INSPECTOR GENERAL
DEPARTMENT OF DEFENSE
400 ARMY NAVY DRIVE
ARLINGTON, VIRGINIA 22202-2884

REPORT
NO. 92-062 March 19, 1992

MEMORANDUM FOR DIRECTOR, DEFENSE ADVANCED RESEARCH PROJECTS
AGENCY

SUBJECT: Report on Merged ("M") Accounts at the Defense
Advanced Research Projects Agency
(Project No. 1FE-3001.03)

Introduction

This final report on the audit of merged accounts at the
Defense Advanced Research Projects Agency (DARPA) is provided for
your information and use. This report covers a portion of the
DoD-wide audit, the results of which were summarized in our
Report No. 92-028, "Merged Accounts of the Department of
Defense," December 30, 1991. The primary audit objective was to
determine the validity of obligation balances in the Merged ("M")
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 audit each DoD account
established under U.S.C., title 31, sec. 1552(a). For each
merged account, the audit shall identify:

o the balance of each account as of November 4, 1990;

o the amount required to meet valid obligations and the
amount considered to be no longer valid;

o 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 automated accounting systems could not provide midmonth
data, we relied on the October 1990 month-end data to accurately
represent the value of "M" accounts. In our DoD-wide report, we

published the average age, size, and object classifications of
DARPA's obligations.



Scope of Audit

The audit was made between January and June 1991.
Enclosure 5 lists the activities we visited or contacted. We
reviewed the financial statement documentation for unliquidated
obligations in DARPA's merged accounts. Funding for DARPA 1is
provided to its agents on a reimbursable basis under the
Research, Development, Test and Evaluation (RDT&E)
appropriation. The Comptroller of DARPA reported the following
balances as of October 31, 1990:

DARPA'S REPORTED BALANCES

Fiscal Year RDT&E Funds
1986 and prior years $33.71 million
1987 18.05 million

Total $51.76 million

The DARPA merged obligation balance included a separate
unliquidated balance in FY 1987 funds 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.

Selection of sample. To evaluate DARPA's "M" accounts, we
used statistical sampling techniques. In selecting our sample,
we used a stratified three-stage cluster. 1In the first stage, we
selected DARPA from the universe of Defense agencies, and in the
second stage, we selected three DARPA agents: the Office of the
Secretary of Defense (0SD), Washington Headquarters Services
(WHS); the Office of the Chief of Naval Research (OCNR); and
Air Force activities at Los Angeles, Hanscom, and Wright-
Patterson Air Force Bases. During the third stage, we stratified
and randomly selected specific obligations for review, as shown
below:

ITEMS FOR REVIEW

Universe Sample
Items Obligations Items Obligations
0SsD 595 $31.80 million 31 $6.63 million
OCNR 293 7.70 million 30 3.40 million
Air Force 241 6.67 million 36 (3.16 million)
Totals 1,129 $46.17 million 97 $6.87 million




Due to negative balances of unliquidated obligations, the
sample's total value did not effectively present the range and
dollar value of the total DARPA universe. The positive balance
was $31.73 million and the negative unliquidated obligation
balance was $24.86 million, which produced a net sample value of
$6.87 million. The sample included 22 RDT&E items for FY 1987,
valued at $12.99 million.

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, or the implementation of the Federal Managers'
Financial Integrity Act pertaining to the audit objectives.

The unliquidated obligations in DARPA's "M" account balances
were obtained from each agent's accounting system. The
unliquidated obligation balance was computed by finance and
accounting personnel, using the value of obligations recorded
minus posted disbursements. This procedure often resulted in an
overdisbursed condition with a negative balance, which distorted
the total unliquidated obligation balance in the "M" accounts and
the related sample.

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 are
discussed below under "Prior Reviews" and include inadequacies in
oversight, review, reconciliation, accounting data, and
documentation. Due to the work involved in verifying the account
balances in merged accounts, we did not have time to identify the
causes of the deficiencies noted during our audit. However, we
believe that Inspection Report No. 90-INS-05 accurately describes
the types of control weaknesses that led to such deficiencies.
Our 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 B84-798) so that agencies could pay obligations associated
with activities for which no unexpired appropriation exists.
Congress dissolved the merged accounts in 1990 and made all
appropriations available for disbursements and adjustments for
5 fiscal vyears following expiration. After 5 years, all
disbursements and adjustments for an appropriation must be made
from current vyear funds appropriated for similar purposes.
Appropriations maintain their identity throughout the 5-year
period.

Prior Reviews

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

GAO review. The GAO issued a final report, "Expired
Appropriations: New Limitations on Availability Make Improved
Management by DoD Essential," OSD Case No. 8309-C, July 1991.
The report documented a large increase in the use of DoD merged
surplus authority and recommended strengthening restoration
procedures by increasing management's attention to this issue.

Inspector General, DoD, review. Inspection Report
No. 90-INS-05 identified 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 negative unliquidated obligations;

o 1inadequate or inconsistent reviews;

o lack of command emphasis and routine quality
assurance; and

0 1inadequate accounting data because of weak internal
controls and poor recordkeeping practices.

Management generally agreed with the report, but did not
make sufficient resources available to ensure corrective action
in all cases. We observed many of the same problems.



Discussion

Review of wunliquidated obligations. DARPA's total "M"
account balance did not accurately reflect the status of its
RDT&E account. Accounts were not verified annually; therefore,
balances were improperly stated. Official account balances
reflected unliquidated obligations of $46.17 million, while our
projections indicated that an absolute value of $52.89 million
was valid and that the account could be underobligated.

The DARPA Comptroller reported $51.76 million in total "M"
year obligations, including FY 1987 funds. Of this total, the
three selected DARPA agents reported a merged account balance of
$46.17 million, or 89 percent of the total DARPA "M" account
balance. The reported balance is a net figure of positive and
negative obligations. The negative obligations existed due to
improper posting of disbursements to individual contract 1line
items. The absolute value methodology of calculating the balance
more accurately portrays the true value of the account. (An
absolute value is one in which all figures are defined only by
magnitude, without a positive or negative sign.) We calculated
the absolute value of the three DARPA agents' balance to be
$128.83 million. This was computed by adding $87.5 million, the
absolute value of the positive obligations, to $41.33 million,
the absolute value of the negative obligations.

Using statistical sampling techniques, we projected the net
value of wvalid obligations to be a negative balance of
$7.03 million and the net value of invalid obligations to be a
positive balance of $21.35 million (see Enclosure 2). These net
values included negative balances within the projections.
Accounting and finance personnel at audit sites were advised to
deobligate invalid balances during the audit. The projected
value of the valid obligations was $52.89 million, which was
based on absolute balances of $22.93 million in positive and
$29.96 million in negative obligations. The absolute value of
invalid obligations was $75.94 million, which also included
undistributed and unmatched disbursements.

Our projections for wvalid accounts exceeded the reported
value of our sample universe ($46.17 million) by $6.72 million
because many sample items contained negative obligation
balances. Because we did not conduct a 100-percent review of all
accounts, we could not determine whether the projected excessive
obligations are a function of statistical variance, or whether
our sample reflected the Defense Agencies entire RDT&E
appropriation, which was overdisbursed.

The balances that included negative obligations distorted
DARPA's "M" account balances reported to O0SD and Congress.



Negative balances decreased the total "M" account balance, and
additional funds may need to be obligated to correct the deficits

in individual DARPA orders. This condition occurred because
managers did not ensure an effective annual review of the
validity of unliquidated obligated balances. Also, finance and
accounting personnel were not reconciling payment

discrepancies. Reconciliation of payment discrepancies was time-
consuming because finance and accounting personnel had to deal
with accounting systems, programs, and procedures of the Defense
Contract Administration Services Regions (DCASRs) and DARPA
agents.

We considered obligation balances to be invalid when:

o balances were not supported by adequate
documentation;

o disbursements were incorrectly 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 deobligated; or

o the paying office had made disbursements, but the
finance and accounting office had not posted the disbursements by
November 4, 1990 (undistributed disbursements).

We randomly selected and verified account balances against
recorded obligations. We verified records of disbursement
maintained by both the finance and accounting activity (the
posting office) and the paying office (usually DCASRs). From the
97 items reviewed, we identified 35 items with full or partial
valid obligations. Of these, there were 21 items with positive
valid obligations of $14.74 million and 14 items with negative
valid obligations of $17.85 million, which resulted in valid
obligations totaling a negative $3.11 million. Until all
accounts are reconciled, DARPA agents' disbursements may be
greater than obligations available. Negative obligations can be
deemed valid if it 1is determined that the disbursements were
correct, but insufficient funds were obligated to cover expenses
posted to the DARPA order or contract line item.

For example, at WHS, we found that one DARPA order appeared
to be overdisbursed by $4.84 million. We did not validate the
propriety of the payments, but we verified that the disbursement
was posted to the correct DARPA order cited on the voucher. We
found additional undistributed or unmatched vouchers of



$1.31 million. When the undistributed amount of $1.31 million
was added to the current balance of this DARPA order, the result
was a negative unliquidated obligation balance of $6.15 million.

We identified $2.73 million of invalid balances that could
be deobligated and put to better use (see Enclosure 3). Of the
sampled items that had full or partial invalid obligations,
40 percent of the dollar amounts reported by DARPA were available
for reobligation to meet other contract adjustment
requirements. A summary of invalid items and dollar amounts and
an explanation of each is at Enclosure 1.

Recording of unmatched and undistributed disbursements.
Unmatched or undistributed disbursements are those payments made
by the paying office but not posted to the accounting records.
Finance and accounting offices had problems collecting
disbursement data. The Defense Finance and Accounting Service
(DFAS) was aware of the problems with reconciliation of account
balances and had begun taking corrective action; however,
considerable work remained. Of the unliquidated obligations
sampled, there were 62 items with full or partial invalid
obligations. Of the 62 items, 43 items were no longer valid
because disbursements had been made prior to November 5, 1990,
but had not been posted. These 43 items accounted for
$7.26 million in invalid obligations.

Resolution of overdisbursed accounts. The resolution of
overdisbursed accounts remains a significant problem at the
Defense finance and accounting offices. As noted previously, no
DARPA contract was overdisbursed, but many individual DARPA
orders associated with large <contracts —carried negative
balances. This overdisbursed condition resulted from posting
errors, duplicate payments, and obligation documents that did not
agree with finance and accounting office records. An effective
program did not exist to reconcile overdisbursed obligations in a
timely manner. In addition to the DARPA order that was
overdisbursed by $6.15 million, a negative obligation balance
existed for an FY 1986 sample item with a negative balance of
$54,000. The reconciliation of this sample item revealed that a
payment of $14,700 was erroneously posted to the accounting
records three times, and an additional payment of $10,000 was
posted to the wrong DARPA order. These posting errors caused the
negative obligation of this item. When the errors are corrected,
the item will have a zero balance.

Since the "M" account surplus authority was withdrawn, the
problem of negative obligations has become more visible.
Accounts now appear to be overobligated or overdisbursed and may
require Anti-Deficiency Violation reporting as prescribed in DoD
Directive 7200.1, "Administrative Control of Appropriations,"”



July 27, 1987. Posting errors and duplicate payments contribute
to negative obligation balances in the overall "M" account
balance. We recommended that finance and accounting offices
record negative obligations as accounts receivable or refunds
receivable instead of canceling them when accounts are closed.
This will create offsetting debits and allow for the possibility
that negative unliquidated obligation balances may result from
posting errors or duplicate payments, and will allow agencies to
research the balances and receive any refunds due the Department
of Defense.

The "DoD Accounting Manual," DoD Manual 7220.9-M, February
1988, states, "All debts and accounts for which a determination
is made that money is owed to the U.S. Government shall be
considered as receivables and recorded in a DoD Component's
accounting system at the earliest opportunity." Until otherwise
reconciled, "M" accounts with negative obligation balances should
not be deobligated and should be considered as receivables, since
the balances may contain duplicate payments for which the
Department of Defense or its agents are due a refund. However,
once the negative obligations are posted to accounts receivable
status, they must be reconciled to a positive balance prior to
the write-off of "M" account obligations as required by law, and
prior to final expiration of all "M" accounts in FY 1993.

Related Reporting Requirements

DoD Manual 7220.9-M, Chapter 93, "Year-End Closing
Statements," requires fund administrators to provide a
supplemental schedule of obligations reviewed by independent
sources, and the dollar amounts deobligated based on the
independent reviews. The results of this review should be
incorporated into DARPA's year-end closing statements, and should
be submitted with the completed "Accounting Report" ([M]1176) or
"Year-End Closing Statement," Treasury Fiscal Service Form 2108.

Recommendations For Corrective Action

We recommend that the Director, Defense Advanced Research
Projects Agency:

1. Require its agents to adjust their accounts so that all
invalid merged account balances 1listed in Enclosure 1 are
deobligated and unused funds are reobligated where appropriate.

2. Require agents to conduct an item-by-item review of the
Defense Advanced Research Projects Agency's remaining
unliquidated merged accounts and deobligate invalid funds.



3. Require agents to identify negative unliquidated
obligations. Once identification has been completed, negative
obligations should either be reconciled to the original
obligations or treated as receivables until the overdisbursements
can be resolved.

Management Comments

Management concurred with Recommendation 1. DARPA will
request that the agents selected for statistical audit sampling
review the audited accounts and report to DARPA the actions taken
to comply with the recommendation. The estimated completion date
is January 31, 1992.

Management concurred with Recommendation 2. DARPA will ask
all of its agents to improve their reviews of unliquidated merged
accounts and follow up with timely deobligation of invalid
funds. The estimated completion date is January 31, 1992.

Management concurred with Recommendation 3. DARPA will
request that all of its agents improve their procedures for
identifying and reconciling negative unliquidated obligations for
the merged accounts. The estimated completion date is
January 31, 1992,

The complete text of DARPA's comments is at Enclosure 4.
DARPA did not comment on the estimated monetary benefits in the

draft report. DoD Directive 7650.3 requires comments on each
recommendation as well as on the estimated monetary benefits
resulting from the audit (see Enclosure 3). The Director of

DARPA is requested to comment on the monetary benefits shown in
the final report. Comments should be received by April 30, 1992.

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). Enclosure
6 lists the distribution of this report.

/ééiﬁéi}? j4a=£:;z;vn~¢41
Robert#J. Lieberman

Assistant Inspector General
for Auditing

cc:
Comptroller of the Department of Defense
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SUMMARY OF POTENTIAL
BENEFITS RESULTING FROM THE AUDIT

Recommendation Amount and/or
Reference Description of Benefits Type of Benefit
1. Compliance. Deobligation of $2,725,757; funds
the invalid balances shown at put to better use.

Enclosure 1 will result in a
one-time savings; additional
Treasury restorations will
not be needed because current
funds will not be required

to cover shortfalls in the
"M" account.

2. Compliance with DoD Manual Undeterminable.*
7220.9~M will result in the
deobligation of additional
funds.

3. Internal controls and Nonmonetary.
compliance with regulations
will ensure that the
GCovernment will recoup funds
due from vendors.

* The amount shown for Recommendation 1. is based only on accounts reviewed
during the audit and does not include projections. Although we are certain
that monetary benefits of between $17.2 million and $60.26 million will result
where all appropriations are reviewed item-by-item, we are not claiming these
monetary benefits because specific deobligations cannot be made until
item-by-item reviews are performed. All accounts with negative balances were
omitted from our projections.
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DEFENSE ADVANCED RESEARCH PROJECTS AGENCY
3701 NORTHFAIRFAX DRIVE
ARLINGTON, VA 22203-1714

MEMORANDUM FOR DIRECTCR, FINANCIAL MANAGEMENT DIRECTCRATE, DODIG

SUBJECT: Comments on Draft Audit Report on Merged "M™ Accounts at
DARPA Project No. 1FE-3001.03

WNe have reviewed the three reconmendations for corrective
actions in the subject report dated November 1, 1991. We concur
with these recommendations and propose to take the following
actions £o accomplish them.

Recommendation 1. DARPA will request that the agents selectead
for statistical sampling review the audited accounts and report to
DARPA the action tTaken to comply with the recommendation.

Recommendation 2. DARPA will reguest all of our agents to
improve their reviews of uniiquicdated merged accounts and follow
up with timely decbligaticns of invalid Zunds.

Recommendation 3., DARPA will request all of our agents to
improve their procedures for identifying and reconciling negative
unliquidated merged account obligations.

Tasking letters will be sent out to our agents next month. A
copy of the tasking letters will also be provided to your office.

C‘?ﬂr}o
Gregory Colocstronis
Comptroller
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DEPARTMENT OF DEFENSE
WASHINGTON HEADQUARTERS SERVICES

WASHINGTON, DC 20301-1155

(Budget & Finance) 2 December 1991

MEMORANDUM FOR INSPECTOR GENERAL, DOD

SUBJECT: Draft Audit Report on Merged ("M") Accounts at DARPA

This office has reviewed subject report. Although some
questions pertaining to specific cases may be unresolved, this
office concurs with the recommendations for corrective action.

-

oe Friedl
Director
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ACTIVITIES VISITED OR CONTACTED

Office of the Secretary of Defense

Office of the Secretary of Defense, Washington Headquarters
Services, Washington, DC
Defense Supply Service-Washington, Washington, DC

Defense Agencies

Defense Advanced Research Projects Agency, Arlington, VA
Defense Finance and Accounting Service
Defense Finance and Accounting Service - Columbus Center,

Colmbus, OH

Defense Finance and Accounting Service - Denver Center,
Denver,
Defense Contract Management District - Mid-Atlantic,
Philadelphia, PA
Defense Contract Management District - Northeast, Boston, MA
Transition Management Office, Cleveland, OH
Transition Management Office, Dallas, TX

CO

Department of the Army

U.S. Army Tank-Automotive Command, Warren, MI

Department of the Navy

Office of the Chief of Naval Research, Arlington, VA
Navy Regional Finance Center, Arlington, VA

Navy Supply Center, Oakland, CA

Navy Regional Contracting Center, Philadelphia, PA
Naval Research Laboratory, Washington, DC

Naval Underwater Systems Center, New London, CT
David Taylor Research Center, Bethesda, MD

Department of the Air Force

U.S. Air Porce Systems Command, Andrews Air Force Base, MD

U.S. Air Force

Base,

OH

Accounting and
Accounting and
Accounting and
Accounting and

Logistics Command, Wright-Patterson Air Force

Finance
Finance
Finance
Finance

Office,
Office,
Office,
Office,

Non-DoD Federal Organizations

Los Angeles Air Force Base, CA
Kirtland Air Force Base, NM

Hanscom Air Force Base,
Norton Air Force Base,

MA
cA

U.S. Department of Energy, Liaison Office, Kirtland Air Force

Base,

NM
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REPORT DISTRIBUTION

Office of the Secretary of Defense

Comptroller of the Department of Defense

Defense Agencies

Director, Defense Logistics Agency

Director, Defense Finance and Accounting Service

Office of the Inspector General, Defense Intelligence Agency
Office of the Inspector General, National Security Agency

Non-DoD Agencies

Office 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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List of Audit Team Members

Nancy L. Hendricks, Director

Terry L. McKinney, Program Director
Richard B. Bird, Project Manager
James D. Wells, Team Leader
Michael McKinnon, Auditor

Andrew Katsaros, Auditor
Jacqueline Vos, Auditor



ACTIVITIES VISITED OR CONTACTED

Office of the Secretary of Defense

Office of the Secretary of Defense, Washington Headquarters
Services, Washington, DC
Defense Supply Service-Washington, Washington, DC

Defense Agencies

Defense Advanced Research Projects Agency, Arlington, VA
Defense Finance and Accounting Service
Defense Finance and Accounting Service - Columbus Center,
Colmbus, OH
Defense Finance and Accounting Service - Denver Center,
Denver, CO
Defense Contract Management District - Mid-Atlantic,
Philadelphia, PA
Defense Contract Management District - Northeast, Boston, MA
Transition Management Office, Cleveland, OH
Transition Management Office, Dallas, TX

Department of the Army

U.S. Army Tank-Automotive Command, Warren, MI

Department of the Navy

Office of the Chief of Naval Research, Arlington, VA
Navy Regional Finance Center, Arlington, VA

Navy Supply Center, Oakland, CA

Navy Regional Contracting Center, Philadelphia, PA
Naval Research Laboratory, Washington, DC

Naval Underwater Systems Center, New London, CT
David Taylor Research Center, Bethesda, MD

Department of the Air Force

U.S. Air Force Systems Command, Andrews Air Force Base, MD

U.S. Air Force Logistics Command, Wright-Patterson Air Force
Base, OH

Accounting and Finance Office, Los Angeles Air Force Base, CA

Accounting and Finance Office, Kirtland Air Force Base, NM

Accounting and Finance Office, Hanscom Air Force Base, MA

Accounting and Finance Office, Norton Air Force Base, CA

Non-DoD Federal Organizations

U.S. Department of Energy, Liaison Office, Kirtland Air Force
Base, NM
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Comptroller of the Department of Defense
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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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