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Report No. 97-045 December 12, 1996 
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Financial Accounting at the Defense Intelligence Agency 

Executive Summary 

Introduction. Public Law 103-356 requires DoD to provide consolidated financial 
statements for FY 1996 to the Office of Management and Budget. Financial data from 
the Defense Intelligence Agency (DIA) will be included in the consolidated financial 
statements for DoD. The DIA reported $785 million in assets and $612 million in 
operating expenses to the Defense Finance and Accounting Office for FY 1995. 

Audit Objectives. The overall audit objective was to assess internal controls and 
compliance with laws and regulations to determine whether DIA accounting systems 
can produce reliable information necessary to prepare financial statements required by 
the Chief Financial Officers Act. We also reviewed supporting documentation for 
financial information DIA provided to DFAS for FY 1995 and tested accounting 
transactions to validate the effectiveness of accounting operations and controls. 

Audit Results. The DIA accounting records did not contain accurate financial 
information, and information reported to the Defense Finance and Accounting Service 
for FY 1995 was incorrect. A major inaccuracy included up to $222.5 million in 
disbursements for DIA by others that DIA had not recorded in accountable records as 
of June 30, 1996. As a result, financial information and reports cannot be relied on to 
produce accurate financial statements required by the Chief Financial Officers Act. 

The management control program could be improved by correcting material weaknesses 
in accounting and property controls and reporting. Recommendations in the report, if 
implemented, will assist DIA in preparing accurate financial data to be included in the 
consolidated DoD financial statements required by Public Law 103-356. 

Summary of Recommendations. We recommend that DIA establish controls to verify 
that disbursement vouchers are accounted for and provide resources to reduce the 
backlog of unrecorded disbursements; verify that all DIA property meeting DoD 
capitalization criteria is recorded in the general ledger, supported by subsidiary records, 
and reconciled periodically; recognize income and accounts receivable based only on 
actual or constructive performance of reimbursable orders; promptly bill customers, 
record collections, and follow up on delinquent accounts receivable for goods and 
services provided; and ensure that reported advances and liabilities are valid and 
supportable. We also recommend that DIA tailor management control evaluations to 
the specific control objectives necessary to correctly account for and report information 
for the financial statements required by the Chief Financial Officers Act. 

Management Comments. The DIA generally concurred with the recommendations 
and stated that corrective actions have been or would be implemented. The DIA 
conditionally concurred with recommendations to record accrued liabilities from field 
centers and to record employee payroll costs earned, but not paid. DIA based its 
conditional concurrence on programming changes that the National Security Agency 



plans to make in FY 1998 to the accounting system used by DIA. The DIA 
nonconcurred with the recommendation to record income and accounts receivable from 
reimbursements based on actual or constructive performance. Management stated that 
it was unable to comply and will request a waiver from the Office of the Secretary of 
Defense to continue to record earnings and accounts receivable from reimbursements 
based on obligations. See Part I for a discussion of management comments and Part III 
for the complete text of management comments. 

Audit Response. The DIA does not need to wait for the National Security Agency to 
make comprehensive programming changes to the accounting system before recording 
accrued liabilities from DIA field centers and accrued payroll for DIA employees. 
DIA can record accounts payable for the DIA field centers when it manually records 
other monthly summary information for the field centers. Further DIA can use 
procedures that the National Security Agency currently uses to record monthly accrued 
payroll. Therefore, we request that DIA reconsider its position and provide additional 
comments on the final report by February 11, 1997. We disagree that DIA cannot 
record reimbursable income based on actual or constructive performance, but the DIA 
action to request a waiver meets the intent of the recommendation. If DIA receives a 
waiver from the Office of the Secretary of Defense not to comply with the DoD key 
accounting requirement for accrual accounting, DIA should provide appropriate 
footnotes to its financial statements. 
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Part I - Audit Results 




Audit Results 

Audit Background 

The Chief Financial Officers (CFO) Act of 1990 (Public Law 101-576) requires 
Federal organizations to submit audited financial statements to the Director, 
Office of Management and Budget. Public Law 103-356, "The Federal 
Financial Management Act of 1994," requires DoD and other Government 
agencies to prepare consolidated financial statements for FY 1996 and each 
succeeding year. Financial statements for the Defense Intelligence Agency 
(DIA) will be included in the consolidated financial statements for DoD. The 
DIA reported $785 million in assets and $612 million in operating expenses to 
the Defense Finance and Accounting Office (DF AS) for FY 1995. 

Accounting Systems Used by DIA. On October 1, 1993, the DIA began using 
the General Accounting and Reporting Subsystem (GAC) to perform budgeting 
and accounting for funds appropriated in FY 1994 and subsequent years. The 
GAC is owned and maintained by the National Security Agency (NSA). The 
GAC uses standard DoD general ledger accounts and is a near, real-time-on­
line, fully integrated accounting and management information system. An 
automated transaction journal maintains specific information for each 
transaction. The specific information is batch-posted to subledgers in the GAC 
at 15-minute intervals. 

Based on the DIA FY 1996 budget, DIA expected to post about 82 percent of 
its budget to the GAC using individual transactions. The remaining 18 percent 
would be posted to the GAC in monthly summary entries for DIA field 
operating locations. DFAS systems maintain transaction accounting to support 
the summary entries for the Missile and Space Intelligence Center (MSIC), the 
Armed Forces Military Intelligence Center, and the Joint Field Support Center. 
Also, DIA receives summary obligation and disbursement data from 
23 Department of State financial service centers for DIA Defense Attache 
Offices and Defense Liaison Detachment Offices worldwide. Accounting 
personnel consolidate the accounting data and post that information to the GAC 
in monthly summary entries. 

In addition, DIA used a DF AS-owned system, the Air Force Base Level 
General Accounting and Finance System (BQ System), to account for DIA 
funds appropriated before FY 1994. Accounting personnel used locally 
designed spreadsheets and data bases to summarize information for posting to 
the BQ and GAC systems for inclusion in budgetary reports required by DFAS. 

Accounting Responsibilities. During FY 1993, as a result of Defense 
Management Report Decision 910, DFAS assumed responsibility for many 
accounting and finance functions performed throughout DoD. However, due to 
security requirements, the Under Secretary of Defense (Comptroller) allowed 
DIA to be supported by the NSA accounting system, the GAC, to provide 
secure finance and accounting services. DFAS is responsible for preparing 
DoD consolidated financial statements, which will include financial data 
provided by DIA. 
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Audit Results 

Audit Objectives 

The overall audit objective was to assess internal controls and compliance with 
laws and regulations to determine whether DIA accounting systems can produce 
reliable information for preparing financial statements required by the CFO Act. 
Also, we reviewed supporting documentation for financial information that DIA 
provided to DFAS for FY 1995 and tested accounting transactions to validate 
the effectiveness of accounting operations and controls. Appendix A discusses 
the audit scope and methodology and the review of the management control 
program. Appendix B provides details on related prior audit coverage. 
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Financial Accounting and Reporting 
The DIA accounting records did not contain accurate financial 
information, and DIA information reported to DFAS for the FY 1995 
financial statements was incorrect. A major inaccuracy included up to 
$222.5 million in disbursements for DIA by others that DIA had not 
recorded in accountable records as of June 30, 1996. Accountable 
records and reported information were inaccurate because DIA: 

o did not adequately account for, promptly record, or correctly 
report disbursements; 

o did not follow DoD established capitalization criteria and did 
not reconcile the equipment account in the general ledger with property 
subsidiary records; 

o incorrectly recognized income and receivables from 
reimbursements prior to performance of reimbursable orders, and did 
not effectively bill and collect accounts receivable; 

o did not accrue liabilities and expenses in the GAC for funds 
appropriated after FY 1993, and did not validate liabilities shown in the 
BQ System for funds appropriated before FY 1994; 

o did not verify the validity of recorded travel advances; and 

o had not established effective management controls. 

As a result, financial information produced and reported by DIA cannot 
be relied on to prepare accurate financial statements required by the 
CFO Act. 

Recording and Reporting Disbursements 

As of June 30, 1996, DIA had a backlog in recording disbursements by others. 
The backlog had been a problem during FY 1995 and continues for FY 1996 
and has caused the asset, liability, and expense account balances to be misstated. 
Also, DIA did not have effective procedures to ensure that vouchers were 
accounted for correctly. In addition, DIA improperly aged the value of 
disbursements in transit on the monthly Problem Disbursement Report required 
by DFAS. 

Recording Disbursements. As of June 30, 1996, DIA records showed 
$222.5 million in disbursement transactions that had not been posted to DIA 
accounting records. The amount represented about 46 percent of the 
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Financial Accounting and Reporting 

disbursements recorded during FY 1996 as shown on the Report on Budget 
Execution for June 30, 1996. The unrecorded disbursement transactions were 
in various stages of processing as shown in Table 1. 

Table 1. Unrecorded Disbursements as of June 30, 1996 

Cate~ory 
Amount 

(millions) 

Disbursement vouchers awaiting $114.0 
processing 

Disbursements in transit 87.9 
Unreconciled differences in 

disbursements in transit 20.6 

Total $222.5 

Disbursement Vouchers Awaiting Processing. As of June 30, 1996, 
DIA had 2,067 vouchers valued at $114.0 million that were not included in 
accountable records and were awaiting processing. (Processing included putting 
vouchers into specific voucher blocks and posting the vouchers to accountable 
records.) The DIA received the paid voucher packages from various disbursing 
organizations weekly. DIA accounting personnel separated the voucher 
packages into blocks for processing. The voucher blocks are totaled, assigned 
block dates, and recorded in a disbursement control log book for control 
purposes. In March 1996, due to delays in voucher block processing, DIA 
contracted for two additional personnel to assist in reducing the backlog of 
unprocessed disbursement vouchers. However, as of June 1996, DIA was still 
about 2 months behind in preparing vouchers for entry into accountable records 
(the GAC or the BQ System). 

Disbursements in Transit. As of June 30, 1996, DIA reported to 
DFAS that $87.9 million of disbursements by others was in transit. The 
$87.9 million represented about 7,000 vouchers that DIA had blocked for 
recording in accountable records during the previous 6 months. Although the 
value of the disbursements in transit was not yet recorded in DIA accountable 
records, DIA reduced unpaid obligations on the monthly Report on Budget 
Execution to account for disbursements in transit identified at the end of each 
month. 

Unreconciled Difference in Disbursements in Transit. In addition to 
the $87.9 million that was not recorded in accountable records as of June 30, 
1996, the DIA disbursement control log showed an additional $20.6 million to 
be recorded in accountable records. After our initial review, DIA accounting 
technicians examined the unrecorded voucher blocks in the disbursement control 
log to determine whether the voucher blocks had been posted to accountable 
records. DIA accounting technicians reviewed the outstanding voucher blocks 
and concluded that the $20.6 million in outstanding vouchers had been recorded 
because the vouchers were not on the desks of the accounting technicians. DIA 
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Financial Accounting and Reporting 

accounting personnel did not use the accounting records to verify that the 
outstanding voucher blocks marked as completed were actually recorded in 
accountable records. Consequently, the acc0unting technicians' reconciliation 
of the control log with the reported disbursements in transit was inconclusive. 

Reporting Disbursements in Transit to DFAS. The DFAS requires DIA to 
submit to the DFAS Indianapolis Center a monthly Problem Disbursement 
Report showing the value of disbursements in transit. Because DIA reported 
only vouchers that had been blocked but not posted to accountable records, it 
understated disbursements in transit by $114.0 million as of June 30, 1996. 
Also, due to a lack of reconciliation procedures between the disbursement 
control log and the appropriation summary worksheets, an additional 
$20.6 million of unrecorded disbursements was not reported. Therefore, DIA 
significantly understated the value of disbursements in transit on the monthly 
Problem Disbursement Report provided to the DFAS Indianapolis Center. To 
determine the balance of disbursements in transit, DIA should include the value 
of all vouchers received but not yet processed and recorded, as required by the 
DFAS memorandum, "Policy and Procedures for Negative Unliquidated 
Obligations and Unmatched Disbursements," November 15, 1995. 

In addition, DIA inappropriately aged the disbursements in transit balances 
reported on the Problem Disbursement Report as shown in Table 2 below. 

Table 2. Comparison of Reported and Actual Dates for 

Unrecorded Disbursement Vouchers as of June 30, 1996 


Days Outstanding 
Reported Amount 

(millions) 
Actual Amount 


(millions) 


0 30 $25.3 $ 0 
31 60 33.5 0 
61 90 27.6 18.2 
91 120 1.2 18.8 

121 180 0.3 36.9 
181 240 0 11.7 
241 300 0 1.0 
301 360 _Q --1.d 

Totals $87.9 $87.9 

The DIA aged the disbursements in transit based on the date DIA accounting 
personnel prepared the voucher block. According to the November 15, 1996, 
DFAS memorandum, disbursements in transit (unrecorded disbursements) 
should be aged based on the date of the processing cycle of the disbursing 
activity. 

As a result of the delay in preparing vouchers for entry into accountable 
records, DIA understated the amount of time the disbursements were in transit. 
In understating the length of delay in recording disbursements and the amounts 
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Financial Accounting and Reporting 

of disbursements not recorded in accountable records, DIA provided inaccurate 
information to DFAS. In addition, DFAS Policy Memorandum, "Problem 
Disbursement Reports," July 9, 1996, states that interim obligations are 
required for problem disbursements that exceed 300 days. Therefore, 
$1.3 million in disbursements exceeding 300 days as shown in Table 2 would 
require an interim obligation of current funds. 

Accounting for and Reporting Equipment 

The cost of capitalized1 equipment recorded in the general ledger and 
subsidiary property records was inaccurate, because DIA did not use DoD 
capitalization criteria, included equipment purchased for other DoD 
Components, did not reconcile equipment property records to the general 
ledger, and did not include the cost of Government-furnished property to 
contractors. Also, DIA did not use DoD capitalization criteria when reporting 
the equipment balance to DFAS for FY 1995. 

Recording Equipment in the General Ledger. The DIA has used the GAC 
general ledger to record purchases of equipment since the beginning of 
FY 1994. Before FY 1994, DIA did not use a general ledger accounting 
system, and DIA elected not to record existing capitalized equipment balances 
in the GAC in October 1993 when DIA began using the GAC. Therefore, any 
capitalized equipment purchased before FY 1994 was not included in the GAC 
general ledger. Also, the NSA had not programmed the GAC to follow DoD 
capitalization criteria, and DIA had not established procedures to reconcile and 
adjust equipment balances in the general ledger with subsidiary property 
records. 

Use of Capitalization Criteria. The Financial Management Regulation, 
volume 4, requires property to be capitalized when the cost of the property 
meets the DoD capitalization criteria. However, NSA had not programmed the 
GAC to capitalize only equipment that met DoD capitalization criteria. 
Therefore, all purchases coded as equipment were capitalized in the general 
ledger regardless of acquisition cost. 

The DoD capitalization thresholds have gradually increased from $1,000 before 
FY 1985 to $100,000 when the Under Secretary of Defense (Comptroller) 
increased the capitalization threshold to $100,000 for equipment acquired in 
FY 1996. Accordingly, assets acquired on or after October 1, 1995, should be 
capitalized if the acquisition cost is $100,000 or more and the asset has an 
estimated useful life of 2 or more years. Inspector General, DoD, Report 
No. 96-212, "Capitalization of DoD Fixed Assets," August 19, 1996, 

lProperty purchased is "capitalized" when it is recorded as an asset in financial 
accounting records. (The cost of property not capitalized is recorded as a 
current operating expense.) 
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Financial Accounting and Reporting 

recommends revising the capitalization criteria to require DoD Components to 
record in financial records only general plant, property, and equipment that 
meet the current threshold. 

Equipment Purchased for Other DoD Components. DIA 
appropriations included funds to purchase equipment for other DoD 
Components without reimbursement. However, DIA had not established 
procedures to ensure that such equipment was not included in the equipment 
account in the GAC general ledger. During the first 8 months of FY 1996, 
22 equipment purchases of more than $100,000 each were posted to the 
equipment account in the GAC. Of the 22 equipment purchases, 6 were for 
equipment that DIA purchased for other DoD Components. For example, the 
equipment account in the GAC included $435,000 for a Joint Worldwide 
Intelligence Communication System Switching Center for the Navy. Capital 
equipment purchased for or transferred to other organizations should be 
removed from the equipment account. 

Reconciling Equipment Property Records to the General Ledger. 
DIA had not established procedures or management controls to reconcile 
equipment balances in subsidiary property records to equipment balances in the 
general ledger as required by the Financial Management Regulation, volume 1. 
Had DIA performed a reconciliation, it would have been difficult because the 
DIA did not record the balance of capitalized equipment in the GAC as of 
September 30, 1993, when DIA began using the GAC. Additionally, 
reconciliation of property books to the general ledger would have been further 
impeded because five DIA components maintained property books. 

To facilitate reconciliation procedures between property records and the GAC 
general ledger, DIA should consolidate all equipment determined to be 
capitalized into one property subsidiary record. Also, DIA should make a one­
time adjustment in the general ledger based on a physical inventory of property 
to agree with capitalized equipment shown in the subsidiary property record. 
Performing periodic reconciliations between the general ledger and subsidiary 
property book records will help ensure that the equipment balance is accurately 
supported in subsidiary records. 

Recording Capitalized Equipment in Subsidiary Property Records. 
Procedures and management controls the DIA logistics personnel used were not 
adequate to ensure accurate costing and recording of capitalized equipment in 
property records. Equipment delivered directly to DIA end users was not 
recorded in property records, and the cost of equipment did not include installed 
items. 

Equipment Delivered Directly to End Users. The DIA "Logistics 
Operations Manual," December 1989, requires that accountable property 
received directly from other agencies be reported to the property book officers 
within 5 days of acceptance. However, DIA did not have management controls 
to ensure that those procedures were followed. DIA recorded 22 procurement 
actions costing more than $100,000 each in the GAC during the first 8 months 
of FY 1996. Of the 22 procurement actions, 7, totaling $9.4 million, were for 
equipment delivered directly to end users within DIA. However, none of that 
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equipment was recorded in the property books. For example, DIA purchased 
two computer processors for $5.5 million, but the equipment users and 
contracting officer representatives stated that they were not aware of the 
requirement to send a receiving report to the property book officer. 

Costs of Installed Computer Equipment. DIA procedures were 
generally effective for recording equipment delivered directly to the DIA 
Central Receiving Warehouse. However, when receiving computer systems 
with equipment already installed in them, warehouse personnel recorded only 
the cost of the external hardware, because they could not readily identify 
installed items. For example, the property book included the cost of a computer 
server system for $36,000 purchased under contract MDA908-92-D-1513 
(delivery order 25), but excluded $305,000 in installed equipment, such as 
memory expansion boards. 

Government-Furnished Property. The DIA had not established procedures to 
report in its financial statements to DFAS the Government-furnished property to 
contractors. Part 45 of the Federal Acquisition Regulation requires contractors 
to maintain the official records of Government assets in the contractors' 
possession and to annually report the total acquisition cost of those assets. DoD 
contractors report Government-owned assets to the Defense Logistics Agency 
each year as of September 30 on DD Form 1662. The Financial Management 
Regulation requires that the capitalized value of Government-owned equipment 
furnished to contractors be recorded in an Equipment With Contractors account. 
As of September 30, 1995, DIA contractors reported $12 million in 
Government-owned equipment on hand to the Defense Contract Management 
Command. Because DIA had not established procedures to report Government­
fumished equipment, DIA personnel were not aware of the information 
contractors reported and consequently, DIA did not report equipment held by 
contractors. 

Equipment Reporting Procedures for FY 1995. In its Report on Financial 
Position for FY 1995, DIA did not use DoD capitalization criteria for the 
$204 million in equipment it reported to the DF AS Indianapolis Center. The 
DIA Accounting Office sent a memorandum to the five DIA components that 
maintained property books requesting a certification from each property book 
officer that the reported equipment balances were correct, met DoD 
capitalization criteria, and were supported by subsidiary property records. The 
DIA components provided the DIA Accounting Office with the required 
information. However, equipment balances were incorrect, and DIA 
components did not have records to support the balances provided for three of 
the five components. For example, the Logistics Division at DIA headquarters 
reported $157 million in equipment and certified that the balance met 
capitalization thresholds and was supported by subsidiary records; however, 
Logistics Division personnel did not maintain records to support the balance. 
Logistics Division personnel stated that they had included all property on the 
property book rather than property that met the DoD capitalization criteria. As 

9 




Financial Accounting and Reporting 

of June 1996, only $31 million of equipment on the property book of the 
Logistics Division showed a cost of at least $50,000 each and met the FY 1995 
capitalization criteria. 2 

Accounts Receivable and Income from Reimbursements 

The accounts receivable balance of $28.9 million as of May 31, 1996, was 
overstated because DIA incorrectly recognized income (and receivables) before 
completion of work on reimbursable orders. Also, DIA had not recorded 
checks received for reimbursable work performed and had not established 
effective controls over billing and followup on unpaid bills to organizations that 
owed DIA for reimbursable work performed. 

Recognition of Accounts Receivable and Income from Reimbursable 
Orders. DoD 7220.9-M, "DoD Accounting Manual," October 1983, states 
that an earned reimbursement (reimbursable income) should be recognized when 
the performing organization renders "actual or constructive performance on a 
reimbursable order." However, DIA incorrectly recognized accounts receivable 
and income from reimbursable orders when funds were obligated for a 
reimbursable order rather than when the reimbursement was earned, causing 
income and accounts receivable from reimbursable orders to be overstated. For 
example, as of May 31, 1996, $18.9 million in accounts receivable reported by 
DIA was based on reports of undelivered orders from MSIC. However, only 
$697,000 of the $18.9 million represented services performed and thus valid 
accounts receivable. 

Backlog in Recording Funds Received from Reimbursable Orders. The 
DIA had a large backlog in recording checks received from other Government 
agencies for reimbursable work performed. Because NSA was responsible for 
depositing receipts for DIA, a DIA accountant forwarded checks to NSA for 
deposit with the U.S. Treasury. However, DIA did not promptly record 
vouchers received from NSA to show that the checks were deposited. As of 
July 22, 1996, DIA had 54 collection vouchers (the oldest voucher was dated 
August 1995) for $1.2 million that had been received and deposited by NSA, 
but had not been posted to accountable records by DIA. 

NSA accounting personnel stated that procedures could be established to allow 
NSA personnel to record deposits of DIA funds directly to the GAC general 
ledger for DIA. This procedure could reduce the backlog in recording checks 
received from DIA reimbursable orders. 

2The automated property book system that the DIA Logistics Division used did 
not show the acquisition date for equipment. A DFAS memorandum, dated 
August 31, 1995, to DoD Components told them to report only equipment 
costing in excess of $50,000 if organizations did not have the acquisition date 
needed to determine capitalization criteria for equipment purchased before 
FY 1995. 
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Unbilled and Uncollected Accounts Receivable. The DIA was delinquent in 
billing and collecting for reimbursable work completed. In our judgment 
sample of 15 customer accounts from the GAC as of May 31, 1996, billing and 
collection problems existed with 8 accounts: 

o DIA had not billed 4 customers for $1.5 million for work completed 
during FY 1995, and 

o DIA was awaiting payment of $1.1 million from 4 Government 
accounts that had been billed from 6 to 13 months prior to July 1996. 

Accounting personnel stated that due to other priorities, they were not current in 
billing customers and collecting accounts receivable. Further, DIA had not 
established written procedures for billing customers and collecting overdue 
accounts receivable. 

Reporting Income from Reimbursements. The DIA made an error in 
reporting reimbursable income on its FY 1995 Report on Operations to the 
DFAS Indianapolis Center. The DIA reported only the cash received from 
income from reimbursements during FY 1995 on the DIA Report on Operations 
rather than the income actually earned from reimbursable customers because the 
DIA staff accountant thought he was required to report only the cash received. 
This error could have been detected if DIA had reported financial information in 
the trial balance format required by the DFAS Indianapolis Center. 

Recording and Reporting Liabilities 

The GAC did not show accounts payable balances for DIA because the NSA 
had programmed the GAC to automatically accrue liabilities only when 
disbursements were recorded. The DIA will have to wait until NSA reprograms 
the GAC to easily recognize accounts payable for individual transactions posted 
to the GAC. However, accounts payable shown by DIA activities using DFAS 
general ledger accounting systems that track accounts payable balances could be 
manually entered into the GAC as part of the normal monthly summary bulk 
posting. Also, the accounts payable recorded in the BQ System (used for 
transactions for funds appropriated before FY 1994) were not reliable. In 
addition, DIA did not record payroll and unfunded annual leave liabilities and 
expenses in the GAC. 

Unrecorded Accounts Payable Shown by DIA Field Locations. Accounting 
personnel performed transaction accounting for the MSIC and the Joint Field 
Support Center using DFAS general ledger accounting systems. As of June 30, 
1996, the two centers' general ledgers showed $3.5 million in accounts payable. 
However, DIA had not established procedures to post monthly totals of 
liabilities recorded by field centers. Posting accounts payable reported by DIA 
field locations will increase the accuracy of the GAC. 
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Reliability of Accounts Payable. As of April 30, 1996, the BQ System 
showed $11.9 million in accrued expenditures unpaid (accounts payable). 
However, the accounts payable were not reliable because DIA recorded 
liabilities before receiving invoices and did not perform required followup on 
unpaid accounts payable. 

Recording Accounts Payable. The DIA used the BQ System to post 
transactions affecting funds that were appropriated to DIA before FY 1994. 
The BQ System was a non-general ledger accounting system that categorized 
unpaid obligations into undelivered orders and accrued expenditures unpaid. 
DIA accounting technicians stated that they had routinely recorded obligations 
as accrued expenditures unpaid (accounts payable) rather than as undelivered 
orders because the accounting technicians did not know when the items or 
services would be received by DIA. 

Followup on Accounts Payable. DIA Operating Procedure No. 27, 
"Review and Reconciliation of Unliquidated Obligations," April 1, 1988, 
requires accounting technicians to review unliquidated obligations that do not 
show activity during the preceding 6 months. As part of the review, written 
requests were to be sent to obtain billing documents. However, the Chief of 
DIA Accounting Operations stated that due to a lack of personnel, DIA had not 
been able to follow up on unliquidated obligations (which include accrued 
expenditures unpaid.) The DIA had one technician reviewing unliquidated 
obligations for funds to be canceled on September 30, 1996, but accounting 
technicians were not reviewing unliquidated obligations for appropriations not 
subject to cancellation at the end of FY 1996. For example, the May 31, 1996, 
Allotment Ledger of the BQ System showed $5.2 million in liabilities in excess 
of $100,000 for DIA cost centers. However, for $3.4 million of the 
$5.2 million, no changes had been recorded for 20 to 57 months. 

Accrued Payroll Liabilities. The NSA had programmed the GAC to record 
obligations for DIA payroll liabilities processed by NSA at the end of each 
month. However, DIA did not enter the accrued obligation as an expense and 
liability in the GAC as required by the Financial Management Regulation, 
volume 4. As of June 30, 1996, DIA had $4.8 million in unrecorded accrued 
payroll liabilities for DIA personnel payroll processed by NSA. 

Accrued Unfunded Annual Leave. The DIA made annual estimates of the 
unfunded annual leave liability and included an estimate of $20.9 million in its 
Report on Financial Position for FY 1995. However, the estimate was not 
recorded in the GAC as a liability as required by the Financial Management 
Regulation, volume 4. Volume 4 also requires an Annual Leave Expense 
account to be established to record the annual leave earned by civilian 
employees during the operating period. 
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Travel Advances 

The amount of travel advances outstanding shown in DIA accounting records 
was not reliable, and reported advances of $1. 9 million on the Report on Budget 
Execution as of May 31, 1996, still included $1.5 million in travel advances 
that had been issued 8 to 71 months before May 1996. Although new DoD and 
DIA policies for issuing advances and settling travel vouchers should reduce the 
number of future outstanding travel advances, DIA needs to establish 
procedures to validate and collect valid travel advances. 

Validity of Travel Advances. Although DIA Operating Procedure No. 60, 
"Monitoring Travel Advances," September 28, 1992, established procedures to 
monitor travel advances, DIA accounting personnel did not consistently review 
outstanding travel advances. Also, accounting personnel did not promptly or 
correctly record travel voucher settlements in the accountable records. Our 
review of 28 outstanding travel advances of at least $10,000 each and totaling 
$374,000 as of May 1996 showed that accounting personnel did not effectively 
follow up on outstanding advances, made errors in posting, and did not initiate 
actions to collect outstanding advances after travel vouchers had been paid. 

o The DIA did not adequately follow up on 19 travel advances 
reviewed. The travel orders for those advances showed that travel should have 
been completed from 8 to 96 months before May 1996. Following an audit of 
travel advances by the DIA Inspector General, DIA accounting personnel sent 
memorandums to the DIA project directors sponsoring the travel or to the 
traveler, requesting copies of settled travel vouchers for 5 of 19 the travel 
advances. For the remaining 14 advances, DIA did not follow up with the 
traveler or the DIA project director to try to clear the advance. For one 
advance totaling $11,701, the traveler sent DIA a copy of the unprocessed 
voucher. However, DIA did not contact the traveler to request a copy of the 
settled voucher to clear the advance. 

o The DIA did not reduce the recorded amount of advances when six 
travel vouchers were settled, because the travelers owed a portion of the total 
advance to the Government after settlement. Therefore, the six advances were 
overstated by $60, 188. In addition, travelers had three other advances of 
$34, 122, but DIA had not recorded the transactions due to delays in posting 
transactions by others. For example, one travel voucher with an advance of 
$14,000 was settled in February 1993, but was not recorded in DIA records. 

o The DIA made computational errors for 3 of the 28 advances 
reviewed, causing an overstatement in the advances by $21,714. For example, 
one advance for $4,405 was posted twice to accounting records. 

o The DIA had not taken actions to collect $23,536 owed to the 
Government for six advances after the personnel had settled their vouchers. For 
example, one traveler failed to indicate on his travel voucher that he had 
received a $6,336 travel advance, and he was erroneously paid for the full 
amount of travel in September 1995. However, DIA had not taken action to 
recover the $6,336 due the Government. 
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We cannot make statistical projections on the validity of recorded travel 
advances because we did not use random sampling procedures and because DIA 
did not have documentation showing whether the travel for 18 of the 
28 advances had taken place. However, the number of errors identified and the 
value of old travel advances remaining in the accounting records indicate a need 
for DIA to establish management controls. 

Policy Affecting Travel Vouchers. Changes in DoD and DIA policies 
affecting payment of travel vouchers and issuing advances should reduce the 
number of outstanding travel vouchers. 

o DoD issued new policy, effective October 1, 1996, that travel 
payments must be made only by the disbursing office at which the accounting 
records are maintained. That policy was issued in a memorandum from the 
Under Secretary of Defense (Comptroller), "DoD Cross-Disbursed Travel 
Payment Policy," August 2, 1996. In the past, DIA personnel stated that travel 
vouchers for non-DIA personnel were paid at various disbursing stations and 
that paid vouchers were lost or delayed, preventing DIA from promptly 
recording settlement of travel vouchers. The new DoD policy should prevent 
non-DIA personnel who complete DIA-funded travel from submitting travel 
vouchers at their home stations. 

o As of August 1996, DIA was revising DIA Regulation 45-5, "Travel 
Advances and Government-Contractor-Issued Travel Charge Cards." The 
revision will significantly reduce the number of personnel allowed to receive 
DIA-issued travel advances in lieu of receiving advances from the Government­
issued travel cards. (Because advances from Government-issued travel cards are 
not issued by' the Government, the advances are not recorded in financial 
accounting records.) 

The DoD and DIA policy changes should reduce the number of travel advances 
issued and the number of remaining travel vouchers outstanding. However, 
DIA accounting personnel must determine the validity of existing advances, 
establish controls to collect advances remaining after completion of travel, and 
remove invalid advances from accountable records to ensure the validity of 
financial statements. 

Use of GAC by DIA 

In our audit of the NSA accounting system, "Financial Accounting for the 
National Security Agency," Report No. 96-213, August 20, 1996, we reported 
several problems with the GAC. The report shows that NSA needs to do the 
following. 

o Reprogram the GAC to produce trial balances by appropriation and 
fiscal year in order to meet DFAS requirements. 
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o Use accrual accounting procedures. The GAC was programmed to 
post expense and liability accruals only when disbursements were made. As a 
result, expenses and liabilities will always be understated. 

o Establish an Appropriated Capital Used account as required by the 
Financial Management Regulation That account is a revenue account used to 
"record accrued expenses (versus outlays) of appropriated funds. The purpose 
of the account is to match current period expenses against the use of 
appropriated funds to finance those expenses." 

o Program the GAC to capitalize only equipment purchases that meet 
DoD capitalization criteria. 

Because NSA is responsible for making programming changes to the GAC, DIA 
will have to await completion of the programming changes before the problems 
at DIA can be fixed. 

Management Control Program 
..... 

In performing evaluations for the FY 1994 Annual Statement of Assurance, 
DIA logistics and financial management personnel listed functions, products, 
authorizing and controlling directives, and other management controls for each 
assessable unit. (DIA defined assessable units as organizations.) However, 
DIA did not perform vulnerability assessments or management control reviews. 
In April 1996, the DIA Comptroller published a new managers' checklist for 
evaluating management controls. However, the checklist was not tailored for 
the specific control objectives for each assessable unit and did not ask 
management to assign a level of risk for each assessable unit. The completed 
FY 1996 checklist by the Office of Logistics Services did not identify any 
weaknesses. The completed FY 1996 checklist by the Deputy Comptroller for 
Financial Policy and Accounting stated that DIA did not use a DoD standard 
general ledger for reporting purposes, but identified none of the other 
weaknesses discussed in this report. 

Developing management self-evaluation checklists with specific control 
objectives for financial and property accounting functions should enable DIA 
management to identify management control weaknesses. Because of the 
management control weaknesses for disbursements by others, capitalized 
equipment, accounts receivable, accounts payable, and travel advances--DIA 
should develop a tracking mechanism to report progress in achieving desired 
management objectives. This tracking mechanism should help DIA to prepare 
required financial statements that are accurate and reliable. 
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Accounting Support for the Central Imagery Office 

The DIA performed accounting and reporting functions for the Central Imagery 
Office until it was incorporated into the newly established National Imagery and 
Mapping Agency on October 1, 1996. The DIA will continue to perform 
accounting support only for funds provided to the former Central Imagery 
Office before FY 1997. 

When DIA began using the GAC on October 1, 1993, for DIA accounting, DIA 
also began using the GAC for financial accounting support for the Central 
Imagery Office. Therefore, deficiencies in the GAC, as previously discussed; 
delays in posting disbursements; and improper recognition of reimbursable 
income will affect the accuracy of financial statements for the National Imagery 
and Mapping Agency. For example, due to delays by DIA in processing 
disbursement vouchers for the Central Imagery Office, DIA reported that 
$19.2 million in disbursements by others had not been posted to accountable 
records of the Central Imagery Office as of June 30, 1996. That amount was 
45 percent of the $42.6 million of the total expenditures reported by the Central 
Imagery Office for FY 1995. 

Accounting support for the Central Imagery Office was not in the scope of the 
audit. However, accounting records and reports for that appropriation provided 
to the former Central Imagery Office will be unreliable or incorrect until the 
GAC is reprogrammed and until DIA implements recommendations in this 
report related to accounting procedures. 

Recommendations, Management Comments, and Audit 
Response 

Deleted and Renumbered Recommendations. As a result of management 
comments and ongoing audit work concerning adjustments and reporting of 
Fund Balance with Treasury by the DFAS Indianapolis Center, we deleted draft 
Recommendation 17. to reduce the reported Fund Balance with Treasury in 
annual financial statements for funds canceled by the U.S. Treasury. 
Accordingly, we renumbered draft Recommendation 18. as 
Recommendation 17. in the final report. 

We recommend that the Director, Defense Intelligence Agency: 

1. Establish controls to verify that all received vouchers are 
accounted for and reported accurately. 

2. Prepare the monthly Problem Disbursement Report in 
accordance with the Defense Finance and Accounting Service 
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memorandums, "Policy and Procedures for Negative Unliquidated 
Obligations and Unmatched Disbursements," November 15, 1995, and 
"Problem Disbursement Reports," July 9, 1996. 

3. Provide sufficient resources and management attention to 
eliminate the backlog of unrecorded disbursements that have not been 
recorded in accountable records. 

4. Establish procedures to capitalize property purchases in the 
General Accounting and Reporting Subsystem in accordance with DoD 
asset capitalization criteria in the Financial Management Regulation, and 
ensure that only property owned by the Defense Intelligence Agency is 
capitalized. 

5. Perfonn a physical inventory for equipment meeting DoD 
capitalization criteria, consolidate the results into one subsidiary property 
record, and make a one-time adjustment to the General Accounting and 
Reporting Subsystem to reconcile the two balances. 

6. Establish procedures to periodically reconcile the equipment 
account in the general ledger with subsidiary property records for 
capitalized equipment. 

7. Establish procedures and controls for maintaining subsidiary 
property records for capitalized equipment to: 

a. Require contracting officer representatives and end-users 
of equipment delivered directly to Defense Intelligence Agency components 
to report the equipment to property book personnel. 

b. Record the complete cost of installed equipment in 
property records. 

8. Establish procedures to record balances of Government-furnished 
equipment in accounting records. 

9. Record and report income and accounts receivable from 
reimbursable customers based on actual or constructive performance of 
reimbursable orders. 

10. Establish procedures to verify that checks received for 
reimbursable orders are promptly recorded. 

11. Establish controls and document procedures to bill customers 
for goods or services provided, and promptly foil ow up on delinquent 
accounts receivable. 

12. Implement procedures to record accounts payable in the 
General Accounting and Reporting Subsystem from the general ledgers of 
Defense Intelligence Agency field centers. 
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13. Review the validity of outstanding accounts payable shown in 
the Air Force Base Level General Accounting Finance System. 

14. Establish procedures to record accrued payroll and annual leave 
liabilities and expenses in the General Accounting and Reporting 
Subsystem, and report the information in annual financial statements. 

15. Review the validity of outstanding travel advances to verify that 
recorded advances are correct, valid, and supportable. 

16. Adjust accounting records to show only valid travel advances, 
and take appropriate actions to collect outstanding travel advances owed to 
the Government. 

17. Establish procedures as part of the management control 
program to: 

a. Tailor self-evaluations of financial and property 
accounting functions to specific management control objectives necessary 
for effective management. 

b. Track progress in achieving control objectives for 
recording disbursements by others, accounting for capitalized equipment, 
billing and collecting accounts receivable, verifying the validity of accounts 
payable and travel advances, and collecting outstanding travel advances. 

Management Comments. The DIA generally concurred with the 
recommendations and stated that corrective actions have been or would be 
implemented. Regarding Recommendation 9, DIA stated that due to the "nature 
of DIA' s reimbursable activity worldwide," DIA was unable to comply with the 
requirement to record reimbursable income based on actual or constructive 
performance. DIA will request a waiver from the Office of the Secretary of 
Defense to record reimbursable earnings based on obligations. 

The DIA conditionally concurred with Recommendations 12. and 14. to 
establish procedures to record specific liabilities in the GAC, stating that DIA is 
dependent on NSA to modify the GAC before complying with the 
recommendations. The NSA actions are projected to occur in FY 1998. 

Audit Response. We do not agree with the DIA conclusion that it cannot 
comply with Recommendation 9. to record income and accounts receivable from 
reimbursable customers based on actual or constructive performance of 
reimbursable orders. However, the DIA action to request a waiver meets the 
intent of the recommendation. During the audit, DIA personnel stated that they 
believed that income from reimbursable customers was required to be reported 
based on obligations. If the Office of the Secretary of Defense grants DIA a 
waiver from complying with the DoD key accounting requirement for accrual 
accounting, DIA should state its noncompliance in an appropriate footnote to the 
DIA financial statements required by the CFO Act. 

The DIA comments on Recommendations 12. and 14. are not responsive. 
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Recommendation 12. DIA personnel manually enter DIA field centers' 
obligations and disbursements into the GAC based on monthly reports from the 
DIA field centers. Information on accounts payable is already shown in the 
general ledgers of the DIA field centers. Entering accounts payable in the GAC 
during the monthly bulk posting of information from the field centers is not 
contingent on NSA modifying the GAC to accrue individual transactions. 
Therefore, DIA does not need to wait for NSA to modify the GAC before 
accruals of liabilities can be posted to the GAC. Failure to record known 
accounts payable does not comply with DoD key accounting requirements. 

Recommendation 14. The DIA also does not need to wait until NSA 
modifies the GAC to record accrued payroll liabilities at the end of each month. 
NSA personnel stated that they are currently recording estimated payroll 
liabilities in the GAC each month based on the audit recommendation in audit 
Report No. 96-213 (see Appendix B). Accounting personnel for DIA should be 
able to follow NSA procedures because NSA performs payroll functions for 
DIA personnel. 

We request that DIA reconsider its position on the two recommendations in 
response to the final report. 

19 




Part II - Additional Information 




Appendix A. Audit Process 

Scope and Methodology 

We reviewed the DIA consolidated trial balance produced by the GAC as of 
September 30, 1995, and the monthly trial balances for April through June 
1996. We compared general ledger accounts to subsidiary records within the 
GAC and other supporting records with assets and liabilities. We also reviewed 
DIA procedures for consolidating and posting monthly bulk transactions to the 
GAC for DIA organizations that did not use the GAC for transaction 
accounting; and we reviewed procedures DIA used to record information in the 
BQ System, for funds appropriated before FY 1994. In addition, we reviewed 
DIA procedures to consolidate information from the GAC and other sources to 
prepare the Report on Budgetary Execution. The dates of account balances we 
reviewed, as shown in the finding, vary from April through June 1996, because 
we tried to report the most current information to assist DIA personnel in 
validating account balances for the FY 1996 financial statements. In addition, 
we reviewed the procedures and controls that property book officers used to 
report capitalized equipment for the Logistics Division, Network Division, 
Defense Attache Office Logistics Division, and the MSIC. 

We interviewed personnel at DIA components in the Washington, D.C., area 
and at MSIC, Redstone Arsenal, Alabama. We also spoke with personnel at the 
NSA Directorate of Finance and Accounting, Linthicum, Maryland, which 
maintained the GAC, and at the DFAS Accounting Office at Redstone Arsenal, 
Alabama, which processed accounting information for MSIC. 

We also performed limited reviews of transactions and selected account balances 
and took the following judgment samples. 

o We reviewed the 22 equipment purchases exceeding $100,000 each 
that were recorded in the GAC during October 1995 through May 1996 to 
verify that equipment was on hand and properly recorded in subsidiary property 
records. The review included $13.2 million of the $16. 7 million recorded in 
the GAC equipment account for that period. 

o We reviewed 15 accounts receivable exceeding $100,000 each and 
totaling $13.0 million that were recorded in the GAC as of May 31, 1996, to 
determine their validity. Accounts receivable reported as of May 31, 1996, 
totaled $28.9 million. 

o We reviewed the 28 travel advances of at least $10,000 each and 
totaling $374,000 that were shown in accountable records as of May 31, 1996, 
to determine their validity. Reported advances as of May 31, 1996, totaled 
$1.9 million. 

We reviewed management controls used to produce required, supportable 
financial information necessary for financial statements required by the CFO 
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Act. Because this audit was not intended to provide an overall opinion on the 
reported balances in financial reports, we did not perform comprehensive 
reviews or statistical sampling of transactions supporting the GAC general 
ledger or the BQ System. 

Use of Computer-Processed Data. During our audit of "Financial Accounting 
for the National Security Agency," August 20, 1996 (Audit Report 
No. 96-213), we determined that the GAC and supporting subsystems will 
correctly show data entered into the GAC. However, the delay in posting 
transactions to the GAC, the practice of recognizing reimbursements receivable 
and income before it is earned, the lack of general ledger control over 
equipment, and the failure to record liabilities until disbursements were made 
caused information recorded in the GAC to be unreliable. Also, our review of 
the data from the automated property accounting system the DIA Logistics 
Division used indicated that the property book was incomplete and did not 
include all costs and, therefore, could not be relied on. 

Audit Period and Standards. We performed this financial-related audit from 
May through August 1996. The audit was performed in accordance with 
auditing standards issued by the Comptroller General of the United States, as 
implemented by the Inspector General, DoD, based on the objectives of the 
audit, and the limitations in the scope described in this appendix. 

Management Control Program 

DoD Directive 5010.38, "Management Control (MC) Program," August 26, 
1996, requires DoD organizations to implement a comprehensive system of 
management controls that provides reasonable assurance that programs are 
operating as intended and to evaluate the adequacy of the controls. 

Scope of Review of Management Control Program. We reviewed the 
adequacy of DIA controls over recording and reporting information in financial 
and property accounting records. Specifically, we evaluated DIA procedures to 
record financial information in accountable records; the adequacy of accounting 
controls to ensure reliability of financial information; and on a limited basis, the 
validity of documentation supporting reported information. In addition, we 
evaluated the effectiveness of DIA managers' self-assessments of controls for 
financial accounting and reporting. 

Adequacy of Management Controls. We identified material management 
control weaknesses, as defined by DoD Directive 5010.38, for DIA. The DIA 
had not established adequate controls to ensure that disbursements by others 
were correctly accounted for, promptly recorded, and reported. Also, the 
accountability, control, and reporting of equipment was not sufficient to provide 
reasonable assurance that primary control objectives were met. In addition, 
controls over posting and billing reimbursable customers and in verifying the 
validity of advances and liabilities needed improvement. Recommendations 1. , 
4., 6., 7., 10., 11., 13., 15., 16., and 17. in the report, if implemented, will 
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improve management controls over financial accounting procedures. A copy of 
the report will be provided to the senior official responsible for management 
controls at DIA. 

Adequacy of Management's Self-Evaluation. The DIA recognized assessable 
units by organization rather than by function. For the FYs 1994 and 
1995 Annual Statements of Assurance, management did not report any material 
weaknesses. The self-evaluations performed by the logistics and accounting 
personnel in June 1996 did not identify the level of risk associated with their 
organizations, and the checklists used were not tailored for each assessable unit. 
The Deputy Comptroller for Financial Policy and Accounting stated that DIA 
did not use a DoD standard general ledger for reporting purposes. However, 
self-evaluations by accounting and logistics personnel did not identify other 
material management control weaknesses identified by the audit because the 
management checklists were not tailored to specific control objectives for each 
assessable unit (organization). 
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Inspector General, DoD 

Report No. 96-213, "Financial Accounting for the National Security 
Agency," August 20, 1996. The report states that the GAC was capable, if 
modified, of producing information necessary for financial statements required 
by the CFO Act. However, correcting deficiencies in the accounting system 
and establishing effective management controls are essential to produce accurate 
financial statements for NSA. The report recommends that NSA reprogram its 
accounting system to produce required information for financial statements; 
establish procedures to record asset purchases, expenses, and liabilities when 
they occur; and establish procedures and management controls to ensure that 
information in the general ledger is correctly stated, adequately supported, and 
complies with financial management regulations. The NSA generally concurred 
with recommendations and agreed to take recommended corrective actions. 

Report No. 96-161, "Compilation of FY 1995 and FY 1996 DoD Financial 
Statements at the Defense Finance and Accounting Service, Indianapolis 
Center," June 13, 1996. The report states that the DFAS process to compile 
the Army General Fund CFO financial statements was acceptable as an interim 
solution, but improvements in the compilation process were needed. The report 
recommends improvements in internal controls to ensure that required footnotes 
are prepared, auditor-recommended adjustments have been made, and 
adjustments are fully documented. The improvements in internal controls could 
also help DFAS in compiling financial statements for the Defense agencies, 
because DFAS will use the same process to compile FY 1996 CFO financial 
statements for Defense agencies. The DFAS concurred with the 
recommendations, and its planned actions were considered responsive. 

Inspector General, DIA 

Project No. 94-1526-GQ-001, "Report of Inspection, Missile and Space 
Intelligence Center," December 16, 1994. The report states that the MSIC 
was meeting mission requirements in a highly effective and responsible manner. 
However, internal controls need to be strengthened, and DIA headquarters 
needs to increase its functional assistance and oversight. Specific 
recommendations related to management controls, logistics, and financial 
management were that DIA: 

o establish internal controls· to track obligating documents and 
coordinate with DFAS to obtain receipt for documents sent to DFAS; 
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o conduct staff assistance visits to review internal control procedures to 
ensure that obligations and costs comply with applicable laws; 

o install a GAC terminal at MSIC to directly record and review 
accounting and budgetary information; 

o conduct staff assistance visits to ensure that MSIC managers and 
personnel understand and comply with DIA property accountability regulations, 
and establish and implement property accountability procedures in accordance 
with DIA regulations; 

o perform a 100-percent inventory of all property and reissue 
appropriate receipts; 

o develop a comprehensive management control program that 
establishes responsibilities for managers at all levels, evaluates the management 
process, and ensures that all management controls are in place and functioning 
effectively; and 

o develop and implement guidelines for managers to conduct self­
evaluations of their management control programs. 

Management generally concurred with the recommendations and agreed to take 
corrective actions. However, DIA took strong exception to findings relating to 
the management control program. DIA stated that the DIA Comptroller is 
responsible for the management control program and that MSIC does not have 
any functional or programmatic responsibility for development of that program. 
As proof that the MSIC approach to the management control program was 
effective, DIA cited the 17 commendable findings included in the inspection 
report. The DIA further responded that the report did not state whether 
identified violations were isolated instances or widespread systemic failures of 
control systems. 

Project 94-1559-0A-12, "Follow-Up of Report of Outstanding Travel 
Advances," December 2, 1994. This audit was a followup review of Project 
No. 560-003-91, "Audit of Outstanding Travel Advances at the DIA," 
September 23, 1991. The audit was limited to FY 1994 travel advances listed 
as outstanding by DIA. The report states that DIA was not monitoring 
timeliness of travel voucher submission. However, most of the problems 
identified in the 1991 audit report had been resolved with the implementation of 
the Government-issued credit card and travelers check program. The report 
recommends that DIA follow guidance in the revised DIA Regulation 46-5, 
"Preparation of Vouchers," and monitor and enforce the timely submission of 
travel vouchers. Also, DIA should reemphasize the requirements for 
appropriate administrative elements to obtain and forward all settled DIA­
funded civilian Permanent Change of Station vouchers to the DIA accounting 
office for reconciliation. The DIA did not provide written comments on the 
followup report. We found similar problems during the current audit as 
discussed in Part I of this report. 
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Office of the Secretary of Defense 

Under Secretary of Defense (Comptroller) 
Deputy Chief Financial Officer 
Deputy Comptroller (Program and Budget) 

Assistant Secretary of Defense (Command, Control, Communications, and Intelligence) 

Assistant to the Secretary of Defense (Public Affairs) 

Director, Defense Logistics Studies Information Exchange 


Department of the Army 

Auditor General, Department of the Army 

Department of the Navy 

Assistant Secretary of the Navy (Financial Management and Comptroller) 
Auditor General, Department of the Navy 
Superintendent, Naval Postgraduate School 

Department of the Air Force 

Assistant Secretary of the Air Force (Financial Management and Comptroller) 
Auditor General, Department of the Air Force 
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Director, Defense Intelligence Agency 
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Director, National Security Agency 
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Non-Defense Federal Organizations and Individuals 

Office of Management and Budget 
Technical Information Center, National Security and lnternational Affairs Division, 

General Accounting Office 

Chairman and ranking minority member of each of the following congressional 
committees and subcommittees: 

Senate Committee on Appropriations 
Senate Subcommittee on Defense, Committee on Appropriations 
Senate Committee on Armed Services 
Senate Committee on Governmental Affairs 
Senate Select Committee on Intelligence 
House Committee on Appropriations 
House Subcommittee on National Security, Committee on Appropriations 
House Committee on Government Reform and Oversight 
House Subcommittee on National Security, International Affairs, and Criminal 

Justice, Committee on Government Reform and Oversight 

House Committee on National Security 

House Permanent Select Committee on Intelligence 
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ettice•. ftia appU.oatiDn. vu bpla11nted in ~t 1H6 and ia 
aurnntly Ullecl to pnpan th• prol)la d.i.9J:iunnent raport:s amt to 
follC>V-V.P on vouahars not PZ'tKIMHd in ~ .,ocOUDting sy•t.e•. 

2 • J1r911&re tb• •i>nthly Problu Dbl:nlr•aient bport in acaordalle• 
with 't!I.• De.ten&• P1nanoe and Aceountin;- Sez:vi- ••orlU\d.ums,
•Pi>licy and PrOced.IU'e• for •ev•tive Unliquidated obligation• and 
Umu.tabad DbJ:iu:rse11Mt11, n HoYU!bet' 15, 1995, and •Jlrobl.ea 
Disbun-11nt Reports,• .taly 9, 1HI. 

eo-aat1 concur. DIA will chan;e th• prooeduru used to •9• 
di~t• in t.r&Mit to aonfoni to D!'ll inatnction•. Aqing'
vill b• J:la••d en cycl• date VII block ticket date, affect.iv• with 
t.be October lH& report. 

3. ~rGVide auffici•nt resources and ..nag..ent att.ntion to 
eli•in•t• th• backlog- of unrecorded d1•~..ant.a that have not 
b.en racorded in accDUntable records. 

comiut:1 Concur, on 1 Jlarc:b 151116 DIA oontracted tor 2 work year• 
ot effort.. 'th• option to .xt..nc.t tll.1• cDnt.raat t.N:-ough n 17 h•• 
also been exercised. Three !Yll-ti1119 accounting tachni~i•n 
vaca.nci•• ware filled by 30 S•P~•r 1tt6. 'l'hi• incl'•&se in 
r••ourcH •hoYld enabl• l>ll. to elWnate t.h• disburs-ant backlog 
llY ll January 1917. 

4. Blltabli•h procedure• to capit.&lize prop~y pun:ba••• in 'l:h• 
General Accountinq and Reporting S~•Y•t•• in &ccolr."danc• with DoD••••t capit•li1atiD11 criteria in ~ Financial Kan&l9ll•nt 
Jl•vul•t1on, an4 •ns'11'e that only pi-operty OVJW1d by ~ Def.nH 
Intelliganc::e .l.9anoy is capital1&..S, 

ocma.•t• Concut'. Tb• D:tA will llak• • one-ti- adjuataent by 
31 De~r 19t6 in th• •sA accountin9 •Y•t.. to bring' the 
general ledqu balances into agrHDant. with th• 1:11artif1ed 1'Y 96 
property npDrl• nbaitt:.4 by A9ency prGP9:~Y holder•. Quarterly
updatu troa tbe proputy account boldlir.- will b• •ou;bt to 
en11Ure that ~ valuation llbown in tll.11 aocountincJ •Y•t- 1• the 
-.t current. poaaible. 

llhil• th• DJ:A will t&klll the etep1 des~rib-4 above, it should be 
noted that tb1s Agency ~·~•rd• cap1t&li&in9 property t.o ~· a 
M-4l•H and confusing exarciH vhich doe• not fUrnish Agency
mana9ers with any v.••fUl information whatever. It b a pd­
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exople of a va•t•tul financi&l 11&t1a9e.ant H!i11irQent which 
div•rt. aaarce f 1Mnc1al rHO\U'ee JM!r80nnlll f.roa acccmpliahihlJ
bi9h•r priority ~~iraent•. - . 

s. hrfon. • phymie.l lnv.ntory tor 911Uipent ...ull!J DoD 
aapltalizatian criteria, aonaoliiSate th• r99Ults into one _ 
.W.id:l.uy J>):OSlertJ' record, and aake • C>M•tilM adjustlaitnt to tbe 
hMX'al .&ooou.nt1ft9 ahd hportin; IUbayatea to r•conc:il• th• two 
balance••. 

C-ut1 concur with ~. .An annual. pbyda&l inventory ot 
acccuntabb ~ipiMnt is requbd and P*l'fOtud in DU. Dur1n!J 
this inventoty th• band ncdpt holder S.• nquinu:I to report &11y
accountable it..• discoverad that are not li•ted on th• property
Hating. Jtaiu diaoover•d dllrinq the annWll inventory are 
r••..rchad to an•ure they ar• not liatad on the accountable 
rec::crda thell eddad to th• accountabl~ property record •• •Pound 
on In•tallation,• l'rop1rty aeet1n9 the capitalization criteria 
vould automatically be reported durin9 the n•xt reporting cycle.
Jee CIA reaponae to Raco1111endation 4. 

1. S•tabli•h procedure• to periodically reconcile the equipaent 
account in the 9enar11l led9ar with •lll>•idiary property records 
tor capit.J.i1ad ~ip•ent. 

c-••ta Concur. t>IA is develoi:>inv an Aqency ataJM:tard proparty
aceountinq •Y•tel\ Whieh vill b9 able to provide a quarterly
•napahot of capital eqllipaant. ln tha interim a Hparate ~rt 
froD each ct the five Property ao~k orficers would ~• raquirad. 

7. Eatablillh procedure• and control• tor -intaining- aubaidiary 
property record& for capitalized aq1..1ipmant to1 

a. Require contracting' officer r•pn•tant&tivas and end-u•era 
ct equi)l1lant delivered diractly to Defen.1 Intelli;enca Aqency
ccniponant• .to nport tj\a equipm~nt to proi:>ertr ~ok peraonnal. 

C...antz Concur. Thia i• air...dy 1 require.e:it in curr•nt 
~lati~• and proeedur••• · 

b. Jlai:X>rd the coapht:• coat or install•d equipment in 
property r~~. 

coia.-t1 concur. Thb requires co1:1rdinatbn with th• Syst.as 
nb:ectorata to datenline th• ~pcnants of a aystu. !l'h1s 
r•fi\lir-nt ia be1n9 addrHHd in th• developMnt or th• new 
•upport •Y•t.., e1til11At.,_. COllplation i• 2 years. 

a. J:stabliab p%'0C'edarH to reoord :balanc.a or OovaZ'l\JMnt­
furniahed •liUiins-nt in •ooountih9 record&, 

co..enta concur. DIA will ~•qi.lire that prcparty book holder• 
provide a quarterly capital equipmant nport to th• aceountinq
otfice until a syetem i• in plac• to do •o auto..tically, 
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•· llei»:rd en!. repon incoae and ac:soounu ~•~ivable rro• 
niJllburHble CN9tC1111•n ba9ec! ma actual or constructive 
pVforaance of niDIU'Nlll• ordua. 

-=--.t1 •anoonaur. Dile to the Mt'llr• of DIA'• reia})ura•lll•
activity vorll!vide, JIU i9 unabl• to ooaply with tha rei;u1r...:nt 
to record ml« npon raiaWrnal• ~coae (Hrnil'l9•) iJllHd on 
actual or COJ:1struc:t:lve ~~. DIA will reqQHt • waiver 
:frm oai> to rer:t0rd Hiabunallle nrn1aflJ IHlsad on obligationai. 
~ waiver v111 ll• raqu•sted by 31 Deoltabar 19H. 

10. ..taitlllh proceaur- to Vet'ify that cheon nceived for 
nimbursabl• orders are prmiptly i::ecorded, 

a--t• concuz-. »IA vill ••taDliah proceduru to enlllU'• checks 
an de:po•it.94 in • UMlY aannU", and. nccrde:t prOlllpt.ly. 
l'r'oc9duras will be i.11.pl...nted by 31 D9cem.ber 1196. 

ll. Zatabliah control• and documant prooedur.s to bill custo•era 
for 9004- or aervia•• provided, and prOlllptly follow up on 
d•linquent aaaounta raceivable. 

c-.nts concur. DIA will Htablbh prooedur•• for billing, and 
follow up on delinquent billings. Procaduraa will be i•plemented 
by 31 Dectlllb•r 1116. 

1i. lmpleaent procedur•• to record account• payable in the 
Qaneral Aocountin11 •nd RaportillliJ SubayatmD rroa the 9eneral 
ledger• of n.ten&e Intalli~ce Aqency fiel4 c•nter•. 

comau.t.a Cofl4itional CoS'IC\Jr. 'DIA 1• deeend•nt on NSA to aodiry. 
GAC to :reco;-d accounts pe.yahle. Th• pro)•Ct:lld ayatem :.ocUf1ca• 
tion dat• i• FY ltta. 

ll. aeview the validity of out.ta."ld.inq account• payable shown in 
th• Air Force Base Level Genaral Accounting Financ• Syate21, as 
required by till aptiratin; Procedura Ko. 27, "bv1aw and Recon­
ciliation of Unliqllidat.ed ObU.ptiona," April 1, 1Sl88. 

c...ant: conc~r. Tbe requir..ant to review out.tandin9 account• 
P«Y•bl• (unliquidat•d. ~l:l.9ationt11 1• now part of the 05D 
required revieVll of unl1qu1dated ~ligation• (thr•• t1-e.• each 
1'9•r) and ba9 11vparcaded D:tA Operating Procedgre lfo. 2'7. 

u. btablisb proceduru to record accrued payroll and annu•l 
lHV• lial)ilitie• and axpanaea in th• aenual Acco1U1ti21q and 
P.eponing Subayet-, and report the infl:lnation in annual 
financial •~t..-nt•. 

c-ut1 con41ti0l'lal concur1 The issue af recording accruals i• 
anavared under llU••tion no. 12. Annual leave liabiliti•• will be 
recorded in GAC affectin l1 Dacaher UH. !l'b• racord.ill9 of 
•nnual leava e~anH• requiru lfSA GL •Y•tea cman9.. projected
for ~l•tion ~n 7t 1ttl. 
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l.5. JleView tb• validity of ~•tan4in; travel adv&J1c- b> variry
t:bat recorded adv&noa• are correat, ,,•U.cS, and •upportula, 

0-.utt eon.ow:. A ravi•v Will be 4:0nducted to deterlline 
validity of out.tand1n1J travel advancea. The achecluled 
oompletion date ia :ao S•pt.UU 1997. 

16, Adj\lllt •OOOWltinlJ reoarda b> show only valid travel edvarn:es, 
and tab appropriate aatioca to coll.ct outstandlnlJ travel 
advance• owed to tll• lllOVernaent. 

ao.aata Concur. kHd on tb• rwlev toll• develop.II aa 
dea=ribed in no. U, tb• acCO\\ntinq ncorcJs will bll adjusted to 
reflect only valid travel advancas. Collection procedures will 
bll initiated tor those advance• daterainad valid and delinquent.
'l'he scmed.uled. C0111Pl•t.ion date b 30 8aptinb•r 1997. 

17. R.chlca th• reported P'Und aa1anca with Treasury in annual 
financial at•t-ant• fer tund• oanceled .by the U.S. Treasury. 

c..111.tr Nonconcur. DFAS has advia•IS th• DlA that they are the 
only offie• vhich b authorised to writ• down •uch .balances in 
a&nealed. &CCOW\ta. 

18, Zatebli•h procedures as part. of th6 aanaqQlllant control 
procJZ'- "' 

•· T1ilor ••lf-evalu1ticna of financial and property
acoountil\9 function• t.o speoitio ..n11CJ..ant control objective• 
necaasary ror •ffectiv• ..na9...nt. 

COM.ate Conctt. 'l'he DIA :Dep\rt.y Comptroller fer J'orce 
structur•/~gament h•• been requested to include the •ubj•ct
it••• into th• annual raviaw process of tha Int•rnal Kanaganont
Col\trol Proqraa K&n•9•r!I' Chec:ltliat, 

b. 'l'reclt pr~r..• in achiav:ing OOfttrol objec:tives for 
reccr1lin9 dillbur•..enta by other•, accounting for oapitalizad
equipaent, billi.ni;J and collecting accounts receival:lla, v•rify~ 
tlle v•lidity of account.a p&yal>l• .,..4 travel allvancas. and 
collactincJ outatandini; travel advances. 

com.aatz conc1.u:·. 'l'h• p~•H in ach1evinq contrcl objectivH
will b• tracked and periodically reported to the nIA Collptroller. 
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