991. These 
amounts were to be certified by the applicable DoD Component and 
submitted to the Treasury by April 15, 1991 to9ether vith the 

amounts to be restor•d &1 specified in para9raph 3.e., above. 


- -- -Ua.->-- .The ..i.d.entUica.ticn. of residual b&lanc.u ca.rr_ie!1 
ever to May 5, 1991, in accordance vith the provisions of 
para9raph 3.h., as well al these amounts cancelled and v~thdravn 
effective May 6, 1991 (due to nonpayment by May 5, 1991). DoO 
Components are required to provide a certified report of these 

residual amounts to the Defense Finance and Accountin9 Service 

not later than June l, 1991. Attachment l to Treasury Bulletin 

No. 91-03 prescribes the format to be used for this report. 
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Nov 1t.t1 	1s:•s No.010 P.O~ 

OErENSE FINANCE ANO ACCOUNTINU SERVICE 

WASHINGTON 0C aQJ76 MX>I 

MtHOJV.lfDUM FOR l•SPECTOR GENERAL, DEPART'4EN~ or DEFENSE 

SU8J£CT1 	 Oratt Audit ~eport on Mer9ed (•M•) Accounta at the 
Dcf•n•• Lo9i•tice A9•ncy (Proj•ct No. 1PE->OOl.02) 

By ••~orandlPI dated Ootober 4, 1ttl, COlllllenta were requested 
on th• reeom"'endetiona end the account• identitied for 
dcobli9ation in the aubjeet report. 

Th• detailed Defense tinence and Aeeountin9 Service 
responaes to the reeomr.endations contained in the draft report 
are attached. 

~r.4~ 

Director 

Attaeheent 

ee: 	 or~.s-co 
DI>. 
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on:rca OP 'ftCI lJllPSCl'Ol OIXZAAL 

D&PU'nelft OP DIPsdl 


DaAPT AUOtT a.non Olf 'l'D llCl:llCID ( •M•) 

ACCOUM'H AT THI DlnMll l.DGI81'lct AO!KCY 


PltOJICT llO. lrt->001.02 

D!FENH PINUCI AMO ACCOOMTtMG SPVICE USPOKHI 

BgCO!OQ:NPATIOM 11: Po•t un111tch~ diebur••••nt•, d1obli9at1 th• 
D1f1n11 Lo9i•tic• A91ncy'• invalid ••r91d account balance• •• 
•hovn in lnclo•ura 1, and perait D1'. to r•obli91t1 unu••d 
balanc•• where 1ppropriat1. 

prt.S coM!Q!KT: eo~r. DrAS - Coluabu• C•nt•r i• currently
workin9 on thi• and ha• co~pl1t1d the nece•••ry action• for 
approximately 70 percent of th• account•. l•tiaat1d co~pl1tion 
d1t11 31nuary 15, 1992. 

l&coMKtJ!PATIOH lb: Direct 1 review of DLA'• r1a1inin9 
un11qu1d1t1d aar91d account• and d1obli9at1 account• with 
unaupported or invalid b1l1ncee. 

P[t.S ooK!C£llT: Concur. DPAS • Coluabue Center haa coaplet1d the 
11:>ova action• on approxiaately fO percent of the 1ccount1. 
l•ti..ted coaplation d1t11 Julf >1, ltt2. 

IJ:CQKK!MPATION 10: Identify and reconcile all n19ativ1 aar91d 
account bal1ne11 to l>I 111ainat1d at th• •nd of each tiacal year.
Vnr1coneil1d account• ahould b• tr11ted •• r1e1iv1bl11 until it 
11 d1t1nain•d vhather th• ovardi1bur11a1nt1 1r1 po1tin9 1rror1, 
undl1tributed/una1tched tran11ction1, or actual ov1rdi1bur11a1nt• 
with refund• due fro• vendora. 

Drt.S cotoa:KTr Partially concur. DPAI • Col\Ullbu1 Center a9rau 
to id•ntify and r1concila all 11e9ativ1 a1r91d account b1l1nc11. 
Thi• h•• been dona for 1pprox1..t1ly 50 percent of the 1ccount1. 
Kow1v1r, v1 nonconcur with tr11tinq all unreconciled account• •• 
race!vabl••· Many ot the r•cord• are invalid and in1ccur1t1. A 
r1c1ivabl1 will bl ••t up for a 9iv1n account, vhan valid. ~o 
l'll9ativ1 bal1nc1a will bl 1liain1ted or vrittan otf until th• 
~ca11ary r••••rcb 11 partonMd and tba correct account balance 
1• det1rain1d. l•tiaat1d coaplation dat11 :uly >1, 1192. 
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ACTIVITIES VISITED OR CONTACTED 

Off ice of the Secretary of Defense 

Washington Headquarters Services, Arlington, VA 

Department of the Air Force 

Wright-Patterson Air Force Base, OH 

Defense Agencies 

Defense Finance and Accounting Service, Columbus, OH 
Defense Finance and Accounting Service Records Center, 

Duluth, GA 
Defense Logistics Agency, Alexandria, VA 

Defense Contract Administration Services Region, 
Philadephia, PA 
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REPORT DISTRIBUTION 


Off ice of the Secretary of Defense 

Comptroller of the Department of Defense 

Defense Agencies 

Director, Defense Finance and Accounting Service 
Director, Defense Logistics Agency 

Off ice of Management and Budget 
U.S. 	General Accounting Office, NSIAD Technical 

Information Center 

Congressional Committees: 

Senate Subcommittee on Defense, Committee on Appropriations 
Senate Committee on Armed Services 
Senate Committee on Governmental Affairs 
Ranking Minority Member, Senate Committee on Armed Services 
House Committee on Appropriations 
House Subcommittee on Defense, Committee on Appropriations 
Ranking Minority Member, House Committee on Appropriations 
House Committee on Armed Services 
House Committee on Government Operations 
House Subcommittee on Legislation and National Security, 

Committee on Government Operations 
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