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MEMORANDUM FOR UNDER SECRETARY OF DEFENSE (COMPTROLLER) 
AND CHIEF FINANCIAL OFFICER 

DIRECTOR, DEFENSE FINANCE AND ACCOUNTING 
SERVICE 

DIRECTOR, DEFENSE LOGISTICS AGENCY 
ADMINISTRATOR, DEFENSE NATIONAL STOCKPILE 

CENTER 

SUBJECT: Audit Report on Internal Controls and Compliance With Laws and 
Regulations for the National Defense Stockpile Transaction Fund Financial 
Statements for FY 1996 (Report No. 97-176) 

We are providing this report for your review and comment. Financial statement 
audits are required by the Chief Financial Officers Act of 1990, as amended by the 
Federal Financial Management Act of 1994. On March 1, 1997, we issued a qualified 
opinion on the FY 1996 National Defense Stockpile Transaction Fund Financial 
Statements because we were unable to audit the prior-year statements and, therefore, 
had no valid basis for comparison of current balances with unaudited prior-year 
balances (Appendix E). We found internal control weaknesses that were not material to 
the financial statements for collecting accounts receivable and for collecting, recording, 
and reporting interest receivable. Reportable noncompliance issues related to the 
internal control findings and other financial statement disclosure inaccuracies are 
discussed in detail in Parts I.A. and I.B. Our review of compliance with laws and 
regulations did not disclose any material noncompliance affecting the financial 
statements. 

DoD Directive 7650.3 requires that all recommendations be resolved promptly. 
We considered Defense Logistics Agency comments on the draft report in preparing the 
final report. The comments conformed to the requirements of DoD Directive 7650.3; 
therefore, additional Defense Logistics Agency comments are not required. The 
Director, Defense Finance and Accounting Service, did not comment on a draft of this 
report. We request that the Defense Finance and Accounting Service provide 
comments on Recommendations A.l., A.2., B. 1., and C.2. by August 25, 1997. 

We appreciate the courtesies extended to the audit staff. If you have any 
questions, please contact Mr. David F. Vincent, Audit Program Director, 
at (703) 604-9110 (DSN-664-9110) or Mr. John A. Richards, Audit Project Manager, 
at (703) 604-9133 (DSN 664-9133). See Appendix F for report distribution. The audit 
team members are listed inside the back cover. 

David K. Steensma 

Deputy Assistant Inspector General 


for Auditing 




Office of the Inspector General, DoD 

Report No. 97-176 June 25, 1997 
(Project No. 6FH-2028.01) 

Internal Controls and Compliance With Laws and 

Regulations for the National Defense Stockpile Transaction 


Fund Financial Statements for FY 1996 


Executive Summary 


Introduction. The Chief Financial Officers Act of 1990, as amended by the Federal 
Financial Management Act of 1994, requires an annual audit of revolving funds such as 
the National Defense Stockpile Transaction Fund. The Chief Financial Officers Act 
prescribes the responsibility of management and auditors with respect to the financial 
statements, internal controls, and compliance with laws and regulations. Fund 
managers are responsible for establishing and maintaining an internal control structure 
and complying with laws and regulations applicable to that fund. Management is 
responsible for establishing a comprehensive management control system and 
monitoring and reporting on the system. The fund manager responsible for this fund is 
the Comptroller, Defense Logistics Agency. As of September 30, 1996, reported 
National Defense Stockpile Transaction Fund assets were $4.3 billion and liabilities 
were $69.1 million. 

Audit Objectives. The primary audit objective was to determine whether the FY 1996 
financial statements were presented fairly in accordance with the other comprehensive 
basis of accounting described in Office of Management and Budget Bulletin No. 94-01, 
"Form and Content of Agency Financial Statements," November 16, 1993. In 
addition, we reviewed the management control program and management's compliance 
with laws and regulations and followed up on corrective actions from previous audits. 
Our review provided a reasonable basis for determining the adequacy of the internal 
control structure and compliance with laws and regulations as they relate to the 
financial statements. 

Qualified Opinion. On March 1, 1997, we issued a qualified opinion on the financial 
statements dated September 30, 1996. A qualified opinion was required because we 
were unable to compare FY 1996 financial statement balances to the FY 1995 financial 
statement balances. We could not make the necessary comparisons because we were 
unable to audit the financial statements of September 30, 1995. See Appendix E for 
the financial statements and qualified opinion. 

Internal Controls. The internal control structure was effective in accounting for and 
managing resources, ensuring compliance with laws and regulations, and providing 
reasonable assurance that the financial statements are free of material misstatements. 
None of the accounts affected by management control weaknesses addressed in this 
report resulted in a material misstatement on the financial statements. Our review 
would not necessarily disclose all reportable conditions that might also be considered 
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material weaknesses. See Part I.A. for the management control weaknesses identified 
and Appendix A for the management controls assessed. Management continues to have 
management control program weaknesses as they relate to: 

o collecting $15.5 million in delinquent accounts receivable and related interest 
charges (Finding A), and 

o recording and reporting $1.5 million in interest revenue due the 
U.S. Treasury (Finding B). 

Compliance With Laws and Regulations. Management generally complied with the 
selected provisions of laws and regulations pertaining to the accuracy of the financial 
statements. However, the Defense National Stockpile Center did not comply with 
guidance set forth in DoD 7000.14-R, "DoD Financial Management Regulation," 
volumes 1 and 4, on using appropriate U.S. Treasury interest receivable accounts, 
establishing appropriate allowances for uncollectible accounts, and accounting for fixed 
assets and accrued annual leave and pension liability. In addition, the financial 
statement preparation did not fully comply with Office of Management Budget Bulletin 
No. 94-01, "Form and Content of Agency Financial Statements," November 16, 1993, 
and DoD "Guidance on Form and Content of Financial Statements for FY 1996 
Financial Activity," November 8, 1996 (Finding C). Additional regulations that were 
not complied with as they relate to the internal control weaknesses are addressed in 
Part I.A. Compliance issues identified during our review did not have a material 
impact on the financial statements. The compliance issues regarding allowances for 
uncollectible accounts and preparation of financial statements, as well as those related 
to internal control weaknesses, were also identified in the audit report for the FY 1995 
financial statements. See Part LB. for the noncompliance issues identified. With 
respect to items not tested, we found nothing that caused us to believe management had 
not complied, in all material respects, with those provisions previously identified. 

Summary of Recommendations. The Administrator, Defense National Stockpile 
Center, should turn over the function of collecting delinquent accounts receivable to the 
Defense Finance and Accounting Service Columbus Center and properly disclose 
interest revenue due the U.S. Treasury. The Director, Defense Finance and 
Accounting Service Columbus Center, should attempt to collect the $14.1 million in 
delinquent accounts receivable and $1.4 million in delinquent interest charges; write off 
uncollectible amounts; and establish accounts to record interest charges receivable and 
interest revenue, fixed assets and related depreciation, and accrued annual leave and 
pension liability. 

Management Comments. The Defense Logistics Agency concurred with all 
recommendations. The comments were fully responsive; therefore, additional Defense 
Logistics Agency comments are not required. The Defense Finance and Accounting 
Service did not comment on a draft of this report. We request that the Director, 
Defense Finance and Accounting Service, provide comments on the final report by 
August 25, 1997. See Part I for discussion of management comments and Part III for 
complete text of management comments. 
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Audit Results 

Audit Background 

The Chief Financial Officers (CFO) Act of 1990, as amended by the Federal 
Financial Management Act of 1994, requires annual audits of funds such as the 
National Defense Stockpile Transaction Fund (the Fund). Our responsibility 
under the CFO Act is to express an opinion on the Fund's FY 1996 financial 
statements based on our audit, determine whether internal controls are adequate, 
and determine whether the Fund managers complied with applicable laws and 
regulations. For background information on the audited entity, see Appendix E, 
which includes an Overview of the Principal Statements. 

Qualified Opinion. We audited the FY 1996 National Defense Stockpile 
Transaction Fund Financial Statements dated September 30, 1996. The 
financial statements included the Statement of Financial Position, the Statement 
of Operations and Changes in Net Position, and the Statement of Cash Flows. 
Also included were the Footnotes and the Overview to the Principal Statements. 
We issued a qualified opinion on the financial statements on March 1, 1997. 
The reason for the qualified opinion was that we were unable to audit the prior
year financial statements and therefore had no basis for comparing current 
balances with unaudited prior-year balances in the Statement of Financial 
Position and Statement of Operations and Changes in Net Position. 
Comparative prior-year data were not available for the Statement of Cash Flows 
because that statement was not required for FY 1995. See Appendix E for the 
financial statements and audit opinion. 

Accounting Functions. In June 1994, the Fund accounting functions 
performed by Defense Finance and Accounting Service (DFAS) located at 
Cameron Station, Virginia, were consolidated into the DFAS Columbus Center. 
Currently, the Defense National Stockpile Center (DNSC) and the DFAS 
Columbus Center jointly perform finance and accounting functions for the 
Fund. A Concept of Operations, dated July 16, 1994, specifies each entity's 
financial and accounting responsibilities. An amended Concept of Operations 
has been drafted but not yet approved. As of September 30, 1996, the Fund 
reported assets of $4.3 billion and liabilities of $69.1 million. 

Audit Objectives 

The primary audit objective was to determine whether the FY 1996 financial 
statements for the Fund were presented fairly in accordance with the other 
comprehensive basis of accounting described in the Office of Management and 
Budget (OMB) Bulletin No. 94-01, "Form and Content of Agency Financial 
Statements," November 16, 1993. In addition, we reviewed the management 
control program and compliance with laws and regulations and followed up on 
corrective actions taken resulting from previous audits of the Fund's prior-year 
financial statements. Part I.A. contains our report on internal controls. 
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Part LB. contains our report on compliance with laws and regulations. 
Appendix A provides discussion on the scope, methodology, auditing standards, 
accounting principles, and management control program. Appendix B provides 
a summary of prior audit coverage. 



Part I.A. - Review of Internal Control 
Structure 



Review of Internal Control Structure 

Introduction 

Audit Responsibilities. Our audit objective was to determine whether controls 
over transactions supporting the accounts in the FY 1996 financial statements 
were adequate to provide reasonable assurance that the accounts were free of 
material misstatements. In planning and performing our audit of the Fund for 
the fiscal year that ended September 30, 1996, we evaluated the internal control 
structure, including implementation of the DoD Management Control Program. 
We performed this evaluation to: 

o determine our auditing procedures for expressing an opinion on the 
financial statements; and 

o determine whether an internal control structure had been established. 

DoD Directive 5010.38, * "Internal Management Control Program," April 14, 
1987, implements title 31, United States Code, section 3512 (31 U.S.C. 3512), 
which requires management to establish and maintain a comprehensive 
management control system, including an internal control structure, and monitor 
and report on the system. The internal control structure consists of three 
elements. 

o Control environment is the collective effort of various factors on 
establishing, enhancing, or mitigating the effectiveness of specific policies and 
procedures. 

o Accounting and related systems are those methods and records 
established to identify, assemble, analyze, classify, record, and report on the 
entity's transactions and to maintain accountability for the related assets and 
liabilities. 

o Control procedures are the policies and procedures in addition to the 
control environment and accounting and related systems that management has 
established to provide reasonable assurance that specific entity objectives will be 
achieved. 

Management Responsibilities. Management is responsible for establishing and 
maintaining the internal control structure of the Fund. The responsibility 
requires management to make estimates and judgments to assess the expected 

*DoD Directive 5010.38 has been revised as "Management Control Program," 
August 26, 1996. The audit was performed under the April 1987 version of the 
directive. 

6 




Review of Internal Control Structure 

7 


benefits and related costs of internal control policies and procedures. The 
objectives of an internal control structure are to provide management with 
reasonable but not absolute assurance that: 

o transactions are properly recorded and accounted for in order to 
prepare reliable financial statements and to maintain accountability over assets; 

o funds, property, and other assets are safeguarded against waste, loss, 
unauthorized use, and misappropriation; and 

o transactions, including those related to obligations and costs, are 
executed in compliance with laws and regulations that could have a direct and 
material effect on the financial statements, and are in compliance with any other 
laws and regulations that the OMB, entity management, or the Inspector 
General, DoD, have identified as being significant for objectively measuring 
and evaluating compliance. 

Reportable Conditions 

Our review of internal controls for the Fund identified conditions that we 
considered to be reportable under OMB Bulletin No. 93-06, "Audit 
Requirements for Federal Financial Statements," January 8, 1993. However, 
the audit did not disclose any material weaknesses. Reportable conditions are 
matters coming to the auditors' attention relating to significant deficiencies in 
the design or operation of the internal control structure that, in their judgment, 
could adversely affect the organization's ability to effectively control and 
manage its resources and ensure reliable and accurate financial information for 
use in managing and evaluating operational performance. A material weakness 
is a reportable condition in which the design or operation of the internal control 
structure does not reduce to a relatively low level the risk that errors or 
irregularities could occur. Such errors or irregularities would be in amounts 
that would be material to the statements being audited and not be detected 
within a timely period by employees in the normal course of performing their 
functions. 

Our consideration of the internal control structure would not necessarily disclose 
all reportable conditions and would not necessarily disclose all reportable 
conditions that are also considered to be material weaknesses. 

Although our review of internal controls for the Fund did not disclose any 
material weaknesses, reportable conditions continue to exist that were addressed 
in last year's report. Specifically, management still needs to improve collecting 
accounts receivable and interest revenue and reporting interest revenue due the 
U.S. Treasury. See Appendix A for management controls assessed. 



Finding A. Collection Procedures 

The DNSC did not effectively pursue the collection of $15.5 million of 
delinquent accounts receivable and related interest charges. As of 
September 30, 1996, DNSC had $14.1 million in delinquent accounts 
receivable and $1.4 million of delinquent interest receivable. Of these 
amounts, $8.6 million of the accounts receivable and $1.3 million of the 
interest receivable were over 120 days old. These collection procedure 
deficiencies were also identified in FY 1995. Our FY 1995 audit report 
previously identified $9.5 million of the $15.5 million of delinquent 
receivables ($8.4 million of the accounts receivable and $1.1 million of 
the interest receivable). Ineffective collections continued because the 
DNSC has not formalized procedures for the collection of amounts due 
nor designated an office with primary responsibility for collection. 
Valid amounts due the Federal Government will continue to go 
uncollected unless these problems are corrected. 

DNSC Collection Procedures 

Collection Responsibility. DNSC is responsible for the collection of 
delinquent receivables. The 1994 Concept of Operations between DNSC and 
DFAS Columbus Center requires DFAS Columbus Center personnel to maintain 
the actual receivable records and provide the DNSC Office of Financial 
Management (DNSC finance) with monthly accounts receivable and interest age 
reports. A draft revised Concept of Operations does not indicate any change to 
this division of responsibility. 

Previous Procedures. In our report, "Internal Controls and Compliance With 
Laws and Regulations for the National Defense Stockpile Transaction Fund 
Financial Statements for FY 1995," June 28, 1996, we noted that DNSC did not 
have standard operating procedures for monitoring and collecting delinquent 
accounts receivable and related interest charges. We also noted that 
responsibility for collecting delinquent accounts was split between three DNSC 
offices--DNSC finance, the DNSC Directorate of Stockpile Contracts (DNSC 
contracting), and the DNSC Office of Counsel--and that the process was not 
well coordinated between these three offices. 

Planned Revised Procedures. In the response to the FY 1995 audit report, the 
Defense Logistics Agency (DLA) stated that DNSC would develop detailed 
standard operating procedures for monitoring and collecting the receivables and 
designated DNSC finance as the office responsible for the collection of 
delinquent receivables. DLA also stated that DNSC would research and pursue 
collection of the existing delinquent receivables, write off any determined to be 
uncollectible, and refer remaining receivables valued at more than $600 and not 
considered uncollectible to the Debt Collection Division, DFAS Columbus 
Center, for collection. The planned completion date was September 30, 1996. 
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Revised Procedures. DNSC finance has informally revised its existing 
standard operating procedures on delinquent bill letters and has revised its 
standard solicitation for material sales contracts. The new delinquent bill letter 
procedures do not designate DNSC finance as having primary responsibility for 
collection of receivables, and the actions prescribed would not necessarily result 
in effective followup of delinquent receivables. The procedures state that 
DNSC finance should provide a designated person in DNSC contracting with 
copies of delinquent bills and with subsequent notification of nonpayment of 
those bills. The procedures also specify which demand letters DNSC finance 
and DNSC contracting should send, and when, based on the dollar amount of 
the receivables. As a final step, DNSC finance is to consult with DNSC 
contracting on receivables not collected after 90 days to determine whether the 
accounts should get further DNSC collection effort, be written off, or be 
referred to DFAS Columbus Center. 

The revised solicitation allows DNSC to apply payments received from a 
contractor to the contractor's delinquent accounts and to withhold release of 
material until all of the contractor's delinquencies are paid, in addition to full 
payment for the material to be released. It also speeds up the charging of 
storage charges and interest for material not paid for and removed by the 
contract removal date. These new terms should be helpful but have not been 
effective so far, as noted in the next section. 

Efforts to Resolve Delinquent Receivables 

Write-off of Uncollectible Accounts. As of April 1997, DNSC and DFAS 
Columbus Center had only written off delinquent accounts receivable, valued at 
$120,614.97, for three closed contracts that we had specifically mentioned in 
the FY 1995 audit report. These accounts had existed since before the Stockpile 
was transferred from the General Services Administration (GSA) in 1988. The 
three contracts were unique in that they were identified in our FY 1995 audit 
report as the DNSC legal counsel's responsibility for determining collectibility. 

Attempts to Write Off Uncollectible Accounts. DNSC had made two 
attempts to refer about $2.8 million in delinquent receivables for diamond 
contracts to DFAS Columbus Center to be written off. For the first attempt, on 
September 26, 1996, the DNSC Office of Counsel sent a list of applicable 
contracts to DNSC finance and attached the documentation requirements from 
DFAS Columbus Center. DNSC finance personnel stated that they later 
compiled the documentation for these contracts and sent it to DF AS Columbus 
Center. They further stated that they did not make a backup copy of the 
material and that they have been unable to locate a cover letter or any record of 
when they sent it. DFAS Columbus Center personnel stated that they received a 
copy of the list and attachment from DNSC Office of Counsel on September 30, 
1996, but that they never received a complete documentation package. 

In the second attempt, on March 20, 1997, DNSC finance sent DFAS 
Columbus Center another list of delinquent receivables for diamond contracts to 
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Finding A. Collection Procedures 

be written off. This list included the same contracts as in the first attempt plus a 
few small additional ones, still amounting to about $2.8 million. This list did 
not include any of the necessary documentation. DNSC finance personnel 
stated that the person who compiled this list was unaware of the documentation 
requirements. DFAS Columbus Center was not able to process this list without 
the documentation and pointed out that some of the balances on this list were 
incorrect. 

Lack of Action on Closed Contracts. DNSC had not taken any action on the 
21 closed contracts, valued at $206,366, listed in Appendix D of the FY 1995 
audit report. The contracting officer stated that the customer had paid for the 
material with a letter of credit, which DF AS Columbus Center had failed to 
exercise before the expiration date. The customer had therefore received the 
material without paying for it (most customers pay in advance, and many of the 
outstanding receivables are for storage charges and various adjustments). The 
contracting officer stated that her last action was a letter to DF AS Columbus 
Center in 1992; she acknowledged the need to reopen the matter, but had not. 

DNSC Contracting Efforts. DNSC contracting had designated one employee 
to address the receivable problem. However, that employee stated she had 
never seen an accounts receivable age report and was not aware of any old 
receivables other than the $2.8 million addressed to DFAS Columbus Center 
and the 21 closed contracts mentioned in the FY 1995 audit report. Meanwhile, 
DNSC finance personnel attributed the slowness of resolving old accounts to the 
slowness of contracting personnel in making determinations of collectibility. 

Referral of Debts Considered Collectible to DF AS Columbus Center. As of 
April 1997, DFAS Columbus Center Debt Management Division had not 
received any accounts receivable from DNSC. Both DNSC finance and DNSC 
contracting personnel stated that they had not determined collectibility of 
accounts, other than the $2.8 million sent to DFAS Columbus Center. 

Newly Delinquent Accounts. The DNSC contracting employee assigned to 
clear the accounts receivable has spent most of her time on this type of account. 
She receives printouts from both a DNSC contracting database and from DFAS 
Columbus Center. The printouts from the DNSC contracting database only go 
back to 1995 contracts, and the printouts from DF AS Columbus Center are on 
current contracts. They therefore do not bring the older accounts to the DNSC 
contracting employee's attention. 

Even for the newly delinquent accounts, this procedure appears to have been 
ineffective. From September 1996 to February 1997, the number of delinquent 
receivables more than 60 days old increased from $14.1 million to 
$23. 7 million. The contracting employee assigned to clear the receivables had 
no explanation for the increase. 
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Conclusion 

The accounts receivable situation at DNSC has not improved. Our 
recommendations in the FY 1995 audit report, with which DLA concurred, 
were intended to assign clear responsibility for the handling of the receivables 
and to promptly resolve old accounts and refer delinquencies valued at more 
than $600 to DFAS Columbus Center for write-off or further collection effort. 
Very few of the old accounts from the prior audit have been resolved, the 
number of delinquent accounts is growing, and nothing has been referred to 
DFAS Columbus Center, except the $120,614.97 of accounts written off. 

The collection responsibility needs to be at DFAS Columbus Center. DFAS 
Columbus Center performs the collection function for other agencies and 
already has the necessary procedures and experience. DNSC has not yet 
formalized collection procedures and has left the responsibility split between 
contracting and finance, with few positive results. 

DNSC finance officials told us that they are better able to collect receivables 
because of being closer to DNSC contracting and are also better able to 
communicate questions of collectibility. We believe the DFAS Columbus 
Center employees who handle the accounts and interest receivable on a day-to
day basis will have the necessary information about the accounts as they become 
due, a better understanding of the documentation requirements, and easier 
access to the collection specialists in their Debt Management Division. The 
advantages should more than compensate for the distance between DFAS 
Columbus Center and DNSC contracting. 

Recommendations and Management Comments 

A.1. We recommend that the Administrator, Defense National Stockpile 
Center, and the Director, Defense Finance and Accounting Service 
Columbus Center: 

a. Revise the Concept of Operations to assign primary collection 
responsibility to the Defense Finance and Accounting Service Columbus 
Center. 

b. Agree and adhere to a schedule for getting the necessary 
documentation to the Defense Finance and Accounting Service Columbus 
Center Debt Management Division, both for long-standing delinquent 
receivables and for receivables becoming delinquent in the future. 
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Management Comments. The Defense Logistics Agency concurred with both 
recommendations, stating that the Defense National Stockpile Center would 
work with the Defense Finance and Accounting Service to revise the Concept of 
Operations and would coordinate a schedule for sending the necessary 
documentation from the Defense National Stockpile Center to Defense Finance 
and Accounting Service Columbus Center. The Defense Finance and 
Accounting Service did not comment on a draft of this report. We request that 
the Defense Finance and Accounting Service provide comments on the final 
report. 

A.2. We recommend that the Director, Defense Finance and Accounting 
Service Columbus Center: 

a. Research and actively pursue collection of the $14.1 million in 
delinquent accounts receivable, $1.4 million in delinquent interest charges, 
and any additional amounts that have become delinquent since 
September 30, 1996. 

b. Initiate write-offs of receivables determined to be uncollectible. 

c. Refer receivables valued at more than $600, and not considered 
uncollectible, to the Debt Management Division. 

Management Comments. The Defense Finance and Accounting Service did 
not comment on a draft of this report. We request that the Defense Finance and 
Accounting Service provide comments on the final report. 
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Finding B. Reporting of Interest 
Charges 
The DFAS Columbus Center and DNSC did not record or report 
$1.5 million in interest revenue due the U.S. Treasury in the FY 1996 
financial statements. The DF AS Columbus Center did not use standard 
general ledger accounts for recording interest charges billed and 
collected on delinquent accounts receivable and subsequently did not 
report the interest revenue due the U.S. Treasury on the fiscal year-end 
trial balance. These issues were also identified in our FY 1995 audit 
report. In addition, as in FY 1995, even though DNSC had the interest 
revenue information, DNSC did not report it in the financial statements. 
As a result, the Fund's FY 1996 financial statements understated interest 
receivable owed to the Federal Government by $1.5 million. 

Recording Interest Charges 

Nature of Interest Charges. The DF AS Columbus Center is responsible for 
billing contractors interest charges on delinquent accounts receivable. The 
receivables are considered "non-entity assets" in that DNSC is charged with 
collecting them, but the proceeds are to be credited as miscellaneous receipts of 
the U.S. Treasury rather than to the DNSC account. Non-entity assets are to be 
reported separately on financial statements. 

DFAS Columbus Center Procedures. In January 1995, DFAS Columbus 
Center developed a monthly interest age report and began using the report to 
monitor interest charges due on delinquent accounts receivable. DFAS 
Columbus Center sends these monthly reports to DNSC finance. 
DoD 7000.14-R, "DoD Financial Management Regulation," volume 1, 
"General Financial Management Information, Systems, and Requirements," 
May 1993 (with a draft update issued in June 1995), and volume 4, 
"Accounting Policy and Procedures," January 1995, provide guidance on 
accounting for and reporting interest charges. See Appendix C for a discussion 
on DoD 7000.14-R guidance pertaining to interest charges. 

Recording Interest Charges in the Accounting Records. According to the 
yearend interest age report dated September 1996, $1.5 million in uncollected 
interest charges had been billed on delinquent accounts receivable. However, 
because the DFAS Columbus Center had not incorporated standard general 
ledger accounts to record the interest charges billed and collected, the trial 
balance did not disclose the resulting $1.5 million in interest revenue due the 
U.S. Treasury. 

Reasons for Not Recording Interest Charges. Our FY 1995 audit report 
recommended that DFAS Columbus Center begin to record the interest 
receivable. In the response from DFAS Columbus Center to DFAS 
headquarters, DF AS Columbus Center did not concur with the recommendation. 
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DFAS Columbus Center stated that recording the interest would overstate the 
DNSC position because the interest is owed to the U.S. Treasury in general, not 
DNSC. DFAS Columbus Center also stated that DFAS had not developed 
general procedures for recording interest receivable. However, in the official 
response to our report, DFAS headquarters concurred, stating that DFAS 
Columbus Center would begin to record the interest receivable. The staff at 
DFAS Columbus Center did not receive a copy of the final report and were not 
otherwise informed that DFAS headquarters expected the interest to be 
recorded. 

Correct Procedures for Recording the Non-Entity Receivable. As noted 
above, procedures for recording the interest receivable existed in 
DoD 7000.14-R and have been improved in the June 1995 draft update to 
volume 1. Following these procedures, correct accrual of the interest would not 
overstate the Fund's position, because the procedures require that the 
receivables be offset with a corresponding liability to the U.S. Treasury and that 
the interest revenue be offset with a corresponding contra-revenue. As a result 
of our pointing out the DFAS headquarters response and the necessary 
procedures, the Chief, Fuel Accounting and Payments Division, DFAS 
Columbus Center, has already approved an appropriate method for recording 
interest receivable. 

Reporting Interest Charges 

In the FY 1996 financial statements, DNSC did not report the $1.5 million in 
interest charges due the U.S. Treasury. During FY 1996, DNSC also did not 
report interest charges due the U.S. Treasury in the "Federal Agencies' 
Centralized Trial Balance System." According to DNSC management, DNSC 
did not report the interest because personnel relied on the figures from the fiscal 
yearend trial balance to generate the financial statements. However, DNSC had 
the necessary information and could have reported the interest receivable even 
though it was not reflected on the trial balance. 

Recommendations and Management Comments 

B.1. We recommend that the Director, Defense Finance and Accounting 
Service Columbus Center, implement standard operating procedures to 
record interest charges receivable and the interest revenue collected and 
deposited into a U.S. Treasury receipt account, as required by the 
applicable regulations, and include those amounts in the trial balance. 
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Management Comments. The Defense Finance and Accounting Service did 
not comment on a draft of this report. We request that the Defense Finance and 
Accounting Service provide comments on the final report. 

B.2. We recommend that the Director, Defense Logistics Agency, disclose 
in future National Defense Stockpile Transaction Fund Financial 
Statements the total amount of interest revenue due the U.S. Treasury and 
the amount of interest revenue collected during the fiscal year and 
deposited into the U.S. Treasury receipt account. 

Management Comments. The Defense Logistics Agency concurred, stating 
that the interest is reflected on the Trial Balance and will be included in the 
FY 97 financial statements. 



Part I.B. - Review of Compliance With 
Laws and Regulations 



Review of Compliance With Laws and Regulations 

Introduction 

We reviewed compliance with applicable laws and regulations to obtain 
reasonable assurance that the financial statements were free of material 
misstatements, not to provide an opinion on the overall compliance with such 
provisions. As part of obtaining reasonable assurance that the financial 
statements were free of material misstatements, we reviewed compliance with 
laws and regulations directly affecting the financial statements and compliance 
with certain other laws and regulations designated by the OMB and the DoD. 
Compliance with laws and regulations applicable to the Fund is the 
responsibility of the Chief Financial Officer of the DoD; Director, DFAS; 
Director, DLA; Comptroller, DLA; and DNSC management. See Appendix D 
for applicable laws and regulations. ' 

Reportable Conditions 

Material instances of noncompliance are failures to follow requirements, laws, 
or regulations that would cause us to conclude that the aggregation of the 
misstatements resulting from those failures is either material to the financial 
statements or that the sensitivity of the matter would cause others to perceive it 
as significant. The results of our reviews indicate that management generally 
complied with the selected provision of laws and regulations as they pertain to 
the accuracy of the financial statements. The audit did not detect any material 
noncompliance issues. However, DNSC did not comply with guidance 
addressing the use of appropriate U.S. Treasury interest receivable accounts, 
allowances for uncollectible receivable accounts, fixed asset and depreciation 
accounts, and accrued annual leave and pension expense accounts. In addition, 
DNSC did not comply with guidance provided for the reconciliation of the Fund 
Balance with Treasury and for the preparation of financial statements, 
particularly in accounting for prior-period adjustments. The compliance issues 
regarding using appropriate U.S. Treasury interest receivable accounts and 
allowances for uncollectible accounts were previously identified in the FY 1995 
audit report. 

Additional regulations that were not complied with, as they relate to the internal 
control weaknesses addressed in Part I.A., include: Federal Acquisition 
Regulation (FAR) 32.6, "Contract Debts," Aprill, 1984; Defense FAR 
Supplement 232.6, "Contract Debts," 1991 edition; DLA Manual 7000.1, 
"DLA Accounting and Finance Manual," August 1980; and DoD 7000.14-R, 
volumes 1 and 4. These compliance issues were previously identified in the 
FY 1995 audit report. Compliance issues identified during our review would 
not have had a material impact on the financial statements. With respect to the 
items not tested, we found nothing that caused us to believe that the Fund 
managers had not complied, in all material respects, with the provisions 
identified above. 
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Interest Charges. The DFAS Columbus Center and DNSC did not record or 
report $1.5 million in interest revenue due the U.S. Treasury. Therefore, 
DNSC and DFAS Columbus Center did not comply with DoD 7000.14-R, 
volumes 1and4. The noncompliance with DoD 7000.14-R and the facts 
relating to the DFAS and DNSC handling of interest charges are discussed in 
greater detail in Part I.A., Finding B. We also identified this issue in the 
FY 1995 audit report. 

Allowance for Uncollectible Accounts. The DFAS Columbus Center had not 
been effectively using the allowance for uncollectible accounts because DNSC 
had not determined an estimated amount of uncollectible accounts. As of 
September 30, 1995, the DNSC accounting records contained an unsupportable 
allowance for uncollectible accounts. We reported this unsupportable balance in 
the FY 1995 audit report. As of September 30, 1996, DNSC had removed this 
unsupportable allowance but had not replaced it with a valid estimate. DFAS 
Columbus Center and DNSC current procedures do not comply with 
DoD 7000.14-R, volume 4, which requires DoD Components to ensure that 
their accounting systems provide for the establishment of allowances for 
uncollectible accounts. The noncompliance with DoD 7000.14-R is discussed in 
greater detail in Part LB., Finding C. 

Fixed Assets and Related Depreciation, Annual Leave Liability, and 
Pension Liability. As of April 1997, DFAS Columbus Center had not 
recorded any of these amounts in the accounting records as required by 
DoD 7000.14-R, volume 4. The noncompliance with DoD 7000.14-R, volume 
4, is discussed in more detail in Part LB., Finding C. 

Preparation of Financial Statements and Prior-Period Adjustment. During 
FY 1996, DNSC made a prior-period adjustment of about $108.5 million as a 
result of a recommendation in the FY 1995 audit report. DNSC did not inform 
DFAS Columbus Center that it was a prior-period adjustment so that it could be 
posted as such, as required by DoD 7000.14-R, volume 4. DNSC did not 
comply with other aspects of the DoD "Guidance on Form and Content of 
Financial Statements for FY 1996 Financial Activity" (the DoD form and 
content Guidance), October 1996; however, these discrepancies were minor and 
were provided to management during our audit. The prior-period adjustment 
noncompliance is discussed in greater detail in Part LB., Finding C. 

Uncollectible Accounts Written Off. During FY 1996, DNSC wrote off 
$120,000 in accounts receivable even though $3.7 million of the $8.6 million in 
accounts receivable due more than 120 days had been delinquent since 
FYs 1991 through 1994. The FY 1995 audit report identified $4.5 million in 
delinquent accounts receivable for FYs 1991 through 1994. These procedures 
did not comply with DoD 7000.14-R, volume 4, which requires losses on 
receivables to be recognized when it is likely that the receivable will not be 
collected. Delinquent accounts receivable and other discrepancies are discussed 
in Part I.A., Finding A. 

Reconciliation of Fund Balance With Treasury. DNSC had not reconciled 
the Fund Balance With Treasury account between DNSC's general ledger and 
the U.S. Treasury's records as required in DoD 7000.14-R, volume 4. 
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Additionally, DNSC has not referred the discrepancy to DFAS Columbus 
Center for resolution. The noncompliance with DoD 7000.14-R is fully 
discussed in Part I.B., Finding C. 

Conclusion 

The DNSC and DFAS Columbus Center need to implement the regulations, 
standards, and generally accepted accounting principles addressed in Parts I.A. 
and I.B. to resolve problems with interest charges, allowances for 
uncollectibles, fixed assets, accrued annual leave, pension liability, prior-period 
adjustments, uncollectible write-offs, and reconciliation of the Fund Balance 
With Treasury account. Except for the recommendations made for the financial 
statement preparation finding that follows, we have not made recommendations 
in this section for each compliance issue. 
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Finding C. FY 1996 Accounting Records 
and Financial Statements Compliance 
The DNSC did not inform DFAS Columbus Center of $108.5 million in 
corrections made to prior-period adjustments and the cost of goods 
related to the FY 1995 financial statements. Specifically, DNSC had 
DFAS process $108.5 million as a current-year cost of goods sold that 
should have been processed against the prior years' sales. Additionally, 
the DNSC did not provide DFAS Columbus Center with information to 
accrue an allowance for doubtful accounts, and DNSC also did not 
reconcile the general ledger Fund Balance With Treasury account with 
the U.S. Treasury records and did not refer the existing discrepancy to 
DFAS Columbus Center for resolution. Finally, the accounting records 
and financial statements did not reflect fixed assets and accrued annual 
leave and pension liability. These problems occurred because DNSC 
and DFAS Columbus Center Personnel were unaware of certain 
accounting requirements, and DNSC and DLA management did not 
review the statements. As a result, the accounting records and financial 
statements understated assets, liabilities, and expenses. In addition, the 
Fund Balance With Treasury account on the financial statements may 
reflect transactions that do not properly belong to DNSC. The FY 1995 
audit report had a similar finding on financial statement compliance but 
dealt with different specific conditions. 

Prior-Period Adjustment 

In the FY 1995 audit report, we noted that DNSC had the DFAS Columbus 
Center post the sale of material and the related accounts receivable at the time 
of the sale, but did not have DFAS post the reduction of inventory and cost of 
goods sold until the material was shipped. This condition led to a mismatch of 
sales revenue to the related expense. 

During FY 1996, as a result of the FY 1995 audit report, DNSC processed the 
reduction of inventory and the cost of goods sold at the time of the sale. During 
FY 1996, DNSC made adjustments of $108.5 million to the current cost of 
goods for sales made prior to FY 1996. However, the $108.5 million 
adjustment should have been processed against prior-year sales as a prior-period 
adjustment. DNSC did not inform DFAS Columbus Center that this was a 
prior-period adjustment and should be posted as such. As a result, had DNSC 
not corrected the financial statements when we brought the matter to their 
attention, the cost of goods sold would be overstated, giving the impression that 
the excess of revenues over expenses declined sharply during FY 1996. 

21 




Finding C. FY 1996 Accounting Record and Financial Statements Compliance 

Allowance for Doubtful Accounts 

As of September 30, 1995, DNSC had a recorded allowance for doubtful 
accounts on the accounting records and the financial statements. This allowance 
had existed for years, and no one could explain the basis for the amount. 
DNSC properly removed this allowance during FY 1996. However, DNSC did 
not create a new allowance as required by DoD 7000.14-R, volume 4. DNSC 
personnel stated that DFAS Columbus Center had told them they could not 
establish an allowance without identifying specific accounts, which DNSC 
finance had been unable to do. DFAS Columbus Center said that a former 
employee might have told them to identify specific accounts but that it was 
probably a misunderstanding. 

Without an allowance for doubtful accounts, net accounts receivable and capital 
are overstated by an estimated percentage representing the dollar amount of 
accounts considered doubtful but not yet written off. In the case of DNSC, this 
overstatement would be in addition to any overstatement from accounts 
receivable that should have been written off (Finding A). 

Fund Balance With Treasury 

As of September 30, 1995, the DNSC Fund Balance With Treasury general 
ledger account was $290,775,958 while the U.S. Treasury records showed 
$290,711,582 or $64,376 less. DNSC used the lower U.S. Treasury figure in 
the financial statements. 

DoD 7000.14-R, volume 4, requires that discrepancies between Fund Balance 
with Treasury general ledger account and U.S. Treasury records be reconciled. 
If the discrepancies result from errors rather than timing differences, the errors 
are to be corrected. 

Part of the $64,376 discrepancy, $18,431, occurred during FY 1996. This 
$18,431 discrepancy occurred because of disbursement transactions that 
involved the U.S. Treasury records about which DFAS Columbus Center had 
no knowledge. DNSC finance personnel stated that in such cases, they simply 
have to wait for documentation to come through, which sometimes takes years, 
before booking such transactions to the accounting records. They further stated 
that they had not asked DFAS Columbus Center for assistance. Personnel at 
DFAS Columbus Center said that they had never seen the U.S. Treasury reports 
and that they could get documentation of the unknown transactions promptly if 
they had access to those reports. The remainder of the discrepancy, $45, 945, 
occurred before FY 1996; no documentation was available to determine the 
cause of that discrepancy. 

Without the supporting documentation, DNSC has no way of knowing whether 
the unknown transactions were correct or whether they properly belong to 
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DNSC. DNSC also does not know to which account the offsets for the 
disbursements should be posted. If the transactions do not belong to DNSC, the 
accounts of some other entity are also misstated. 

Fixed Assets and Depreciation 

As of April 1997, DNSC did not have fixed assets and depreciation posted to 
the accounting records as required by DoD 7000.14-R, volume 4. Personnel at 
DFAS Columbus Center did not have the necessary data to post the amounts to 
the September 30, 1996, post-closing trial balance. Although DNSC received 
the necessary data ($4,805,819 in equipment net of accumulated depreciation of 
$4,362,562) and forwarded it to DFAS Columbus Center shortly thereafter, 
personnel were not aware of the requirement to post it to the accounting 
records. 

The financial statements disclosed the amounts in a footnote, but not in the main 
body of the statements. DNSC finance personnel said that they had not received 
the information from DLA in time to get it to DF AS Columbus Center to be 
posted in the trial balance as of September 30, 1996, and therefore could not 
include it in the main body of the statements. However, DNSC could have 
adjusted the financial statements without updating the trial balance as they did 
with the $108.5 million adjustment to the cost of goods sold and prior-period 
adjustments account. 

Annual Leave and Pension Liability 

DoD 7000.14-R, volume 4, requires the annual leave liability and the DoD 
contribution to civilian retirement benefits to be accrued in the accounting 
records and, therefore, reflected in the financial statements. Personnel at both 
DFAS Columbus Center and DNSC said they were unfamiliar with this 
requirement and did not know where to obtain the information. The employee 
in the office of the DLA Comptroller who reviewed the DNSC statements said 
that the information is readily available from the Defense Business Management 
System at the DFAS Columbus Center. Personnel at the Defense Business 
Management System confirmed that this information was available. 

Reasons for Lack of Compliance 

As noted, both DNSC and DFAS Columbus Center personnel were unaware of 
some requirements. Additionally, the DNSC finance employee responsible for 
preparing the statements had been detailed to areas other than DNSC for about 
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6 months and had to find time during one of those details to prepare the 
financial statements. This person did receive training in financial statement 
preparation as recommended in our prior audit report. 

In response to our FY 1995 audit, DLA agreed to establish procedures to ensure 
that the DNSC financial statements were adequately reconciled and reviewed 
before submission. A staff member in the DLA Comptroller's Office did 
review the financial statements. Based on the number of errors and the failure 
to notice the prior-period adjustment, we conclude that this review was cursory. 
However, because the FY 1997 financial statements will be prepared at DFAS 
Indianapolis Center, we have no recommendations on financial statement 
preparation. 

Recommendations and Management Comments 

C.1. We recommend that the Director, Defense Logistics Agency, 
determine and provide all necessary information to the Defense Finance 
and Accounting Service Columbus Center so that all required entries can 
be posted, including information on prior-period adjustments, allowances 
for doubtful accounts, Fund Balance With Treasury, fixed assets and 
depreciation, accrued annual leave, and pension liability. 

Management Comments. The Defense Logistics Agency concurred, stating 
that the Defense National Stockpile Center would provide Defense Finance and 
Accounting Service Columbus Center the information necessary for all required 
entries to be posted. The estimated completion date for this action is 
September 30, 1997. 

C.2. We recommend that the Director, Defense Finance and Accounting 
Service Columbus Center, establish local procedures to ensure that all 
accounting entries required by DoD 7000.14-R for the Defense National 
Stockpile Center are made. 

Management Comments. The Defense Finance and Accounting Service did 
not comment on a draft of this report. We request that the Defense Finance and 
Accounting Service provide comments on the final report. 
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Appendix A. Audit Process 

Scope 

Statements Reviewed. We audited the FY 1996 National Defense Stockpile 
Transaction Fund (the Fund) Financial Statements. The financial statements 
included the Statement of Financial Position, the Statement of Operations and 
Changes in Net Position, and the Statement of Cash Flows. Also included were 
the Footnotes and the Overview to the Principal Statements. The financial 
statements upon which our opinion is based were dated September 30, 1996, 
and received on February 20, 1997. 

Auditing Standards. We conducted our financial related audit in accordance 
with generally accepted auditing standards issued by the Comptroller General of 
the United States as implemented by the Inspector General, DoD, and Office of 
Management and Budget (OMB) Bulletin No. 93-06, "Audit Requirements for 
Federal Financial Statements," January 8, 1993. Those standards require that 
we plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatements. We relied on the 
guidelines suggested by the General Accounting Office and on our professional 
judgment in assessing the materiality of matters impacting the fair presentation 
of the financial statements and related internal control weaknesses. 

Accounting Principles. The Federal Accounting Standards Advisory Board 
was established to recommend Federal accounting standards to the principles of 
the Joint Financial Management Improvement Program (JFMIP), who are the 
Director, OMB; the Secretary of the Treasury; and the Comptroller General. 
Specific standards agreed on by those officials are issued by the Director, OMB, 
and the Comptroller General. Financial statement reporting is governed by 
accounting standards approved by the JFMIP. 

To date, seven accounting standards and two accounting concepts have been 
published in final form, and three accounting standards have been published in 
draft form. One other accounting standard (No. 8) has been approved by the 
Federal Accounting Standards Advisory Board, but it must undergo a 
congressional review before it is promulgated by OMB. OMB Form and 
Content incorporates these standards and concepts and should be used by 
Federal agencies to prepare financial statements. 
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Statements of Federal Financial Accounting Standards and Concepts 

Number Title Status Effective Date 

Standard No. 1 Accounting for Selected Assets and 
Liabilities, March 30, 1993 

Final FY 1994 

Standard No. 2 Accounting for Direct Loans and 
Loan Guarantees, August 23, 1993 

Final FY 1994 

Standard No. 3 Accounting for Inventory and Related 
Property, October 27, 1993 

Final FY 1994 

Standard No. 4 Managerial Cost Accounting Concepts 
and Standards for the Federal 
Government, July 31, 1995 

Final FY 1997 

Standard No. 5 Accounting for Liabilities of the 
Federal Government, September 1995 

Final FY 1997 

Standard No. 6 Accounting for Property, Plant and 
Equipment, November 30, 1995 

Final FY 1998 

Standard No. 7 Accounting for Revenue and Other 
Financing Sources, May 10, 1996 

Final FY 1998 

Standard No. 8 Supplementary Stewardship Reporting Approved 

Concept No. 1 Objectives of Federal Financial 
Reporting, September 2, 1993 

Final 

Concept No. 2 Entity and Display, June 6, 1995 Final 

Through FY 1996, agencies were required to follow the hierarchy of accounting 
principles outlined in OMB Bulletin No. 94-01, "Form and Content of Agency 
Financial Statements," November 16, 1993. A summary of the FY 1996 
hierarchy follows: 

o standards agreed to and published by the JFMIP Principals; 

o form and content requirements of OMB Bulletin No. 94-01; 

o accounting standards contained in agency accounting policy guidance 
as of March 29, 1991; and 

o accounting principles published by other authoritative sources. 
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Beginning in FY 1997, agencies are required to follow the hierarchy of 
accounting principles outlined in OMB Bulletin No. 97-01, "Form and Content 
of Agency Financial Statements," October 16, 1996. A summary of the 
FY 1997 hierarchy follows: 

o standards agreed to and published by the Director, OMB; the 
Secretary of the Treasury; and the Comptroller General; 

o interpretations on the standards issued by OMB; 

o requirements of the effective OMB form and content bulletin; and 

o accounting principles published by other authoritative sources. 

Because only three accounting standards and two accounting concepts were 
effective in FY 1996, most accounting standards for the "other comprehensive 
basis of accounting" used by DoD came from DoD accounting guidance. 
Previously, DoD Manual 7220.9-M, the "DoD Accounting Manual," was the 
primary DoD accounting guidance. Since FY 1992, the USD(C) has updated 
sections of the "DoD Accounting Manual," and has incorporated those sections 
into new volumes of the "DoD Financial Management Regulation." The 
USD(C) had issued 14 completed volumes as of April 1997 and plans to issue 
1 additional volume. The "DoD Financial Management Regulation," when 
completed, will be the single DoD-wide regulation that all DoD Components 
will use for accounting, budgeting, finance, and education and training for 
financial management. However, after FY 1996, neither the policy in the 
"DoD Accounting Manual" nor in the "DoD Financial Management Regulation" 
will be the authoritative basis for preparing financial statements. 

Scope of Review of Internal Controls. Our consideration of the internal 
control structure included obtaining an understanding of significant internal 
control structure policies and procedures and assessing the level of control risk 
relevant to all significant cycles, classes of transactions, or account balances. 
For those significant control policies and procedures that had been properly 
designed and placed in operation, we performed sufficient tests to provide 
reasonable assurance that the controls were effective and working as designed. 
For areas where internal controls were determined to be weak, we attempted to 
perform tests to determine the level of assurance that could be placed on those 
controls. 

Our consideration of the internal control structure would not necessarily disclose 
all matters in the internal control structure that might be reportable conditions 
and would not necessarily disclose all reportable conditions that are also 
considered to be material weaknesses. 

Scope of Review of Compliance with Laws and Regulations. As part of 
obtaining reasonable assurance about whether the Fund's financial statements 
were free of material misstatements, we reviewed compliance with laws and 
regulations that may directly affect the financial statements and other laws and 
regulations designated by the OMB and the DoD. See Appendix D for a 
complete list of laws and regulations that we reviewed. 
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Audit Period. We conducted this audit from May 1996 through April 1997 at 
the DNSC and its storage locations and at the Defense Finance and Accounting 
Service Columbus Center. 

Contacts During the Audit. We visited or contacted individuals and 
organizations within the DoD. Further details are available on request. 

Computer-Processed Data. To achieve the overall audit objective, we initially 
relied upon computer-processed data obtained from the DNSC Master Inventory 
File (MIF). We assessed the reliability of the MIF data by reviewing the 
general controls at DNSC, by comparing the MIF records to local site records, 
and by testing inventories of the stockpile materials. To perform the inventory 
of stockpile materials, we used both statistical and judgment samples. At audit 
inventory locations, comparisons were made among our physical inventory 
results, MIF information, and local records. At all locations where local 
inventory records are kept, we compared local records to MIF information 
whether or not we performed any physical inventory. The information provided 
by the MIF was found to be generally reliable, and the discrepancies identified 
were not material to the financial statements. 

Statistical Sampling Methodology 

The Quantitative Methods Division, Inspector General, DoD, developed the 
statistical sampling plan for this audit. That work included statistically selecting 
the locations and the inventory line items at each location. In addition, the 
Army Corps of Engineers provided assistance with the measurement of sample 
selections of materials in bulk storage, as these materials were not readily 
countable. 

Audit Universe. The audit universe consisted of all stockpile materials 
included in the inventory as of September 30, 1996. The reported value of the 
ending inventory shown on the FY 1996 financial statements was about 
$3.7 billion. The sample selections were chosen from the MIF data base as of 
June 30, 1996, consisting of 35,680 records or line items representing 
commodities at 82 DNSC storage locations. 

Sampling Plan. A multistage cluster random sample was employed for this 
audit. Factors in the sample selection process were: (1) the estimated auditing 
(travel) costs, (2) the relative values, as reflected in the MIF, of all of the 
inventory materials located within geographic clusters, and (3) the relative 
values of specific materials within a given cluster. The sample was selected to 
minimize the dollar values in factor 1 and to maximize the dollar values in 
factors 2 and 3. Asbestos, a hazardous material, was the only item excluded 
from possible sample selection. The sample selection consisted of 41 line items 
from 9 DNSC storage locations. 

Judgment Sample. At each site chosen through statistical sampling, a 
judgment sample selection was made from the inventory of site materials after 
excluding statistical sample selections. Inventory results from the judgment 
sample were compared to local records and to the MIF records. 
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Sample Results. The inventory of sample selections was conducted from 
October through December of 1996. We were able to determine that on-hand 
quantities were generally accurate. 

Management Control Program 

DoD Directive 5010.38, * "Internal Management Control Program," April 14, 
1987, 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 controls. 

Scope of Review of the Management Control Program. We reviewed the 
adequacy of the DNSC management controls as they relate to the Fund's 
financial statements. Specifically, we reviewed DNSC management controls 
over recording, accounting, and reporting financial information resulting from 
DNSC operations during FY 1996. Because we did not identify a material 
weakness as they relate to the financial statements, we did not assess 
management's self-evaluation. 

Adequacy of Management Controls. The DNSC management controls we 
reviewed were adequate; we identified no material management control 
weaknesses as they relate to the financial statements. 

*DoD Directive 5010.38 has been revised as "Management Control Program," 
August 26, 1996. The audit was performed under the April 1987 version of the 
directive. 
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During the last 5 years, the following reports relating to the Fund's financial 
statements and DNSC accounting policies and practices were issued: 

General Accounting Office Letter Report No. NSIAD-97-30, "Disposal of 
Excess Zinc," November 7, 1996 (OSD Case 1200). This audit was 
performed pursuant to a Congressional request arising from a dispute between 
the American Zinc Association and the Federal Government. The dispute 
concerned the Government's basis for its interpretation of the statutory phrase 
"usual markets" as applied to the zinc sales program and DoD efforts not to 
unduly disrupt the zinc market. The General Accounting Office found that the 
statute does not define the "usual markets" and agreed with DNSC's 
interpretation that it means the total U.S. market for all grades of zinc, not just 
the grades being sold by DNSC. The report also states that DNSC has policies 
and procedures for selling zinc without unduly disrupting the zinc market. 

Inspector General, DoD, Report No. 96-190, "Internal Controls and 
Compliance With Laws and Regulations for the National Defense Stockpile 
Transaction Fund Financial Statements for FY 1995," June 28, 1996. We 
issued a disclaimer of opinion on the financial statements because documentation 
that supported the inventory account value was not available .. The audit did not 
disclose any material internal control weaknesses or lack of compliance with 
laws and regulations. However, the audit disclosed reportable internal control 
conditions in the accuracy of the stockpile materials financial statement 
inventory balance, in the collection of accounts receivable and related interest 
receivable, and in recording and reporting interest due to the U.S. Treasury. 
The audit also disclosed a reportable condition in compliance with form and 
content guidance for the financial statements. Management concurred with all 
recommendations but has taken effective action only in the area of the stockpile 
materials financial statement inventory balance. Therefore, all other conditions 
are cited in this report. 

General Accounting Office Report No. AIMD-95-35R (OSD Case 9842), 
"Stockpile Fund," December 16, 1994. This report states that the audit 
reviewed accounting policies and practices involved with cash and noncash 
transactions. The report states that cash and noncash transactions were not 
separately identified in the Fund's FY 1993 financial statements and annual 
Strategic and Critical Materials Report to the Congress for FY 1993. Also, the 
Fund's FY 1993 financial statements did not separately disclose all of the 
amounts comprising the Fund's net position, as prescribed by OMB. 
Additionally, the report states DNSC was not in compliance with Section 518 of 
Public Law 100-440 because the Fund used part of the estimated $215.8 million 
appropriated to the Fund before January 1, 1985, on contracts involving in-kind 
exchanges that did not meet the requirements of Section 518. The Fund was 
required to use all funds authorized and appropriated to evaluate, test, relocate, 
upgrade, or purchase stockpile materials before January 1, 1988. 
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Inspector General, DoD, Report No. 93-139, "National Defense Stockpile 
Transaction Fund Financial Statements for FY 1992," June 30, 1993. We 
disclaimed an opinion on the financial statements because the DLA could not 
provide documentation to support the inventory valued on the financial 
statements, and management did not provide the necessary management and 
legal representation letters. The audit did not disclose any reportable or 
material internal control weaknesses. The report states that the DNSC complied 
in all material respects with policies, laws, and regulations. The report did not 
contain any recommendations. However, management concurred with all of the 
facts presented in the audit report. 

Inspector General, DoD Report No. 92-141, "National Defense Stockpile 
Transaction Fund," September 30, 1992. This report states that the financial 
status of the Fund, as reported to Congress for FYs 1989 and 1990, was 
inaccurate. However, the audit identified no material internal control 
weaknesses related to procedures for reporting the financial status of the Fund to 
Congress. The audit recommended revising the reporting format for the 
Strategic and Critical Materials Report to Congress, correcting the balances 
reported to Congress for FYs 1989 and 1990, and establishing procedures for 
preparing the Strategic and Critical Materials Report to Congress that use 
accounting system data reported in the Report on Budget Execution. 
Management concurred with these recommendations and took corrective actions 
to revise the reporting format and reporting procedures to conform with audit 
recommendations. 
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Appendix C. Accounts Receivable and Interest 
Charges Criteria 

Accounts Receivable Criteria 

FAR 32.6, "Contract Debts," April 1, 1984, prescribes policies and procedures 
for the Government's actions in ascertaining and collecting contract debts, 
charging interest on the debts, deferring collection, and compromising and 
terminating certain debts. Specifically, sections 2 through 16 provide 
procedures for assigning responsible officials to follow up on amounts due the 
Federal Government, debt determination, collection procedures to include 
documentation retention requirements, and compromise actions for debts less 
than $100,000 that are deemed uncollectible. According to the FAR, the 
primary responsible official is the contracting officer or other official designated 
under agency procedures to administer the collection of contract debts and 
applicable interest. 

Defense FAR Supplement 232.6, "Contract Debts," December 31, 1991, 
provides additional guidance for debt determination and collection when the 
functions are performed by the disbursing officers, in coordination with the 
contract finance office and the contracting officer. 

DLA Manual 7000.1, "DLA Accounting and Finance Manual," chapter 12, 
"Debt Claims," August 1980, provides guidance for the processing of debt 
claims of the United States which arise as a result of operations of, or are 
referred to, the DLA. The regulation requires that claims against business 
entities will be ascertained and documented promptly, and settlement or 
collection action will be initiated immediately and pursued aggressively until 
disposition. The guidance also includes procedures for handling claims that 
cannot be resolved through collection or off set. This regulation was 
incorporated into DoD 7000.14-R, volume 10, "Contract Payment Policy and 
Procedures," February 1996. 

Title 28, United States Code, section 2415, "Time for Commencing Action," 
and title 31, United States Code, section 3716, "Administrative Offset," advise 
that because of the statute of limitations, agencies are barred after 6 years from 
pursuing collection actions other than administrative offsets. An offset can be 
made for up to 10 years. Public Law 104-304, Chapter 10, Section 31001, 
"Debt Collection Improvement Act of 1996," April 25, 1996, provides various 
new procedures designed to maximize collections of delinquent debt and reduce 
losses from debt management activities. 
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Interest Charges Criteria 

DoD 7000.14-R, volume 4, "Accounting Policy and Procedures," chapter 1, 
"Financial Control of Assets," January 1995, provides guidance for the 
reporting of receivables that are not due the collecting entity. This Regulation 
states that receivables should be distinguished between entity receivables and 
non-entity receivables. Non-entity receivables are amounts that the entity 
collects on behalf of the U.S. Government or other entities but is not authorized 
to spend. Receivables not available to an entity should be reported separately 
from receivables available to the entity. 

DoD 7000.14-R, volume 4, chapter 3, "Receivables," January 1995, provides 
specific guidance on accounting for interest charges. This Regulation states that 
accounting for receivables shall include provisions for accruing interest on 
delinquent accounts from the public in accordance with title 31, United States 
Code, section 3717. Additionally, this Regulation requires accounting systems 
to be designed to accumulate and record such charges for all debts owed the 
U.S. Government. 

DoD 7000.14-R, volume 1, "General Financial Management Information, 
Systems, and Requirements, 11 chapter 7, 11 DoD Standard General Ledger, 11 

May 1993, provides standard general ledger accounts that can be used for 
recording amounts owed the U.S. Treasury. The June 1995 draft update 
provides different standard general ledger accounts and more specificity on how 
they can be used. 
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Appendix D. Laws and Regulations 

Public Law 97-255, "Federal Managers' Financial Integrity Act of 1982," 

September 8, 1982 


Public Law 97-365, "Debt Collection Act of 1982," October 25, 1982 


Public Law 100-496, "Prompt Payment Act of 1988," October 17, 1988 


Public Law 101-576, "Chief Financial Officers Act of 1990," November 15, 

1990 


Public Law 103-335, "DoD Appropriations Act for FY 1995," September 30, 

1994 


Public Law 103-337, "National Defense Authorization Act for 1995," 

October 5, 1994 


Public Law 104-304, "Debt Collection Improvement Act of 1996," April 25, 

1996 


Title 28, U.S.C., section 2415, "Time for Commencing Action" 


Title 31, U.S.C., section 3716, "Administrative Offset" 


OMB Circular No. A-127, "Financial Management Systems," December 19, 

1984 


OMB Circular No. A-123 Revised, "Internal Control Systems," June 21, 1995 


OMB Bulletin No. 93-06, "Audit Requirements for Federal Financial 

Statements," January 8, 1993 


OMB Bulletin No. 94-01, "Form and Content of Agency Financial Statements," 

November 16, 1993 


OMB Statements of Federal Financial Accounting Standards No. 3, 

"Accounting for Inventory and Related Property," October 27, 1993 


FAR 32.6, "Contract Debts," April 1, 1984 


"DoD Guidance on Form and Content of Financial Statements for FY 1996 

Financial Activity," November 8, 1996 


DoD 7220.9-M, "DoD Accounting Manual," October 1983 
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DoD 7000.14-R, "DoD Financial Management Regulation," volume 1, 
"General Financial Management Information, Systems, and Requirements," 
May 1993 

DoD 7000.14-R, "DoD Financial Management Regulation," volume 4, 
"Accounting Policy and Procedures," January 1995 

DoD Directive 5010.38, "Internal Management Control Program," April 14, 
1987 

Defense FAR Supplement 232.6, "Contract Debts," December 31, 1991 

DLA Manual 7000.1, "DLA Accounting and Finance Manual," August 1980 
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Et.ecutive Summa')' and Highlighh 

The Defense National Stockpile Center (DNSC) is a unique Department of Dtifense 
activity, in that our mission is to maintain, acquire and sell raw materials (commodities) that are 
5trategic and critical to the Defense industJy in the event ofa national emergency. As a field 
activity of the DefeTl!ie Logistics Agency, DNSC ill responsible for oversight and maintenance of 
91 commodities th.at are stored in 82 differenl location& throughout the Continental United 
States. The market value of DNSC inventory as of September 30, 1996, was $6.1 billion. 
DNSC operations are governed by the Strategic and Critical Stock Piling Act (50 U.S.C. 98 et 
&eq.). 

Overall mission success depends on special blending of: 

• 	 .Marketing research for customer awareneSJi and feedback, price determinations, and 
strategic planning; 

• 	 Conrracting for acquisition ofnew commodities, purchase of operational needs, and 
sale of excess commodities; 

• 	 Depot operations to ellSlll'e the quality ofmaterial, the timely shipment and receipr of 
material, and that no loss ofmaterial occurs. 

DNSC has had a long held successful tradition ofserving its customers as well as 
obtainmg the best return on investment for the government. Whether DNSC is selling a 
commodity, redrumrning a commodity for long-term storage, or receiving an upgraded 
commodity into storage, the work is accomplished through !he variety of talent found within the 
core cadre of me Center. 

For example, when Congress aulhorizes the sale ofa commodity that is no longer 
required for national security needs, there are many actions necessary to successfully offer it in 
the market place. Our marketing research directorate performs resean:h into markets and prices 
to determine what can be effectively sold at a market value prlce without affecting international 
commodity markets. They prepare an Annual Materials Plan (AMP} whicll must be approved by 
a legislatively mandated Market Impact Committee, the Office ofthe Secretary of Defense, and 
evenlwllly Congress. Once the AMP is :approved, the contracting and strategic materi4Js 
directorate determine a sales slrategy which considers operational requirements, when to offer 
the commodities, what amounts to offer, chemical analysis of the commodities, which 
contracting instrument to use, etc. Once the sales strategy is defined, the contract is prepared 
and reviewed by 011t legal department. When the sales contract is awarded, the strategic 
materials directorate: orchestrates shipments and prepares the appropriate inventory documents. 
Inventory adjustments and invoice information are handled by our administrative staff. 
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During FY 1996, a number of si111ificant mana11ement initiatives and program 
achievements were accomplished: 

=> 	 Sold $390.8 million in excess commodities. 

Transferred $ISO million to the Military Services-· $50 million each to the Anny, Navy, 
and Air Force operation and maintenance accounts. 

::::> 	 Collected $321.7 million from current and prior year aales contracts. 

::::;; 	 Privatized the William Langer Jewel Bearing Plant. 

=> 	 Reorganized the DNSC operational configuration which reduced personnel strength and 
streamlined the organization. The regional level ofmmagemcnt was eliminated and 
mission critical positions were moved to the DNSC Ft. Belvoir office. Twenty positions 
were abolished and now there is direct management authority between our depot 
activities and DNSC headquarters. 

~ 	 Delegated the use ofthe International Merchant Purchase Authori7.ation Card down to 
the dep;>t level. 

::;-	 Eliminated Imprest Funds throughout DNSC. 

=> 	 Standardiud administrative procedwes DNSC-wide. 

=> 	 Delegated limited micropurchalle authority to the depot level. 

::> 	 Perfonned a complete reconciliation of Mater Inventory File records with inventory 
cards at the DNSC depots and clew-ed all discrepancies ofgreater than 2 percent. 

Hi1tocy and Prur.Ie 

Altho\lgh the United States has considerable mineral resoW"Ces, it is far from self· 
sufficient, panicularly in times of war. Durin& World War JI, shortages and disruptions in the 
supply of rubber, tin, tungsten, copper, and other CSKntial materials drmnatically brough1 to the 
attention of the us government and the American public the need for a uche of materials that 
could be drawn upon in an emergency. 

The Stock Piling Act of 1946 was enacted on July 23, 1946. It authorized the Secretary 
of War, Na~. and Interior "to...determine, from time to time, \11hich rnaterials are strategic and 
critical...and to detennine, from time to time, the quality and quantities of such material which 
shall be stockpiled." Responsibility for performing the functions of the Stock Piling Act was 
originally given to the Army-Navy Munitions Board and then to the National Security Resources 
Board. Later the responsibility shifted to the Treasury Department. A few years later, the 
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functions were merged with the newly created General Services Administration (GSA). The Act 
also contained 11 provision to prevent U11due disruption ofusual markets of producers, processors. 
and consumers by preventing Stockpile materials from being released indiscriminately. 

The next step was to determine \Wat commodities were needed in what quantities and for 
whom. A faclOring system was developed in l 950 to determine the estimated value ofwartime 
supplies. The &)'Stem took. into account the possible military accessibility to critical materials, 
political dependability ofpotential foreign suppliers, concmtration of supplies ofneeded 
materials, and other miscellaneous factors, such as vulnerability to sabotage. Most commodities 
were purchased through fcreign sources primarily because two-thirds ofthe commodities to be 
stockpiled were not produced in the U.S. It was determined that onJy high purity, raw materials 
would be stockpiled. 

The Korean War uused the need for expanded. production ofmaterials quickly. This 
lead to the passage oflhe Defense Production Act of 1950 (SO U.S.C. 2061, as amended). The 
policy set forth in the Defense Production Act is as follows: 

Iii view of the prnctll illtcmatiimal situalian llld ill order IO provide (or the national 
~fell~ 111d iational security, our mobilintion effort continues to requi~ some diversion 
ofecnain materials and facilities nom civilian use 10 military ltld related plltpoes. 
It also requires the developmml of preparedness prosrams .and thA! expansion ofproductive 

upa.cit)' ml supply beyond the levels needed IO meet lhe civilian demand. in order to 

reduce the lime required for full mobilization in the evmt of an atw:k on !he Uni~ Slates. 

A later amendment, approved lune 30, 1953, allowed the President to transfer to the 
existing National Stockpile those materials that had been accwnulatcd under the Defense 
Production Act. This Act also gave rise to the Barter Program. Under rhe Act, lhe Commodity 
Credit Corporation (CCC} was permitted to barter agricultural commodities that it 0V111ed for 
strategic materials. 

The Defense Production Act accelerated the Stockpile effort tremendously. Between 
l939 and 1950, Congress had appropriated S l .S billion for stockpiling. BetWeen 1950 and 19S1. 
Congress authorU:ed an additional SJ.S billion for stockpiling purposes. By l 955, major 
appropriations for Stockpile: procurement had ended. However, some Stocl.:pile objectives 
remained unfilled. 

Within that 5allle lime period, the expansion of the nuclear age, with its completely 
different theories and slrategia of warfare, changed lhc philosophy of stockpiling materials. An 
advisory committee was established to review Stockpile policy. Their report prompted the 
following changes to Stockpile policy: 

• 	 Strate&ic Stockpile objectives should be reduced from a five to a three-year global 
war scenario. 
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• 	 Disposals ofexcesses should be made only ifthey do not disrupt US domestic 
markets or US international relations. 

The Stockpile initiative had shifled from a time of shortage to a time of surplus. 
Disposal ofexcess commodities were problematic. In 1959, a restriction was placed on sales by 
adding a requirement for review of any proposed disposals ofexcess materials by the 
Department of Interior, Commerce, State, Agriculture, and Deferuie, as well as any other 
con~ed Federal agencies. This sl<Jwed down the sales process and/or halted it altogether. 

From 1962 to 1976, many changes occurred in both stockpile policy and management. 
In 1976, the President issued guidance requiring a stockpile that could support US defense 
requirements: 

• 	 During a major war over a three-year period. 

• 	 Assuming large-scale industrial mobiliution and increased materials dem1111d. 

,. 	 Providing for a wide renge of basic civilian economic needs to ensure a healthy 
wartime economy. 

• 	 Planning should include: 

• 	 Maintaining current data and planning factors, 

• 	 Developing an "Annual Materials Plan," that 

will respond t<J changes in national security, 

budgetary considerations, domestic markets, 

and international events. 


This new policy became effective August 23, 1976 and new goals were announced on 
October l, 1976. 

In 1979, President Caner signed the Strategic and Critical Materials Stockpiling Revision 
AcL The most significant provisions of lhis Act an: as follows; 

\I 	 Tran5ferred the Stockpile policy functions ftom GSA's Federal Preparedness Agency 
to the newly created Federal Emergency Management Agency (FEMA). 
Management functions remained with GSA. 

¢ 	 Established the National Defense Stockpile Transaction Fund (T-fund). Proceeds 
from disposals of commodities were to be deposited into the T-Fund and used to 
pur~hase commodities that were short ofgoal. 

\I 	 Encouraged use of barter to acquire and dispose of Stockpile material. 
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In March of 1981, President Reagan announced a new major purchase program for the 
National Defense Stockpile. He stated that, "lt is now widely recognized that our nation is 
wlnerabk to sudden shortages in ba&ic raw materials that are necessary to our defense 
production base.H At that time, of the .61 family groups and individual materials, 3 7 wen: less 
than goal. To fill these gaps, Congress apportioned $100 million out of Transaction Fund to 
purchase urgently needed, high defense commodities. That same year, the President signed the 
Omnibus Budget Reconciliation Act (P.L.97-35) that authorized dispnsals of 16 commodities to 
be sold over a three--year period. 

P.L. 97-3S also required that the AMP be submitted each year with the President's 
budget. The AMP would include a plan for sales and aoquisition of material for the next fiscal 
year plus assumptions for the suixeeding four years. The AMP fell under the purview of the 
Federal Emergency Management Agency. The AMP was developed in a way as to avoid undue 
marke1 disruption and to confonn to budget limitations. Once developed, through a combined 
effort offederal Agencies and Congressional Committees, the AMP was ~ submitted to the 
House and Senate Armed Services Committees. 

In FY 1982, President Reagan issued a directive stating that, over a 10.year period, 
chromite and manganese ores in the Stockpile were to be upgraded into high-carbon 
ferrochromium and ferromanganesc. The intent of the directive was to help sustain lbe 
processing capability necessary for national defense, reducing the time needed to convert 
Stockpile materials to ferroalloys in case of a national emergency. 

The National Defense Authorization Act of 1987 (P.L. 99-661) allowed the Transaction 
Fund to be used to pay for: transportation of commodities; storaee; development of 
specifications; upgrading expenses; testing and quality 5tudies of Stockpile materials; material 
and mobiliz.ation studies; and other reasonable requirements for management ofthe Smckpile. It 
also legislatively mandated the ferroalloy upgrade program mentioned above. 

In FY l98S, the President issued Executive Order 12626, designating the Secretary of 
Defense as the National Defense Stockpile Manager (in accordance with Section 6A of the 
National Defense Stock Piling Act). The Stockpile Manager, who's office was responsible for 
the development of Stockpile policy, had previously resided in FE~IA. Those positions wen 
transferred to the Assistant Secretary ofDefense (Production & Logistics). Administrative and 
managerial functions were transferred from GSA to the Director, Defense Logis1ics Agency 
{DLA). 

With the end ofthe cold war and the fall ofthe Soviet Block, there came 1 need to relook 
at our Nation's war scenario. It became apparent that the threat of global warfare was no longer 
a valid assumption. The need to adjust Stockpile goals also came into question. The Stockpile 
acquisition program was put on-hold, and only minor upgrade programs were being performed. 
Additional commodities were authorized as excess through the Defense Authorization process. 
The [kpartment of Defense revised their v.'llI' scenario to include two, simultaneous, regional 
con f!icts. Excess cash was accruing into the Transaction fund. 
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In order to put the excess proceeds to we, it was determined that DNSC operations 
should be financed via the Transaction fund vice an appropriation as had been the historic source 
of funds. As a result, a number of pieces oflegislation were passed. ln FY 93, P.L. 102-484, 
the National Defense AuthorizatiDn Act authorized the use of Transaction Fund monies ro pay 
for improvement or rehabilica.tion of facilities, structures, and infrastructure needed to maintain 
the integrity of stockpile materials. In FY 94, the Authorization Act {P.L. 103-160) authorized 
the payment of salaries and other expenditures out of !he Transaction Fund. DNSC was now a 
self-fmancing activity. 

In addition, the National Defense Appropriations Act of 1993 (P.L. 102-396) authorized 
the Secretary ofDefeuse to transfer funds up to $400 million from the Transaction Fund. The 
Act lllllde available $200 million ofthose: funds for the minor construction and repair of real 
property for the military services and Defense AgeiKies. In FY 93, $20tl million was transferred 
to the Services. P.L. 103-160, FY 94'sAppropriations Act, signed November 3, 1993, 
authorimi the transfer of not more than $500 million from the Transaction Fund to the Military 
Service operations and maintenuce accounts (SlSOM each to the Anny and Navy; S200M to the 
Air Force). Transfers in FY 94 resulted in $400 million being provided to the Military Services. 
In FY 95 Biid FY 96 Congress authorized the transfer of$150 million to the Military Services 
operation and maintenance acooW1t ($SOM each). DNSC 9QCO!llplished these transferred those 
amounts each year. 

In June ofFY 95, the biannual requirements report that is prepared by the Stockpile 
policy office, the Assistant Secretary of Defense (IA&I)(fonnerly P&L), was provided to 
Congress for approval and subsequent authorization. It reduced Stockpile requirements from 
S3.2 billion to $22 million. Due to the lateness ofthe report (due no later than January 15) and 
Congressional concerns. no action was taken by Congress to approve the repcrt in its entirety. 
However, it did give rise to new legislation that proposed !hat DNSC sales proceeds be U&ed to 
offset losses in other Defense-related lll'C&!I. On September 27, 1996, the National Defense 
Authorization Act of 1997, authorized the sale of 11 commodities specifically to offset 
governmental losses iru:urred during Foreign Military Sales Research and DeYelopment. Sale of 
these commodities are expected to generate S6t2 million worth of proceed& ov« a ten year 
period Proceeds would be deposited into the General Fund of the Treasury. 

Organizational Profile 

In July 1996, DNSC completed a reorganization which was intended tn streamline our 
organization and reduce personnel strength. This action was necessary due to DoD-mandated 
end strength goals for 1996 and later years and \ll'llS also driven by a general thrust throughout 
the Department of Defense to operate more efficiently and effectively in the post-Cold War era 
as the strategic mission of the Department changes. 

We eliminared the DNSC field management level and created ~ufficient additional 
structure at the Ft. Belvoir office to continue to carry out the mission ofthe Center. Prior to the 
reorganization, there existed three DNSC Zone offices, located in New York City, NY; 
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Hammond, IN; and Ft. Worth, TX. At one lime, these three offices contained 39 employees 
who managed the DNSC depots within their geographical areas. Our Activity Based Costing 
analysis led us lO a flatter, leaner organiza1ion with direct management between the operating 
headquarters and the depots. This eliminates added functions that were identified as 
unnecessary, resulting in a more eflicient and productive t1rganization. We determined that 19 
Zone position~ were mission critical and transferred their functions lo Ft. Bclvoir. 

As of September 30, 1996, there were 255 personnel on-board working within the 
following organizational structure: 

• 	 DNSC Headquarters, Ft. Belvoir, VA, develops administrative policies and prt>grams in 
accordance wilh applicable laws and regulations. Perfonns all contracting and marketing 
research functions DNSC-wide. Manages, oversees, and performs operations required to 
maintain facilities and acquire/dispose/maintain commodities. Oversee and provides 
guidance to ONSC quality assurantc program. Maintains D~SC Master Inventory File. 
Administers financial and personnel liaison, develops and executes budgets, and administers 
Stackpile Automated Data Processing requirements DNSC-wide. 

• 	 DNSC Depots Operations, located at 82 sires across the US, maintains and repairs depot 
facilities and DNSC inventories, Prepares commodities for shipment. Receives 
commodities. Perform sampling and qualitative analysis and oversees shipment of 
commodities by contractor personnel. Ensures that security is adequate to protect 
commodities from theft. Maintains inventory records. Maintains material handling 
equipment. Prepares shipping records and other related reports. 

D N S C S ta f fin g 

S e p te m be r 3 0, 1 9 9 6 


F.nd Strength 25 S 

FTE 264 
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FUNDING 

Sources of Funds 

D~SC finances its operational e"penditures through the proceeds that are generated 
by the sale of excess commodities. The Stockpile awarded sales c1mtracts that totaled 
$390.8 million during Fiscal Year 1996. Total reimbursements earned in FY 96 were 
$374. l million. This amount not only includes income earned through sales contracts but 
also includes cDntract modifications, refunds, and credits received. 

FY 1996 Sales 
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Uses uf Fwids 

DNSC incurred obligations of$45.6 million in FY 96. Of that amount: 

=> 	 514.5 million (32%) was obligated for employee salaries and benefits, 

=> $14.6 million (32%) was obligated for rental space, 

=> 	 $l 0.6 million (23%) was obligated for contractual services (primarily real property 
maintenance, material handling, and environmental projects and depot operations support}, 

=> 	 $2.0 million ( 4%) was obligated for William Langer Jewel Bearing PllUlt excessing costs. 

The remaining 3.9 million (9%) was obligated for day to day program operational costs such 
as travel, transportation, supplies, and equipment. 

DNSC FY 96 

Operations Obligations 


Annual Materials Plan 

The Annual Materials Plan (AMP) includes the materials and their maximllm quantities 
DoD proposes to acquire or sell during a given fiscal year. Before any materials can be sold, the 
Congress must enact specific enabling legislation. After the Congress authorizes the sale, DoD 
develops the AMP, which is submitted to the Congress by February 15th each year. Prior to 
submission, the AMP is coordinated with the Market Impact Committee, an interagency 
committee that advises DoD on the projected domestic and foreign ec:onumic effe<:ts of the 
proposed Stockpile transactions. The AMP is effective on the first day of the next fiscal year. If 
DoD proposes significant changes to the AMP during the fiscal year, a revised A.MP is 
submitted to the Congress, but the revision8 may not be implemented until 45 calendar days have 
elapsed. 
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REVISED ANNUAL MATERIALS PLAN (AMP) 
FISCAL YEAR 1996 

l\laterial Unit Quantlly 

Potential Sales 

Aluminum Oxide, Abrasive Grain ST 6,000 
Alwninum Oxide, Fused Crude ST 30,000 
Analgesics (Morphine Sulfate) AMA LB 2,500 
Antimony ST 3,000 
Asbestos (all types) ST 20,000 
Bauxite, Metallurgical Grade, Jamaica LDT 600,000 
Bauxite, Metallurgical Grade, Surinam LDT 300,000 
Bauxite, Refractory Grade LCT 80,000 
Bery!Ore ST 2,000 
Bismuth LB 300,000 
Cadmium LB 975,000 
Celestite SOT 3,600 
Chromite., Chemical Grade SOT 100,000 
Chromite, Metallurgical Grade SOT 550,000 
Chromite, Refractory Grade SDT 100,000 
Cobalt LB Co 4,000,000 
Diamond, Industrial Crushing Boart CT 1,000.000 
Diamond. Industrial Stone CT 2,000,000 
Fluorspar, Acid Grade SDT 130,000 
Fluorspar, Metallurgical Grade SOT 150,000 
Graphite, Narural. Malagasy ST 1,220 
Iodine LB 450,000 
Jewel Bearings PC 51,778,337 
Lead ST 60,000 
Manganese Dioxide Ore, Na!W"al Battery Grade SOT 60,000 
Manganese Dioxide, S)11thetic ST 3,011 
Manganese Ore, Chemical Grade SDT 40,000 
Manganese Ore, Metallurgical Grade SOT 400,000 
Manganese Metal, Electrolytic ST 2,000 
Manganese, Ferro ST 50,000 
Mercury FL 20,000 
Mica, All Types LB 2,260,000 
l\ickel ST 10,000 
Quartz Crystals LB 300,000 
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FISCAL YEAR 1996 


Material Unit Quantity 
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Quinidine Av Oz 200,000 
Quinine Av Oz 200,000 
Sapphire & Ruby CT 10,000,000 
Sebacic Acid LB 4,500,000 
Silicon Carbide ST 4,500 
Silver (for coinage programs) Tr Oz 9,000,000 
Talc ST 1,200 
Thorium N itTate l/ LB !,000,000 
Tin MT 12,000 
Vanadium Pentoxide srv 4<i5 
Vegetable Tannin Extract, Chestnut LT s.ooo 
Vegetable Tannin fattact, Quebracho LT 5,000 
Vegetable Tannin Extract, Wattle LT S,000 
Zinc ST 50,000 

11 Thorium Nitrate, Mercury, and Asbestos presents special environmental problems that 
may preclude a revenue producing sale. 

Planned Expenditures 

Expense Catecory 
Obligation 
Authority 

William Langer Jewel Bearing Plant Excessing Costs 2,000,000 
Mobilimtion Studies 2,000,000 

Operating Costs 47,600,000 

Total Planned Expenditures $51,600,000 

13 
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Inventory 

Inventocy values are based on September 30, 1996, prices al which comparable materials 
are being traded. In the absence ofcurrent trading data, market values arc estimated. The 
market valu~s are not necessarily the amount that would be realized ifthe materials were sold. 

Stockpile Goals 

The Stockpile goals reflect requirements currently in law. For materials or groups with 
authorized disposal authority, the goals are derived by subtracting new legislative disposal 
authority from the requirement in effect prior to enactment ofthe disposal authority. 

The value of the NDS goals reoommended byDoD, as explained in the 1995 Report to 
the Congress 011 NDS Requirements. is lower than the value ofthe goals currently in law. 

Family Gro11pj!)i!i of Materials 

For many materials, the Stockpile contains more than one form of a primary material 
with a goal. In these cases, the goal may be stated in pounds of the primary material, while the 
inventory consists of the different forms of the material. For example, the goal for tantalum is 
stated in pounds oftantalwn, but the inventory consists of metal, metal powder, carbide powder, 
oxide, and minerals, none of which bas a separate goal. A conversion factor is used to convm 
the tantalum content of the different fonns oftantalum in the inventory (the family group) into 
equivalent pounds of tantalum. Therefore, the stockpile goal for a family group of materials 
consists of the equivalent content of the primary material as represented by the different forms of 
the material. 

52 




Appendix E. Financial Statements and Auditor Opinion 

Overview 

15 

53 


NATIONAL DEFENSE STOCKPILE 

INVENTORY 


91 MATERIALS VALUED AT $6.1 BILLION 
asofSeptember30, 1996 

Commodity Types 

-11·411!1/~( ' 

Market Value 

Olllor 0 1:1% Jo.9llcu...nl. n. OllMr. 4% 

.~........ n. 

I '

(' ':i 

\"__// 
-111-71'!0 

.......... 11!1 

Aarl••llunl • *% 

0-·:ZO!I 
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STOCKPILE GOALS AND INVENTORY STATUS* 

as ofSeptember 30, 1996 


(Millions or Dolh1rs) 


Material Unit Goal 
l11vi:gtoo· J&v11I 

Quantit)' Value 
l!!vfl!l!!O: Status 
Excess Deficit 

. ···-····-- -·--·-·--·--· 

l. 	 Alwttid111t1.Grtiv!P 

AlwninumM<IJI! ST 62,181 s 67.2&8 62,881 

Bswcitt, M"'91 Gnodr, <lrt>up LDT 15.221.652 1!16.659 IS.221,65~ 


SllW<ito. Mclid o.-.d<,, J""'aica Type LDT IOJ)0,516 107.95' 10,330,516 

Bouxit.:, Metal C'.ndt. s..rinsm Type LDT 091.136 Bl.70S 4,191,B6 

i. 	 -'ti.unimrm(hc.idt: 

Aluminum Oxide:, Abr&ive Qnin ST 33.251 IS.842 )3,2)1 


Aluminum Oxid.. FllSOd. Crucfl! ST 1116.289 Jl.m 186.289 


J. ""1ltirrion)' 	 ST ZJJOS 6U6l 27JO~ 

~b;oo,,~-
Amoll.iie ST 34,IXlcl 34.006 
Chr;'S<til• ST W,166 10,76! 

5. liawtite, Ro&.elory LCT 69.000 Bl.006 IQ.SW ll,006 

0. 	 ~'inLL"tt Metal 

!!cryl0r<[l1%llo(J) ST l!,02l 10.245 ll.02> 

BayJHu::rn Copper Mu1i:r Alloy ST ?Jlj 7Jl7 85.911 ~ 


Beryllium Metal ST 400 400 209.385 


). Bi.smUll! 	 l.11 stM,m 1.m 504,)Si 

8. Cadmh.im 	 l.B 4,4Sl,58l l.S93 4,452,.SU 

9. Chromito, Reli'a«ocy Grode SOT 159,000 2$4,89! s.m 95,19! 

JO. Chromium Oroup 
Olrornite. Chem• .& Met. CJrou.p SOT 34.000 616.521 18.~ 582.Sl< 
Oromi:tt:, Che:inical Crtldt SDT 193,123 2.m 159,123 
Chromile. Mttalluir.a:igl Gradt: Sl>T 42l,-40S 26.4]1 423,40j 
Chromh1m, F trro Group ST 621.204 l.llE.l09 940.420 SIS.JO! 
O>romium. Ferro, Hi&h carb<l• ST 766,571 )19.:!38 515,10! 
Chromium. feETO. Low Carbon. ST lll.662 434.821 0 
Chromium, Feim, Si.Ii.eon sr Sl,076 116.l5! 0 
Chromi"mMolll ST 26.135 I.Sil 39.491 18,ll• 

ll. Cohah 	 LBC:O 14,.146,597 <I0.335,631 812.131 25,889,034 

12. C1Jolumt»WZ1 Group LBO> 2.165,34" 3.096,255 27.•ll ~ 

C<>lumbiwo Cari>iclo Pcwcltt LBO> 21,37Z .ci71 0 
Colum!>.iU111 CanOC"nt:rmrs. LBO, 1,733,45• !.SS. G 
C<>lumbiuni.Fm• LBO> 1,180.306 16.0S! 930,911 
c.olumOium,Melal I.BO. 161,m US6 ~ 

ll. Dimond. illdu•ttW 
Di'1Tl(lnd Din .. a 25.47.l Mil 2S,47J 
Di11morut Industrial. Ctwoin• s .... .. a 115,652 4.4Sl 115.6:52 
Dimond, ffldt.ii.tri'9, S4on~ ct l.000,000 ~.654,1'7 7i.27l 1.u•.1n 

\4. fl•""""'
Add.Oradt SDT 454,988 4U8' 454,981 
M<l>Jlurgjcol Grad• SDI 0 212.m 10.~ ln7QJ 

• Note: Goals are those currently authorized in law including some goa.15 tha!. were affecled by lhe sales 
authority in thi: National Defense Authorization Acl for Fis.cal Year 1997. DoD recommended goals in 
the 1995 Report 10 the Cim~eJs on NDS Requir~ments arc lower. 

http:4,452,.SU
http:Cadmh.im


----

STOCKPILE GOALS AND INVENTORY STATUS* 
•s ofSeptember 30, 1996 
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lS. Gomt.t.Dum 	 KO ~.198 68JO? s 11.761 .00,009 

16. 	 Gnphile 
CeyJ...-orphaou.(Lmnp) ST 13,,77 S.'92 2.591 7,91S 
Molapy (Cryallia•) ST 0 15,847 2.m IS,147 
O!lu:r ohan Coylan .. Molapoy ST 0 l,119 .104 1,\19 

17. lcdimn 	 TTO. 1$,lOS 50,205 ,)94 JS,000 

18. loci... 	 LB 0 S,207,131 24.164 S,207.131 

19. 	 /cWl!lBeuings 
l""TIBellrinp PC 84,000,000 JOJ73.;l21 ~-617 0 SJ,726,779 
1<.,•I B<llrillp • NSU l'C 51.171,331 0 51,778,337 
5appbiN and R•b1 0 0 0., 

20. Lead 	 ST m.m H0.631 OJJ45 

21. 	 Mani1MM Diolcid4r Baa.iy <lndt 
Mlopno•• Di0>idc. Bel. Ondo, Nlftlrll SDT 0 145,046 I0.370 J4l,046 
MlnpneBO Diolide. Bal. Grode, S)'Dlbeli< SDI 0 310U l.725 31CHJ 

u. ~....-.Gt-.up
MIA_Ore On>•p SDT 0 l,43i,109 54.156 1,438,109 
Manpnest Ore. a. ... iCI! Gad< SDI l64,7S3 12.l!l 164,753 

M<maann• Ore. M$11..-.icol Gnul• SbT 1.m.m 41.3115 U7l,U6 
M.n...,_, Fmo Oraup ST 2@,074 1,086J91 37l.09J 171.l17 
Manpnae,fmo, HipClri>on ST 1,1166,7117 l~l.SllCi 157,633 
Manpncsc:. Feno, Medi.um C.arbon ST IUIU 14.435 (l 

ST 202 .ll!il 0 
r.tan...,... !.4c!al(Electn:llyi•J ST 10,llO!l 20.J4J IO,J09
M21!pnose, '"""· Sili•.., 

23. ~ 	 l'L 127,157 10.140 127,IS7 

24. 	 Mica 
Mooc<witcBlook, SW!ledltllot!lr LB 301,000 l.11416.658 181131 2,785.65' 
M"""'vilt Film, I !I"' 2'1d QualiliH LB D 25'.!tiJ .169 lS4,lEJ 
M.,_,i,. SJ>HaiJlp LB 0 13,:132.166 !l.929 ll,232,lf>li 
Phlo10Pite Block LB 316~]8 iJ0,74' .S2J l!S,77) 
PhloWite Splillinp LB 0 676,659 lbU l,JOJ,IBI 

25. M"'Jlhin• Soalfale(R<fiood) AMA LB 0 41,041 16.17'1 41,047 

26. Kidctl 	 ST 0 11,121 74.155 11,321 

27. 	 Plllllnwn Group Metal• 
lridhun Tr Oz 86,000 l9,S9G l.4)0 5..410 
hllodhon TrO. 1,249.601 l,264,601 122.16\ 15,000 
Plllinwo TrO. 421,761 m.161 IJ4.192 10,000 

21. ~,~..... 	 LB 240,jlOO 236.?36 \.027 l,764 

l9. Quinidim 	 A•Oz 2,412.951 7.518 l.472.m 

JO. QuiniM 	 Av Oz 0 l.oo6,4MI l.!79 l.09li.041 

• Note: Goals are thOie cUJTe11tly authorized in law including som~ goals that were affected by the sales 
authority in the Narional Defense Authorimtion Act for Fiscal Year 1997. DoD rooommended goals in 
the Jn5 Reporl to the Co11gTess 0P1 NDS Requireme1tls are lower. 

http:2,785.65
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3f. R.icinc:ilr:ie/Sebacic Acid Ptoduct.1. LB l.751.191 J,757.89? 

J2. !lubber. NQJnl LT 123,003 123,00) 

J;. Rudie SDT 

34. Silioon c..bidc ST ll.9116 10.344 22,916 

n. Silver rro. 46,661.014 157.815 46,667,014 

36. Tile, Slmitt Dlock k Lvmp ST 1,0?4 J54.! J,074 

31. ron..ium Croup LB Ta 2,JOJ,957 J.099,957 lli.591 0 
Tllllal•m Cul>ide ro...ior LB Ta 28,681 J,7JI 6,000 
T_,..Lvm Metll Powder Ll!Ta 160,986 lUl• a 
TmtalumM<!UI LB Ta 2•5.228 2l.S42 Q 
ian•l\Em MlnnJs Lii la 2.SOl.:164 61.1.04 750.000 
T""col""'O.idr LB To l6J,691 (190 4Cl,ooo 

3i. Thorium Nit11tc LB 600,000 7,095.691 6,495,691 

J9. r.. MT 11',179 7l2.l4S IU.819 

40. Tiainium Spim.g.e ST SJ,JU 36.690 24Q,490 16.6~5 

4i. Ttmptcn Group LB IV 70,ll00,000 12.Jl4.619 llJ.420 ]f,4 ]4,Jg) 
TungSWl Carbide Pov.°"1' LBW 2.032,958 21.l21 
TU1111111en, Ferro Ll!W 2.024,143 H14 
r ...8 !.I.cal Powdor 
Toogstm Ore• Ill Coocm,,_ 

LBW 
LBW 

U99.l8J 
?6,3S8,2JS 

19.281 
2n.m 

4l, VanadiU111i'ca10xido srv 4LO 2.5$8 410 

4>. v.,..,~lcTonniDf.>tl'll<:I 
a.e.m.n LT 0 6.86S 2.ISJ 6.B6S 
Quebroono Li 0 109.733 29.4Q\1 109,733 
Wlll1le LT 0 021 2.uo 8,921 

44. Zinc ST 285,717 212.455 215,717 

TOTALS: STRATEGIC AND CRIT[CAL MATERIALS $ 6,072.359 
NON-STRATEGIC AND CRITICAL MATERIALS!/ .093 
OTHERINVEN1URIESU .368 

TOTAL INVE~TORY VALUE $6,072.820 

• Note: Goals ere those currently authorized in law including some goals that wc:e affected by the sales 
authority in the National Defense Authorization Act for Fiscal Year 1997. DoD recommended goals in 
the 1995 Report ro tire Congress 011 l.:DS Requirements are lower. 
!/ la 1.ddlitjOd to lht ••t.eri•J1 U.red in 11111 Taltle, t•t NOS iav1•Cory 1ltD r:o•t•U.1 •sbesto. (crocidoli.te), crlirstltet 
k1·•11ite., mit!a (m111eo,..lte block, d:•i111M1 •nd Jower), r•Lc(1ro.u111d.), aa4 zirco•iu.m v•l11ed u $.093 mllio•.;; tbnc
IDlltrials ban ~ol beea d11ermi1etl to be s1Ull1!1c lllld ~rilic1l Hd, consequently, do nel b~• NDS go1l1. Tiit NDS 
11.sP •olds olk•r ; ...,.1oriH or morcury aad vuodium pt•lo.ido, ••lued al 50.361 million. 

http:crocidoli.te
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Program Discussion and Analysis 

New Commodities Aythoriud 

As DNSC enters into its fifth year of an aggressive sales program, the focus of the 
use of proceeds from sale of excess commodities is starting to shift. Instead of using the 
funding as supplemental income to the Military Operations and Maintenance account, 
proceeds from the sale ofexcess commodities are being used to offset losses in other DoD 
program areas. At the end ofFY 96, the National Defense Authorization Act •• P.L. 104· 
201, Section 3303 - authorized the sale ofadditional quantities ofcertain materials in the 
Stockpile to offset governmental losses incurred during Foreign Military Sales Research 
lllld Development. Sales proceeds are to be deposited in the general fund of the U.S. 
Treasury, Further, SSI million in sales receipts from these materials is to be deposited in 
Fiscal Year l 997, and a total of$612 million is to be deposited during the ten-fiscal year 
period ending September 30, 2006. 

The materials and the maximum quantities to be sold under this prevision are: 

Alwninwn 62,881 ST 
Cobalt 26,000,000 LBS 
Columbium, Ferro 930,9!1 LB-Cb 
Germanium 40,000 KG 
Indium 35,000 TROZ 
Palladium 15,000 TROZ 
Platinum 10,000 TROZ 
Rubber, Natural 125,138 LT 
Tantalum, Carbide Powder 6,000 LB-Ta 
Tantalum, Minerals 750,000 LB-Ta 
Tantalum, Oxide 40,000 LB-Ta 

It appears that this piece oflegislation is just the start. As. ofNovember, 1996, there are 
two pieces of pending legisb.tioo that propose using Stockpile sales proceeds to offset revenue 
lost as a result of Government Furnished Equipment rentals and Defense Reutilization and 
Marketing operations. 

Titanium Transfer to the US Annv 

In accordance with section 3305 of P.L. I04-106, 250 tons of titanium sponge 
valued at $943,000 were transferred to lhe Army's Tank and Automotive Conunand for 
use in the weight reduction portion ofthe main battle tank upgrade program. These 
transfers of up to 250 tons annually will continue through Fiscal Year 2003. This material 
is being provided from the Stockpile to the Army without reimbursemtnt except for 
transportation and handling costs. 
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Additionally, there is language in P.L. 104-208, Seetion 524 of the FY 97 Treasury 
and Postal Appropriations bill that proposes that the US Mint be allowed to use 
approximately 400 thousand iroy ounces of DNSC platinum as working inventory. This 
transfer is currently under discussion between the DoD and the Treasury. 

Marltetimz lnitiatives 

As Congress and DoD move toward authorizing additional material for sale, we 
have a growing number ofmarkets in which we will enter for the first time. We are 
making concerted effort to better understand the specific business needs ofour customers. 
For example, after trying some "negotiated bid" sates and fmding that they boost revenue 
and provide greater satisfaction for customers, we have begun to make large-scale moves 
toward the process and away from the traditional "sealed bid" approach. We have begun 
taking Visa and Master Card and will :soon also 8':Cepl Discover as a payment mechanism. 
We are investigating innovative and non-ttaditional markets in which to adverti&e the use 
of our materials. These are just a few of our effotts to achieve: acceptance in a wide variety 
of highly volatile markets with industries that are a~ustomed to highly specialized 
services. 

It is DNSC's intention to be open and responsive to concerns of industry. When we 
make administrative policy changes, we issue press releases and otherwise publish our 
intentions. We specifically invite comment on the proposed change 8lld are willing to alter Olll 

course should the need arise in the future. We discuss our intended sales plan and procedures 
with an industry advisory committee and use their feedback to ensure that our policies are in line 
with industr): expectations. 

Streamlining Purchasjng and Administrative Procedures 

We took an in-depth look al the Zone purchasing and administrative procedures so that 
they could be re-engineered to function effectively and efficiently in direct support of 
geographical remote operaations. From the time the reorganization was announced, we worked 
very closely wi1h Zone and depot personnel by holding meetings, field trips, and b'aining 
sessions. 

During our reviews, we detennined that there were many procedures that could be 
streamlined and some that could be eliminated. For instance, the Zone contracting personnel 
-prepared numerous purchase orders, many of which were under S2,SOO. Before our review. tht 
use of the Rocky Mountain l.M.P.A.C. credit card had been limited to only our Ft. Belvoir 
office. We decided that the I.M.P.A.C. card purchase authority needed to be delegated down to 
the depot level, with oversight by ieview teams, resulting in fewer purchase orders. Our 
administrator also delegated limited micro-purchase authority to the depot managers, allowing 
them to oertify that invoices and n!eeiving reporls were correct and proper for payment. 

58 
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Standard operating procedures were developed to document and streamline the tlow of 

administrative actions DNSC·wide. These procedures include le(;Civing reports, travel, travel 

vouchers, training, certitied invoices, penalty stamps. postage meters, GSA vehicles, 

reimbursable work authorizations, inter-service support agreements, etc. 


Additionally, prior to the reorganization, the depol managers had all mainiained imprest 
funds for small and emergency purchases. Now that they have the credit card, there is no longer 
a need for the imprest fund. This llhould reduu administrative paperwork. As a side benefit, it 
has made it easier for w; to comply with recent DoD poli~y that eliminates imprest fund usage 
for all Continental US DoD activities by the end ofthis fiscal year. All our imprest funds were 
eliminated onJ1111e 30, 1996. 

Privatization of the William Langer Jewel Bearing Plant 

After more than 40 years as a govemment-oWIJed contrac!OI' operated (GOCO) facility, 
the William Langer Jewel Bearing Plant in Rolla, North Dakota was privatized at the end of 
September 1996. Under the provision ofsection 2852 of P.L. I 04-20 I, the National Defense 
Authorization Act for 1997, the plant and equipment located on 9 acres were transferred to the 
Rolla fob Development Authority and will operate as Microlap Technologies. The facility, 
v.iiich had been determined excess to defense requirements, will continue to employ 
approximately 80 people focusing on the commercial marketplace and producing such products 
as fiber optic connectors and other items requiring high-precision or close tolerance 
manufacturing. Management will also continue the capability to maintain the industrial base 
skills such as those used to produce critical components for defense programs. Jn recent years 
this has included production to support programs such as the F-1 S and F • 18 fighters, the Abrams 
tank and the Tomahawk missile. 

Audit of Stockpile Financial Controls and Statements 

In Report number 96-190, the Department of Defense Inspector General (DoD lG) found 
that the DNSC's internal control$ regarding Transaction Fund financial statements are effective 
in acoounting for and managing resources, ensuring compliance with laws and regulations, and 
providing reasonable assuranoe that lhe financial statements are free of misstatements. However, 
the JG '3id find internal control ~cssc:s over inventory atCCIWltability, debt collection 
techniques, interest revenue disclosures, and financial statement preparation. A disclaimer was 
issued primarily due to incomplete documentation supporting inventory account values. 

As a result of the FY 95 audit, two Business Process Review Teems were established to 
rectify the inventory recom:iliation process and clear up aged accounts receivable. The 
lm·entory Reconciliation Team, comprised of members of the Dir~torate of Strategic Materials 
Management and the Office of Management and Systems Support, reconciled all inventory 
=rds the DNSC Master Inventory File with a discrepancy greater than 2 percent before the 
end of the fiscal year. Additionally they revised standard operating procedw-es to permanently 
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avoid similar discrepancies in the future. The Accounts Receivable Team was comprised of 
members of the Directorate of Contracts, the Office of Finance, and the Office of General 
Council. They worked on determining the status ofdelinquent contracts. DNSC is still in the 
process of compiling appropriate records and documentation to transfer the majority of the 
delinquent diamond contracts to DFAS Columbus for fW1her collection. 

In May 1996, the Office of Management and Budget (OMB), DoD Inspector General 
(IG), General Accounting Offi'e (GAO), and Defense Logistics Agency (DLA) coordinated an 
agreement that would enable DNSC to obtain an opinion on their financial statements. Due to 
lack of source documents, the DoD IG cannot currently pm11e that the value ofDNSC inventory 
is accurate. However, an audit of GSA was performed by the GAO in FY 87. In the report, 
there was a section that applied to the Stockpile. In it, there were no footnotes stating that any of 
the inventory acquisition records were missing. In FY 96, the auditors will perfonn an audit of 
!he balances carried over from GSA during the FY 88 transition. If it can be proven that the 
GSA and DNSC inventory values match, then an opinion can be given. 

Financial Performance 

The National Defense Stockpile Transaction Fund {T-Fund) is a revolving fund that 
accounts for resources necessary to procure and dispose of strategic commodities. These 
financial statements have been prepared to report on the financial position and the results of 
operations of the DNSC T-Fund, pursuant totbe requirements of the Chief Financial Officers 
Act of 1990. While the financial statements have been prepared from the books and records of 
the T-Fwid in accordance v.ith the formats prescribed by the OMB, !hese statements are 
different from the financial reports and statements (that are also prepared frcm the same books 
and records) used to monitor and control budgetary resources. 

The fo\lov.ing definitions of the financial perfonnance measures stem from DoD 
g>.1idance. We have provided them here to clarify the graphs on the following page. 

Definitions: 

() 	 Net Operating Costs • The total expenses minus the total revenue. 

O 	 Current Ratio - An indicator of financial condition, it is calculated by dividing current assets 
by current liabilities. 

0 	 Operating Results • The total revenues minus the total expenses. 

0 	 Financial Obligations • The total of current and long-term liabilities. 

0 	 Ending Fwid Balance - The Fund balance with the Treasury. 
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The Net Operating Cost in FY 96 was -$97,933 thou.sand compared to -S262,940 
thousand in FY 95. Conversely, the Operating Result was $97,933 thousand for FY 96 
compared to $262,940 thousand for FY 95. Please note that all revenue and expenses are not 
necessarily cash transactions because revenues are sometimes realized and expen<liture arc 
sometimes made through bar1er transactions including exchange of material and payment-in
kind. 

The decrease in oper11ling result is primarily the result of a change in inventory 
accounting implemented in FY 96. Although not an ofticial recommendation in the FY 95 CFO 
audit, the lG believed that our previous method of recording revenue and inventory was causing 
a double counting of assets. We were recording our revenue at the time the contract was signed, 
but did not reduce our inventory by the amount of commodity that was sold. The audit's 
solution was to record the sale at the time of shipment and leave the inventory the way it was. 
DN'SC's position was that legally and managerially, it is necessary to continue to record sales in 
the current manner. Therefore, in order to fix. thi.s problem, we altered the way our inventory is 
being reported in the financial statements. We have created a separate class in the MIF called 
Class 21, Cost ofGoods Sold, which equals the ~uisition cost of current year sales contracts. 
This reduces invcntoiy by the amount that is sold, and eliminates the double counting. We 
spob to the DoD JG who said that this solutian was acceptable to them. 

The current ratio was 8.3 for FY 96 compared to S.3 in f'Y 95. The Financial obligations 
(current and long tmn liabilities) were $69,052 in FY 96compared to $77,418 in FY 95. The 
Ending Fund Balance was $290,712 thousand in FY 96 compared to $168,613 thousand in 
FY95. 

Net Operating Costs 

Total E1pense -Total Revenue 


1n Millions ofDollars 


fY9& l'\'91 
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Current Ratio 
Current Assets/Current Liabilities 

9 

8 

7 
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Endine Fund Balance 
In Millions of Dollars 
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Operating Result 

Total Revenue - Total Expense 


In Millions of Dollars 


FY95 FVlll 

Financial Oblieations 

Current & Loni-Term Liabilities 


In MillionsofDollars 


FYM fYtt 
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Department of Defense 
Dden1e N•tioo1I S1ockpile Tran1acllon Fund 
S1aume11t or Financial Posilioa 
As of September 30, J996 
(Thom8nds) 

ASSETS 

J, Entity Mlets: 
a. TnmHC!ions with Federal (bnraaovemmental) Entities: 

(I) Fund Balance with Tmuury (Note 2) $29(),712 $168,613 
(2) lnvestmenli, Net (Note 4) 0 0 
(3) AC<:llUDIS Receivable, Net (Note S) 35 S,816 
(4) Interest Receivable 0 0 
(S) Ad"M«S and Ptt:po.ymen!S (749j 13,473 
(6) Other Fodera! (lnll'lgovemmontal) (Note 6) 0 0 

b. Tnnsaction• with Non-Federal (Oovcmmental) F..lltities: 
(I) Jnvestinmm (Note 4) 0 0 
(l) Accounts R1>eeiv.able, Net (Nor• S) 285,021 222,864 
(3) Credit Progl'IDI Receivables! Related 


l'~ID*! l>roperty, Net (Note 7) 
 0 0 
(4) Interest Receivable, Net 0 0 
{SJ Advances and Prepayments 0 0 
(6) Other Non-Federal (Govanmeiual) (Note 6) 0 0 

c. C..h and Other Moneury Assets (Noto 3) 
 0 0 
d- Inventor)', Net (Note 8) 
 0 0 

•- Work in !'room (Nore 9) 0 0 

f. 	 Opera1ing Mamiall/Supplies, Net (Nore JO) 0 0 
g. Stockpile Materials, Net ()iote 11) 3,696,491 3,937,343 
b. Seized Property (NDte 12) 0 0 
i. Forfeited Pr1>peny, Net (Note I 3) 0 0 
j. 	Goods Held Under Price S11ppon &11d 


Stabilizi11ion Programs, Net (Note 14) 
 0 0 
k. Property, Pl1111t and Equipment, Net(Note IS) 0 0 
1. Olher Eotil}' Assets 0 0 

m. ToUI I Entity Aue ts s~.2;1.s10 ~4,348,109 

l. Non-Entity ASlets: 
a. Transactions Wilh Federal (Intragovernmenlal) Entities: 

(l) Fund B1lance with Tn=asury (Note 2) $0 so 
(2) Accounts R.a;eivable, Net (Note S) 0 0 
(3) Interest Receivable, Net 
 0 0 
(4)0tber(Na1e 6) 
 0 0 

Th• •••ompanyine notK ...... inlogr•I p•l't orthesutltcmHtl. 
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Principal Statements 

Dtp1r1ment or Deftnse 
Dder1u National Stockpile Trn11clloD Fund 
Statemcn1 ofFinan•Uil Position 
As 1>fSeplember30, 1!196 
(Th1>111an41) 

ASSETS, Continued 

l. 	Non-Entity Assets~ 
h. Transactions With NDJ1·Fedeni! (Governmental) Entities: 

(1) Accounts Receivablo, Net (Note S) so $0 

(2) hlterest Receivable, Net 0 0 
(3) Other (Note 6) 0 0 

c. Cash and Otlltt Monewy Assets (N~ ;) 0 0 
d. Other ~on·Entity A£sets 0 0 
e. Total Non·E ntity Assets so so 

3. 	 TOllll Anets $4,271,SIO S4,348,J09 

LIABILITIES 

.ol. 	 Lillbilitie5 COYered by Budcttary Raoarcei: 
a. Tl'aniaclions with Fodera! (lnlrago'Yemmontal) Entitles: 

(I) Accounts Payable 
 S59,SJS $73,801 
Q) lllteresl Payable 
 0 0 
(3) Debt (Note 16) 0 0 
(4) Other fedttal (lnlnlgovmunmtal) Li1bililios (No10 17) 0 0 

b. Transactions with Non-Federal (Govenunontal) Entities; 
(I) ACCOUJ'llS Payable 7,979 3,086 
(2) Acr:rued Payroll and BendilS 

(a) Salaries and Wages 0 0 
(b) Annual Ac.:ruod Lea\'e 0 0 
(c) ~verance Pay and Separation AllowL'lce 0 (I 

(3) lnlere>t Payable 0 ll 
(4) Liabilitie~ for Loan GLW'31l1Hs (Noto 7) 0 l'J 
(5) Least Liabilitie~ (Note IS) 0 0 
(6) Pensions and Olber Actuarial Liabilities (Note 19) 0 0 
(7) 	Other Non-FoM:ral (Gc>Vcmmcntal} 


Lillbilitie~ (Nole 17) 
 1,558 53! 
c. Total Li•bilities CoYered hy Budgctuy Rnouras: S69,0S2 S77,41B 

Tbe auumpanyin11 noles an an lntti\ral pal'I of these stalcmcnts. 
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Department orDefmse 

~reuc National Stockpile Trans•clioo Fvad 

Shltemont or Fi11111rlal Position 

A• orSeptember 30, 1996 

(Tbo1111nds) 


LIABILITIES, Conllnued 

Principal Statements 

5. LlabllitiH Nol C11vered by Badsetary Relourus: 
a. Transactions with F~ (lnaqo11ermnental) Entities: 

(I) Accounts Payable 
 so $0 
{2) Debt {Nole 16) 
 0 0 
(3) Other Federal (hltragovemmental) Liabilities (Note 17) 0 () 

b. Transaction• with Non-Federal (Govemmenla!) Enlitiel: 
(I) A<:counts Payable 
 0 0 
{2) Debt (Note 16) 
 0 0 
(3) Leue Liabilities (Nore 18) 0 0 
(4) Pensions lllll Oilier Actuarial Liabilities (Note 19) 0 () 

(SJ Olhor No11-fedenl (Governmental) Liabilitie5 (Note J7) 0 0 
c. Tetal LiablllUes Not Covend By Budr;elary Resources fo so 

6. Total Llabilitie.i $69,052 $77,418 

NET POSITION (Note lO) 

7. Bala1mr. 
a. UnexpendC(! Appropriations $0 $347,710 
b. Invested Capital 3,.Sl6,J06 3,602,186 
c. Cumulative Results ofOpmiions 666,352 320.79.S 
d. Other 0 0 
e. Future Funding R.e<:juinmen~ 0 0 
r. TotaI Nel Position $4,202.4~8 $4.270,691 

8. Total Liabilities and Net Position $4,271.510 14,34&, JO~ 

Th •-111p.n)'in11 notes .re 111 h>f"l"'I par1 oftheu st11eme11t.. 
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Tbe wceompanj'in& n&tet ar~ 91'1 ln1e1ral part efthes• slalH•eats. 
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Dep1nmn1 ofD•fense 
Defense Na1io11al Seockplle Tran11cl.ion Fund 
Stotemenl cf Operations and Clt111ges In Net Po1lllon 
Far tb.e Period Ended September 30, 1996 
(Thousand.I) 

REVENUES AND FINANCING SOURCF.S 
mi ms 

I. 	 Appropri.aled Capital Used so $0 
2. 	 Re...,nue• from Sales ofGoods and Sm/ices 

1. To the Public 36!1,982 420,314 
b. Inmgovenunenla.I 54,267 43,145 

3. 	 1n1.,.,s1 and P.,11altie1, J\on•Federal 0 0 
4. 	 ln1ere.n, Federal 0 0 
S. 	 Tues (Note 21) 0 0 
6. 	 Other Revenues and Financing Srurcu (NOie 22) 1;442 3,!191 
7. 	 Le..: Taxes and Receipts Transferred 10 


the Treuul')I or Other Agencies 
 0 0 
8. 	 Total Revenues 111d Financinc Sources S421,691 $467,0SO 

EXPENSES 

9. Program or Operating Expenses (Note 23) SS9,360 s~2.m 
IO. Cost ofGoGds Sold (Nore 24} 

a. Tc the Public 141,!143 141,725 
b. ln1rago-ental 14,222 9,632 

11. O.pn:ci•tim and Amonizarion 0 0 
12. Bad Debts and Writeoffs 120 0 
!3. Interest 

a. Federal Financing Benk/freasury BDITDwing 0 0 
b. federal Securilie5 0 0 
c. Other 0 0 

14. Other Expen•CS (Ncte 2~) 0 0 
J!. Total E'penm $215,245 5204,110 

16. 	Excess (Shonage) ofRevenues alld 
financing Scurces Over Tota.I Expenses 
Before Elctraordinary Items S206,446 $262,940 

17. Plus (Minus) Exttaordinary Items (Nate 26) 0 0 
18 . .Excess (Shortage) ofRevenues and 

finlncmg S<Mces over To11l Expense& $206,446 S262,940 



Appendix E. Financial Statements and Auditor Opinion 

Oepartmtnt or Defense 
Derease N•tiouil Stockpile 1'nln1.ction Fulld 
Statement of OperatlGlll Hd Cba:n1• ID Net Posldo11 
Far the Period Ended Septem!N:r 30, 1996 
(Tllousandl) 

EXPENSES, Centinucd 

Principal Statements 

mti 1225 

19. Net Posltio11, lleginnl111 Bllirnct, u l'reviously S11.tecl S4,270,691 S4,181,S65 
20. Adjustments (Note 27) (123,784) (23,814) 
21. Net Position, Beginnin& Bal111ce, as Rellaled S4,146,907 S4,1s1,m 
22. 	Exons {Shonagc) or R.eYCDUC5 lllld 

financing Sour~es Over Toral Expenses 206,446 262,940 
23. Plus (Minus) Non Operating Chmgts (Note 28) (IS0,895) (150,000) 
.U. Net P01itiou, EndiD& Bii iance $4,202,438 $4,270,6!11 

The u~ompanyin& notes a1t an lnregr:al p1rt oflhest $1atemenfJ. 
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Tiie auo.,panylng 1u11os an an Integral pare oftlleM stateme11t5. 
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Dl!parlmHj orDe(en~e 
Defense N•tional Sloekpile TranHctio11 Fuad 
SUlement of Cuh Flows 
For the Period Encled Septemher 30, 1996 
(Tho111uds) 

CASH FLOWS FROM OPERATING ACTJVITl[S 
.im•• 

I. Exeess (Shortage) ofRevenues and Finoncing 

Sou:ces Ovl!r Tolal Eotpenses 
 $206,446 so 

AdjUS1m1111ts •ffec:ting Cash Flow: 
2. Appropriated Capillll Used 0 0 
3. Decrease(lncrease) inA=>llDISReuivlble (56,376) 0 
4. llti:rease (ln<NISC) in Other Assets 254,179 0 
5. lnortase (Decrease) in Accounts Payable (9,393) 0 
6. Increase (Decrease) in Other Liabilities 1,017 0 
7. Drpreciation and Am onization 0 0 
8. Otller Uofimded Expon••• 0 0 
9. Other Adjn•tmen!S 
 (123,?84} 0 
I0. Totlll Adjustments 
 S65,653 $0 

l l . Not Cash Provided (Used) by Opmlill& Activities $~72,099 $0 

CASH FLOWS FROM INVESTING ACTIVITIES 

12. S•l• ofProperty, Plmt and Equipmen1 $0 $0 
13. Purchase ofProperty, Plant and Equipment 0 0 
14. Sale ofSecurities 0 0 
15. Pure~ ofSecurities 0 0 
16. Collection ofLoat!s Receivoble 0 0 
I7. Cre•tion ofLoan• Rcc"i,·able 0 0 
18. 01he< Investing Cash Providod (U•od) 0 0 

!9. Netwh Provided (U5ed) by Investing Activities $0 to 

CASH FLOWS FROM FINANCING ACTMTIES 

20. Appropriation5 (Currenr Wlll?'llllS) so so 
21. Adel: 

a. Restoration' 0 0 
b. TFMsfers ofCash from OtJi.,... 0 0 

22. Deduct: 
a. Withdrawall 0 0 
b. Transfm ofCash to Othen IS0,000 0 

23. Net Appropriatiom (SIS0,000) so 
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Principal Statements 

Depart11 ent of Defense 

o.raise Nation al Stockpile Tra11s.dion F1111d 

Statemtnt or Cub Flows 

For the Pulod E11ded September JO, 15196 

(TltGUHDdS) 


CASH FLOWS FROM FINANCING ACTIVITIES, Continued 
J.2!5•• 

24. Bmnlwing from the Public $0 $0 
25. kepa)'?lleots oo Lo111s fll the Public 0 0 
26. BMrOWing from the Trasury and !be Federal FiD111cin1 Banlc 
27. 	Repayments on Loans fi"om the Treasury and lhe Federal 

Financing Bank 0 
21. Other Borrowings and Repaym1nts 0 

29. Net Cal.h Provided (Used) by Finmcing Activilies (Sl.S0,000) so 

30. 	Net Cash Provided (Used) by ~ming, 
Irivuting and Financing Activities Sl22,o9~ $(! 

Jl. 	Fund Balance with Treasuzy, CISh, and 
Foreign CwrenC)', Beginning 163,613 0 

3~. Fund Balancewilh Treasury, C1Sh, 111d 
Foreigll Cmrency, Ending $290,712 s:o 

Supplemealll Dilclo1are of Cub Flow Iafr>rmatio11: 1"5"* 

33. To12l IDH:rff1 Paid $0 $0 

Supplemental Schedule ofFinanclna: ind IDvutlna: ActlYlt)·: ~·· 

34. 	Property and Equipment Acquired Under 
Capital Luse Obligations so so 

35. 	Propen,i Acquired Under Lons·Term Fin111cins 
Alnngemenu so so 

Jt;. O!her Eitchanger of Jo<on-cash Arsell or 1.iabilities so so 

•• No Cash Flow Slltcment was prtpa....cl i11 Fu..1Year1!1!15 

Tilt •cco111panylng, notH tff u lntetr•I part oftbese 11altMe,,ts. 
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Thtac:rompanying nole1 are an inte1nl part oftbca 11atements. 
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DEFENSE NATIONAL STOCKPILE TRANSACTION FUND 

FINANCIAL OPERATIONS 


NOTES TO THE PRINCIPAL STATEMENTS 

AS OF SEPTEMBER 30, 1996 


Note 1. SipWcant Ace11uptin& Policies 

A. Basis of Presentation: 

These financial statements have been prepared to report ilie financial position and results 
ofoperations ofthe Defense Logistics Agency (DLA) National Defense Stockpile Transaction 
Fund, (the T-Fund) as required by the Chief Firumciul Officers (CFO) Act of 1990. They have 
been prepared from the accounting records ofthe Fund in accordance with the hierarchy of 
accounting standards as prescribed by the Federal Accowiting Standards Advisory Board 
(fASAB), OMB Bulletin 94-01 and supplemental DoD guidance. The accounting standards 
prescribed by the F ASAB, in the DoD A~untingManual (DoD 7220.9-M) and in the Financial 
Management Regulation (DoD 7000.14-~) were followed, as appropriate. To the extent that 
guidance is not provided by one of these standards, the T-Fund accounts for transactions in 
accordance with guidance promulgated by the GAO, OMB, Department of Treasury, and 
commercial Generally Accepted Accounting Principles. These stakments differ from the 
T-Fund financial reports prepared to monitor and control the use ofbudgetary resources. 

B. Reporting Entity: 

The Defense Logistics Agency (DLA) is a combat support agency responsible for 
'M)rldwide logistics support throughout the Department ofDefense. The primary focus ofDLA 
is to support the war fighter, and to provide relief efforts during times ofnational emergency. 
The DLA Defense National Stockpile Center (DNSQ administers the acquisition, storage, 
management, and disposal of the nation s strategic and critical inventory ofmaterials essential to 
the Military and industrial requirements ofthe United States. The T-Fund is a revolving fund 
that accounts for sources necessary to procure and dispo~ Sll'lllegic commodities. The 
appropriation symbol is 97X4SS5.5145. 

The CFO Act requires the T-Fund as a revolving fund to provide audited financial 
.statements. Fisc:al. year 1996 represents the forth year that the T-Fund has prepared financial 
statements as required by the CFO Act. 



Appendix E. Financial Statements and Auditor Opinion 

Footnotes 

40 

78 


C. Budgets and Budgetary Accounting: 

The T-Fund receives an apportiorunent from the Office ofManagement and Budget for 

the operation and acquisition programs. 


D. Basis of Accounting: 

Transactions are recorded on a accrual accounting basis and a budgetary basis. Under the 
accrual method, revenues llJ"e recognized when earned and expenses are recogni:zed when a 
liability is incurred, without regard to receipt or payinent ofcash. Budgetary accounting 
facilitates compliance with legal constraints and controls over the use offederal funds. All 
known intrafund balances have been eliminated. 

E. Re\•enues and Other Financing Sources: 

Revenues and financing so~s for the T-Fund consists ofcash proceeds from the 
disposal of excess commodities and exchanges of commodities for the payment ofobligations. 

F. Accounting for lntra·governmental Acti-.,ities: 

DLA, as an agency of the Federal government, interacts ·with, and is dependent upon, 
o!her financial activities of the govemment as a whole. As a result, these financial statements do 
not reflect !he results ofall financial dedsions applicable to DLA as though the agency were a 
stand alone entity. 

For example, DLA's proportionate share of the public debt and related expenses ofthe 
Federal Government are not included in these financial statements because debt and related 
interest costs are not apportioned to Federal agencies. Financing for the construction of DoD 
facilities is obtained through appropriations from the Congress. To the extent that this financing 
may have been ultimately obtained through the isswmce of public debt, interest costs have not 
been capitalized since the Treasury Department does not allocate interest costs to the benefiting 
agencies. 

Finally, the T-Fund's civilian employees participate in the Civil Service Retirement 
System (CSRS) and Federal Employees Retirement System (FERS). The T-Fund docs not 
disclose the assets or actuarial data on the accumulated plan benefits or unfunded pension 
liabilities of its employees. Reporting such amounts is the responsibility ofthe Office of 
Personnel Management for CSRS and FERS. 
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G. Funds 1''ith tbe U.S. Treasury and C11b: 

The funds v.ith the U.S. Treasury represent the balances as of30 September 1996. Cash 
receipts and disbursements affect the available balances. 

H. Foreip Currency: 

Not applicable 

I. Accounts Receivable: 

Allowances for uneollectible accourus are established currently the balance is $0. Sales 
and disposals are recorded as receivable at the time sales agreement is issued and the material is 
removed from Inventory. Storage charges are assessed and billed ifthe purchaser does not 
pickup the material within the agreed upon time ftame. 

During fiscal year 1996, DNSC rl!Cognized aprior period adjustment ofapproximately $15 
million to correct prior year's defaulted and other incorrect revenue posted in accounts 
receivable. 

Advances and prepayment reflect a credit balance of $749 due to a ovetpayment ofsilver 
used in the Treasury's commemorative coinage program. This problem should be corrected in 
fiscal year 1997. 

J. Lo.ns Receivable: 

Not applicable 

K. Inven tories: 

The financial inventory balance for the stockpile mall:rial& is maintained on a laid in cost 
basis, that is, acquisition cost plus any fees, such as testing, upgrading. and transportation CKpenses. 
lt is reported as Stockpile materials. 

When the mission ofthe Stockpile was transferred to the DoD from GSA in 1988, the 
DoDIG audited the physical inventory records and quantities to be canied were established. The 
esfllblishment ofhistorical costs was detcm1ined by using the 1987 GAO audit ofGSA, which 
reflected no adverse statements ofthe Stockpile' inventory value at that time. The original 
reC<lrds of some ofthe purchues dated back. to the l9SO's and are no longer available. The 
market valueofthematerialasof30September1996 is estimated to be $6.l billion. 
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L. Investments in U.S. Government Seeuritie1: 

Not applicable 

M. Property 11nd Equipment: 

National Stockpile Trans.action Fund was unable to extract the 1996 equipment or depreciation 
expenses. I was provided the information on the depreciation expense for 1996 in November 
1996 and was unable to include tha amounts in the closing trial balance. I have supplied the 
Uiformation in Note IS. The accumulated depreciation expense and equipment value will be 
included in FY 1997 statements. 

N. Prepaid and Deferred Charges: 

Not applicable 

0. Ln1es: 

The I-Fund is committed to operating leases and rental agreements. Generally, these leases 
and agreements are for the rental of equipment. space and operating facilities. Payments under 
these operating leases are expensed as incurred. 

P. Contingencies: 

The T·Fund may be party to various legal and administrative claims and actions. In 
management's opinion, the re501ution of these actioDS Vlill not materially affect the T-Fund 
operations or fmancial position. Therefore, no continaent liabilities have been recognized in the 
Statement ofFinancial Position. 

Q. Accrued Leave: 

Civilian annual leave is aeerued as eamed, and aterued hours are reduced as leave is taken. Sick 
Juve and other types ofMnvested leave are expensed as taken. 

80 
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R. Equity: 

Equity consists ofinvested capital, and cumulative result ofoperations. Invested capital, a.s 
presented in the Statement ofFinancial Position, represents the value of the DNSC's capital 
assets as reported at historical or actual ccsts. Increases to invested capital are recorded when 
capital assets are acquired. Decreases occur as capital assets are depreciated or transferred. 

Cumulative results ofoperations for working capilal funds represents the excess of 

revenues over expenses, less refunds to customers. 


S. Ainraft/Sbip Crashes: 

Not applicable 

T. Treati~ for Use otFo«ign Bases: 

Not applicable 

U. Comparatfre Data 

The financial statements present fiscal yel!I" 1995 and 1996 amounts. For fiscal year 1995, 
the financial statements were audited. Since a discalimer of opinion was issued based the lack 
of original inventory source documents, maIJlll!ement cautions the reader. 

V. Restatement of Prior Year Principal Statements 

Not applicable. 

W. Unpaid Obligations and Undelivered Ordcn 

The T-Fund is obligated for goods and services that have been ordered but not ye1 received. 
Total undelivered orders amounted to $20,179,503 consining ofS12,l51,291 in cash obligations 
and S?,998,212 in barter obligations as of September 30, 1996. 
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X. Non Cash (Barter) Transactions 

Line J.b.(2) includes -$1,685,283 in non ea.sh accounts receivable 
Line 4.b.(l) includes -$313,650 in non cash accowus payable 
Line 7.c includes $9,378,992 in net non cash sales 

DFAS-CO is researching these negative balances for processin11 problems. 

Note 2. Fund Balances wjth Trgsucy (in thousands) 

A. 	Business Operations Fund (USD(q) and AU Other Funds and Accounts: 

Enti!): Assets 

Trust 
fJ.ulJl:; 

Re'•olv· 
ing 

El1llds 

Appro
priated 
~

Other 
Fund 
~  Tutal 

Unobligated Balance Available: 
Available $0 $526,431 $0 $0 $526,431 
Restricted 0 0 0 0 0 

Reserve For Anticipated Resources (0) (0) (O} (0) (0) 
Obligated (but not expensed) 0 (235,719) 0 0 (235,719) 
Unftmded Contract Authority (0) {0) (0) (0) (O} 
Unused Borrowing Authority (O} (O} (0} !02 (O} 

Treasury Balance $0 $2901712 so $0 $290?12 

C. All Funds and Accounts: (in thouundA) 

Enti~ Assets 
Funds Collected fuod~ Djsbursed 

Beginning Balance $168,613 $0 
Transfers of Cash to Others 0 l 50,000 
Transfers of Cash from Others () 0 
Funds Collected 336,602 0 
Funds Disbursed {O~ 64 503
Ending Balance 	 S214,503 

D. Other Information: Funds Collected includes Sl4,872M in non cash {bart\:T) collections 
and Funds Disbursed includes an equal amount in non cash (barter) disbursements for a net of 
i.ero. Fund Collected is understated by $959 thousand and Funds Disbursed is understated by an 
equal amount due to a processing elTOT which will bi: corrected in October 1996. 
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Note$. Acc;ounts Receivable. Net On thousapd(l 

(I) 
Allov.'allCC 
Amount 	

Jllli: 

(2) 
Allowance 

For Estimated 
II1n:11lh:1:1ibl1: 

(3) 

Method 
llzd. 

(4)

Amount 
Out 

s. 
A. Entity Receiv•bles: 

Intragovemmental $35 so $35

Governmental 285,021 0 285,021 


B. Non-Entity Receivables: 

Intragovemmental so $0 
 so
Governmental 	 0 0 	 0 

C. Other Information: Governmental receivables include -5313,650 in non cash over 
collections against sales contracts issued as exchange/payment-in-kind payments. Research is 
being done by DFAS-CO for processing problems. An allowance account was established, 
however, it waseironeously deleted. A letterwiil be sent to DFAS-CO to re-establish this 
account in fiscal year 1997. 

Note 1 J. Stockpili:: Matgcials Net (in tbouaapds) 

(l} 
Stockpik 
Materials 
Amllun! 

{2) 

Allowance 
For Losses 

(3) 
Stockpile
Materials 

N=t 

(4)

Valuation 
~ 

A. Stockpile M11terial: 
(l) Held for Sale 	 $0 so 
(2) 	Held in Reserve for 


Future Sale 3,696,491 
 3,696,491 Historic 
Total $3,696,49[ $3,696,491 

B. Restricrion1 on Stockpile Maferia)J 1od Supplies: There are several restrictions on the 
use of the material. The quantities to be stockpiled 111c required to be sufficient to sustain the 
U. S. for a period ofnot less than three yeaJS during a national emergency (including a sustained 
conventional global war of indefinite duration). The required stockpile levels can only be 
changed by law through a Presidential proposal in the annual material plan submitted to the 
Congress. 
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Except for diSposals made under the following situations, disposals cannot be made from the 
stockpile: 
• 	 Necessary upgrading, refining or processing 
• 	 Necessary rotation to prevent dc:terioration 
• 	 Determination as excess and ofpotm.tial :financial loss ifnot disposed 
• 	 By mder ofthe President and/or authorized by law 

C. Other Iaformation: The estimated market value ofthe total inventory as of30 September 
1996 is $6. l billion. The fuumcial statements report the recorded historical cost in accordance 
with the lower ofcost or market principal. 

Note 15. Property.Plant apd Equipment Net 

(1) 
Depn:ci

ation 
Mmad 

(2) 

Service 
Lili; 

{3) 

Acquisition 
Yahit 

(4) 

Acc:wnulated 
Deprei;jatjpn 

(5) 
Net 

Book 
~ 

Cl&.'>~C5 cf:Eind Ai:iel~ 

A. Land $0 so so 
B. 	Structures, Facilities, 

& Leasehold Improvements 0 0 0 
C. Milit1ry Equipment 0 0 0 
D. ADP Software 0 0 0 
E. Equipment 0 0 0 
F. Assets Under Capital 

Lease 0 0 0 
G. Other 0 0 0 
H. Nanm1I Resouree:l 0 0 0 
I. Constn.ic:tion-in·Progress 0 0 0 

Total $0 $0 $0 

•Keys: 
Depm;jatjon Methods Rillge of Seryjce I.jfe 
SL - Straight Line 1-5 1to S )'i:ll'S 

DD - Double-Declining Balance 6-10 6 to 1() years 
SY • Swn ofthe Years' Digits 11-20 11to20 years 
IN • Interest (sinking fund) >20 Over 20 years 
PR - Production (activity or Ulle melhod) 
0 T • Other ( dcseribe) 
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Due to interface problems at DFAS-CO, DNSC was u.nable to (!C:t the value ofequipment and 
accwnulated depreciation in the accounting tecords at the end of fiscal year 1996. We now have 
access to the 1996 figures lllld "'ill be able to add them to the accounting re«1rds for 1997 as 
shown below. 

Ar;quisition Value FY 96 Depreciation Accwnulated 

Depreciation 


$4,805,819 $185,119 $4,362,562 

Note 20. Net Posjtjon <in thousand:;) 

Revolving 
fllrub 

Trust 
funds 

Appropriated
furuh 

A. 	Uaupended 

Appropriations: 

(1 )Unobligated, 
a. Available $0 	 so 	 $0 $0
b. Una'o'llilable 	 0 0 0 0

{2)Undelivered Orders 	 0 0 0 0
B. Invested Capital 3,S36,106 0 0 3,536,106
C. 	Cum11lative Results 

of Operations 666,352 0 0 666,352
D. Other 	 0 00 	 0 
E. 	Future Funding 

Requirements {O) (0) {O} (<Q
F. Total 	 S4120214S8 so $0 $412021458 

G. Other Information t FY 1995 aad FY 1996 invested capital balances include the following 
amounts for unobligated appropriations and casb and noncash undelivered orders. 

Unobligated Appropriations $552.7million $379.4 million 
Cash and N<incash Undelivered Orders 202rnj!Hon 47 9mjmon 

Overstatement ofNet Position $572.9 million $427.3 million 
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Nole 21 OtherBgvepgn and Fjpapdpg Sovrcl!S (in tbogspds) 

A. Other :Revenues ind Financing Sources: so $0 
(1 )Refunds_from 	 968 198 

Contractors_________ 
(2)Storage 	 166 247 

charges~~-------
(3)Administmtive 	 308 3,146 

Charges.,,_----------~
Total 	 Sl.442 S3,S91 

B. Other Information: 

Note 23. Pr11gram or Operatin1 E1pcpse1 Cjg tho111Pds) 

A. 	Operating Espeuses by Ohjec:t Cllssification: 
(1} Personal Services and Benefits $15,810 $13,436 
(2) Travel and Transportation 1,259 1,096 
(3) Rental, Conununication 1111d Utilities 18,249 12,803 
(4) Printing and Reproduction 5 6 
(5) Contractual Services 14,408 6,096 
(6) Supplies and Materials 885 1,142 
(7) Equipment not Capitalized 265 162 
(8} Grants, Subsidies and Contributions 8,470 18,011 
(9) Insurance Claims and Indemnities 	 0 0 
(10) Other (describe): 

(a) County Taxes 	 9 

(11) Total Expenses by Object Class 	 ss9.36o $52,753 

C. Other Information: Total expensesinclude $4.937 incurred in fy95 not recorded as an 
expense until fy96. Total expenses are are over stated by S9S91housand due to a processing 
error. Will be corrected in October 1996. 
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Note 24. Cost of Goods Sold Do A, B, or C as appropriate, 

C. Cost ofGoods Sold from Inventory (uting Historical Cost): 
(l) Beginning Inventory $3,937,343 

(a) Plus: Purchases at Cost 23,426 
(b) Plus: Inventory Gains 0 
(c) Minus: Inventory Losses 0 

(2) Less: Ending Inventory 3t696,491 
Cost ofGoods Sold 264.278 

Due to a change in accounting methods the total includes l 08,S 13 in fy9S material sold but 
unshipped as of 30 Sep 95. 

Note 27. Prior Period t\diullmcnts 

A. Prior Period Adjustments: 
(l )Defaulted ContractslOlher PY Cont. Adj. $15,271 

(2)Maierial sold in fy9S not shipped or 
recorded as cost of goods sold witil fy96 

108,Sl3 

Tota.I $123.784 

B. Other Information: 

Note 28. Non-Opentine Change11 -(Iransrers and Donatioql) 

B. Decreases: 
(1) Transfers-Out: 

(a)U.SArmy $50,000 $50,000 

(b)U.S. Air Force 50,000 50,000 

(c)U. S. Navy 50,000 50,000 

(2) Donations 
(3) Other Decreases 
(4) Total Decreases 

0 
895 

0 

0 
0 
0 

C. Ne1 Non-Operatiag Changes (Tran1fm): $150,895 $150,000 

D. Other Information: We transferred 250 Short tons ofTitanium to the U.S. Army without 
reimbursement, per P.L 104-106. Inventory value of the material was $985 thousand. 
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APPENDIX A 


STRATEGIC AND CRITICAL MATERIALS STOCK PILING ACT 

(50 U.S.C. 98 et seq.) 


As amended by: 

the National Defense Authorization Aet for Fiscal Year 1996 


(P.L.104-106); aad 

the National Defense Authorization Act for Fiscal Year 1997 


(P.L 104-101) 

SEC. I . This Act may be cited u lhe "Straicgk 
and Critical Marerials Stock Piling Act.•· 

FINDINGS AND PURPOSE 

SEC. 2. (a) The Congre55 finds !bit lhe naniral 
resourcts ofthe United Swes in cenain stntegic and 
critical mlllerials are d1fic:ien1 or insufficiently 
deYeloped to supply the milllal')', indu!ilrial, 11\d 
e&Sential civilian needs of the United Slates fer 
national dereme. 

(b) 11 is the pwpose of this Act h) provide for !lit 
acquisition and rdention of sfQcks of cenain strategic 
and· critical materials md to encourage die 
e<1nse.....1tion 111\d development Of S0Urce5 Of SUCh 

materials wililin the United Stales and thereby to 
decrease and 10 pnclude, when possible, a dangerous 
and cosrly dependence by the United States upon 
foreign sourcts far supplies of such materials in 
limes ofnational emergency. 

(c) The purpose oflhe National Defense Stockpile 
is to servo lhe int~t of n1tional deferue only. The 
National Defense Stockpile is not to be used for 
economic or budgetary purposes. 

MATERIALS TO BE ACQUIRED: 
PRESIDENTIAL AUTHORl1Y AND 
GUIDELINES 

SEC. 3. (a) Subject to 111bH'1io!l {c), the Prc•idcnl 
shall determine from time to lime ( l) which mlllerials 
ar" 1rra1egic and aitical mlllerials for the pwposes or 
this Act, and (2) lhe quality and qumtity ofeach S11Ch 
m111erial to be acq11i~cl for the purposes oflhis Act 
and the fo1111 in whicll uch such material shall be 
acquired and 111ared. Such m11erials when acquiJ-ed, 
together wi!h lhe oth« materials described in l<l!~on 

4 of lhls Act, shall consti!Ute and be collectively 
known as the Natio111I Defense ~kpile (hminafler 
ill !his Aetrefmed 10 as the Ms!ockpile"), 

(b) The President 1hall make the derenninations 
required to be m1de under &uhlection (t) on the bui1 
ofthe principles slated in section 2(c}. 

(e)(I I ne qu111tily of any malerial to be 
atockpiled undor lhi• Act, u in effe(:I on Sep1ember 
30, 1987, ml)' be cbqed only as provid=:I in this 
subsection or as Dlhe..,.,ise provided by law llllKled 
1fterl>uembet4, 1987. 

(2) The President shall ootij}o C011gres' in 
writing of any change propo.sed to be made in the 
ljllmllity of 111y material to be SloGkpiled. The 
Preside11t m1y mike the change after Ille end of the 
45-day period bcginoillg on the date of lhe 
notificalion. The Pre1ident shall include a Ii.ill 
ellplanation and j11stific11W!I for lit~ proposed change 
wilh lhe notification. 

MATERIALS CONSTITUTING THE 
NATIONAL DEFENSE STOCKPILE 

SEC. 4. (•) Tht stockpile con.sins of the followin& 
materials: 

(I} Mau:rials UQUired under this Aet 111d 
cnntained in die na1ional 1toc:kpile on Jul;- 29, 1979. 

(2) Materials acquin:d under this Act lftc July 
29, 1979. 

(3) Materials in the supplemental stockpile 
ellablisbed by 111ction 104(b) of the Agricultural 
Tr.de Development and A11istance Act of l 954 (u 
in efrec1 &om September 21, 19S9, through 
December 31, 1!166) on July:29, 197!1. 

(4) Materi1ls acquired by the United Sraies 
uder the provisions of section 303 of the Defense 
Production Act of 19SD (SO U.S.C. App. 2093} and 
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transferred IO !he sto1:kpile by !he President pursuant 
to subse::rion (() o(such 1;eccion. 

(S) Material> vansferred to the United States 
under sllelion 663 of the Foreign Asslstanee Aot of 
1%1 (22 U.S.C. 2423) th.at have '-1 determined to 
be S!Tategic and critioal malerills for the pUJPOllCS of 
this Act and that are 1llacated by lbe President Wider 
snbsec1ion (b) ohuch section for &tol:kpiling in 1be 
111Xkpile. 

(6} Materials ICquired by the Commodity Credit 
Corporation and 1r111sferred to lhe 111ockpile 1111dC!" 

section 4(b) of lhe Commodity Credit Corpandion 
Charier Acl (IS U.S.C. 714b(h)}. 

(7) Mawials acquired by the Commodil)I Credit 
Corpntion under paragraph (2) of section I03(a) of 
!he Act entitled "An Act 10 provide for greai.:r 
stability ill agrieulrur•: to a11gmen1 !ht inarketing and 
disposal of agricultnral products; and for other 
p~ses," approved August :2l, 19S4 (1 U.S.C. 
1743[a)J, and 1ran1ferred 10 lhe S!OCkpile under lhe 
third semmc,. of such sectiCln. 

(8) Mamials nnsfemd lo the stockpile by !he 
President un.dl:!' paragraph (4) of section 103(a) of 
Sllcb Act cfAug11st 211, 19S4. 

(9) Mater~ls ttansfomd to lhe stockpile under 
9ubseccion (b). 

(10} M111erials 11'8ltsfeired to the stockpile 1111der 
1ubsec1ion (c). 

(b) Notwithstanding an)' other provision of law, 
any malerial that (l) is under the control of any 
depanment or agency of the United Stales, (2) is 
detemtined by the head ofsuch depanmen1 or mgency 
to be exoess ta iii needs and responsibilities, nd (3) 
is rectuired for the &tockpile shall be vansfened to the 
&tockpile. Any sucb ttan5fer shall be made without 
reimbursement to such dep1!1menl or agency, but all 
costs rc:.:iuired to effect such 1n11sfer !hall be paid or 
reimbumd from funds appropriated ID cany out this 
Act. 

(c)(l) The Secrela!)· of Energy, in consul!ation 
with the S«rcw)' of Defense, shall transfer to 1he 
sto1:kpile for dispo"'1 in accorducc with !his Act 
uncontaminated ma1erials that are in the Deplrtmmt 
of Ellergy inventory of materials for the production 
of defe11so-rdatod iu:m•, are exceu to 1he 
requirements of the Department for !hat purpose, and 
are suitable for tnnsfer 10 the stockpile and disposal 
through the stockpile. 

(2) 1he SeeRlary al Def=ise shaU determine 
whether mltmals are mitable for 1n111S!Ct to 1he 
stockpile 1D1der this sub~tion, are mitlble for 
disposal through the stockpile. 1111d are 
UP'10nWllin1ted. 

AUTHORITY FOR STOCKPILE 
OPERATIONS 

SEC. S. (aXI) Except !or 11c:q11i.sitions mllle under 
!he authority of paragraph (3) or (4) of m:tion 6(a), 
no funds ml)' be obligllod or ll)lpropriated for 
11c:quisilfan of llll)' mlllerial llDCler lhi.s Act unless 
ftmds for such IC<jUbition ba.,.. been 1111tborize<l by 
lllw. Funds qproprlaled for sucb 1cq11isi1ion (and fer 
transj>cna!ion and other inddental expenses related 
to 1ucll acquisition} sliall remain av1ilable lllllil 
expended, 11nless 01berwiM provided in 1ppropriation 
Ac1s. 

(2) lffor any fucal )'ear the Pretideni proposes 
certain 51ockpile nnsactions in tbe 111n11al maleritls 
pl1111 submilled 10 Congress for that ye1r under 
section I l(b) and after that pl1111 i• submitted the 
Presidcnl proposes {or Congress req11ires) a 
•iSJ!ificant change in any such 11'11111ction, or a 
signific1111 nnsact:ion not Included In such plan. no 
amcnn! may be obllglled or ex.pended for s11ch 
1r111sactian du.ring web year 1111lil tho President hu 
submitted a full 11tatemen1 cf the proposed tr111S1Ction 
to lhe 1ppropria1e committees of Conare11 and a 
period of 4S days ha paJed from the dale of the 
receipt ofsuch st1.1cmm1by5uch cD111D1ittce1. 

(b) Except for di5J10sals 11111dc 1D1der lhe authority 
of pngraph {3}, (4) or (S) of Hc:tion 6(a} or under 
section 7(a), no disposal may be made ftom the 
stockpile unle51 s11ch disposal, including the qusntil:y 
of the material to be disposed of, has been 
spcci!ic11ly authorizlld by Jaw. 

(c) There i.s alllhormd co be approprillled such 
snms as may be ne«ssuy co provide for th~ 
1r111spnr1lllion, pmcessina,, re(mins, ~tora~. security, 
maintenon.,., rotation, and msposal of ma1erills 
contained in or a4'11uired for the stockpile. Funds 
appropriated far such purposes 1hall iemain available 
to cmy out the pwposes for which ~propriated for a 
period of two llscal yurs. if so pra~idcd in 
appropriation Acb. 

STOCKPILE MANAGEME1'"T 

SEC. 6. (a) The l'Rsidem 1hall 
(I) acqun the materials detennined under 

section 3(1) robe llntegic and critical m111erials; 
(2) provide for !he prnper llorage, seeuriiy, and 

maintenance ofmaterials in !he stnclcpile; 
(3) provide for tbe upending, refll\ing or 

promsmg or any maurial in the stockpile 
(notwitbst&ndin& any intermediate stockpile qu1111tity 
esiablished for such material) when neccss811' to 
convert such material inlo a form more suitable for 
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stDrage, subsequent disposition, 1nd immediate use in 
a nalioMl emer1ency; 

{4) provide for the ralllion of 1111y material in 
die stockpile when oecenuy tll preven1 de1erionaliDn 
or tedlllological obsolescence of such material by 
replacement of mcb m11aial wilh an equivalmt 
qUlllltity or subslmlially tbt lolllle materi&I or better 
material; 

(S} &ubject to the norific1tion ""!Uired by 
subsection (d)(2}, provide far Ille timely di~posal of 
mllerlals in lhe sux:kpile 11111 (A) ~ excess to 
stockpile :requiramcnts, llld (B) may t111.1C a loss to 
the Government ifallowed to deteriorate; and 

(6) subject IO lhe provisio111 of sec1ion :!(D), 
dispose of m11erials in lbe llOc:kpile abe disp11sal of 
which is specifically aulhoriud by law. 

(b) Except 111 provided in 111bsecrioos (c) and (d), 
11a1uisitioa of stn1eaic 1nd mtical mlllerials under 
tbi1 Act 1hall be made in 1WC:Ordance with 1st1blisbed 
Fcdeia.J procurement praclices, and, except as 
pritvided iD subsections (c) and (d) 111d ill llmion 
7(a), disposal ofmaterials &om the stockpile shall be 
made by formal advertising or competitive 
negotiation prooedures. io lb maximum eJCl~nt 
feuible

(1) <:ompetiti~ procedures shall be ustd iii th• 
acqu isitlon md disposlll ofsuch inaterials: 111d 

(2) ~orti $hall be made in the 1equlskiD11 111d 
disposal of such materials to .avoid Pdue di1n1ption 
of th• usual martcets of producers, processon, 1111d 
con.sumers of such mltcrials and to protetr the Uniled 
States agaimt 1void1ble loss. 

(c)(1) The President mall enc011n&e the use of 
buter in Ille acquisitim under subsectio11 (1){!) of 
Slrlllegic ;md crilical materials for, and the di!pOHI 
undu subsection (a)(S) or CaX6) of m11erials from, 
1h~ StOckpi!c when acquisition or disposal by blncr is 
IMhoriud b)I law and ii pnclical 1nd in the best 
in~I of lhe t.Jni1ed States. 

(2) Materials in the stockpile (abe disposition of 
which is aulhoriud by par.gr.ph (3) to lioancr the 
upgrading. refllliDg, or processing of a mlllcrilll in the 
stoekpile, OJ is otherwise •uthomed by law) 1ball lie 
available for tnnsfer II fair market value u payment 
for expenses (iocl11dins t1111sponation 8lld olher 
incidental expenses) ofaequisilion ofml!erials, or of 
upgrading, refining, procenin1, or rotll!n& materials, 
under this Act. 

(3) Notwith!lllnding s~ion 3(c) w Ill)' other 
provisioo of law, wha.•- the Pre1iclent provides 
Ullder subsection (a)(3) for the 11pgndin1, refmmg. or 
processiilg af a mlllerial in the siockpilc to ccmvon 
11111 materill into a form more suitable for Jlcnge, 
sub$11quent disposition, lml immedille use in • 
D8lional emorgency, the Presiclcnt may baner 1 

ponion oflhe saJ11e m11c:ri1l (or 11\)1 olher mlltl:rial in 
the stockpile that is authorized for disposal) to 
Hn111ce lhat upsradms. re!lilina. or processing. 

(4) To the ex1e111 Olllmvlse authoriUd by law, 
propeny 010ned by the \.lniled Stales ma)' be bartered 
for materials needed for lhe stockpile. 

(dXI l The Pmident may v.·aivo the applicabilil)I 
or any invision or lhe first seaience of subsection 
{b) IO any acquisition of mllerial for. or dilpo,.I of 
11111erial from, the lhlckpile. Whenel'l:r lhe President 
wmv11 111y such provision with respec1 to 1111y such 
acquisition or daposal, or whenever the President 
determm lh• !be 1pplication or pmigraph (I) or 
(2) of aui:b tublectio11 to • pal'tieal1r acquisition OJ 

dilpOlll is not feasible, 1he President sb1ll 11otify the 
Commiaec OD Anned Services of lhe Senato and the 
C-i!let on Nationll Security of the House of 
M.epn1e11tatives in writing of the pmposed 
allq11isilion or disposal II least lhirly days l>ofMC an)I 

oblieation of the United States is incumd in 
connection with such .equisition or disposal and 
sh.all inchlde in such notific;ation the reasons for not 
complying with any provision ofsuch subsection. 

(2) Materills in the lllockpile may be dispowl 
of under subsectio:i (a)(') only if Jll\:h ;mgrcssiO!lal 
committees tR notified in wriling af the proposed 
di1pou.1 11 lcur ~' days befin any obligadon of the 
United Stall$ is in~ in conneC!iO!l with 1uch 
di1pos.i. 

(3) The President may acquire leasehold 
interests in propeny, for periods not in excess of 
!Wellt)I years, for norage, seeurily, and 111aintenance 
ofmaterials in lhe 1tockpile. 

SPECIAL DISPOSAL AUTHORITY or 
THE PRESIDENT 

SEC. 7. (a) M1teriah in !he stockpile ma~ be 
rcleued for use, sale, or other disposition 

(I) on the ordel' of the Prl:liclent, at 111y time the 
Preside11t delcnnilles lhe release of such materials is 
required for pwposu of the nalional defense; IDd 

(2) in time of wu declared by the Congress or 
duriDg a nllional emrrpncy, on the order of any 
officer or ~ploycc: of Ille Uniied Stites desigmted 
by Ille' President to have authority to issue disposal 
orders unlkr Ibis subsection, if 1ucb offi<:er or 
employtt dCHnnlnes that the rclcue of 1ucb 
materials is requinld for plllpD&eS of the nllional 
defense. 

(b) Any order issued under subsection (•) 1h11l be 
p!Olllptly reporled by the Presidonr, or b)' the officer 
or 11111ployee issuing such Grder, in writing. to the 
Comminee 011 Armed Services ~ 1he Sellate 1111d the 

http:par.gr.ph
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Committee on Nlliooal Securiiy of lbe House of 
Representatives. 

MATERIALS DEVELOPl\!Vfl' AND 

RESEARCH 


SEC. a. (aXI) The President WJl make 1eientiric, 
-bnologic, and eco11omi< investiptiOllJ c1111ecming 
lbe development, milling, preparation, trclllnent. Ind 
utilization of ores and Olber mineral 1ub.sllnces !hat 
(A) 1re found in the Uniied Slates, or in ilS ienitmies 
or possessions, (B) an -Ual lo 1bc aa1io111l 
defense, indu$1ri.ll, 8lld essential civilian needs of lhe 
Unirod States, and (C) 1re found in known domestic 
saun:es in inadeqaate qllllllities Ol IP"lldes. 

(2) Sw:b invesrlgalions shall be l;ll1'iod out Ill 
onlerio

{A) dlo~ine and develop new clolnestic 
so1m:es of supply of such om 1111d minwal 
subswi~es; 

{B) devise llew mllhods for the trel!ment 
mid utilization of lower grade reserves of SDch ores 
and mineral substa11ces ~ and 

CC) develop substitu.tcs for 511Ch essential 
Ol'eS and minenl products. 

(3) Investigations under paragraph (I) may be 
carried out on public lands 1111d, wilb the consent of 
the owner, oo privately C>wned lands for the PUIPDH' 
of exploring and derennining the exlent and qualily 
of deposits of such minerals, lhe most suitable 
methods of mining and beneliciating such minoral•, 
and the cost al which the minerals or metalJ m1y be 
produced. 

(b) The President shall make acienlilic, 
technologic. and economic inveni11rions of the 
feasibility of developing domestic sources of1upplies 
of any agricultural material or for using api.cultunl 
commodiriei for the manufacture of any mllerilll 
determined pursuanl to secrlon 3(•) otlhis Acl 10 be 
a stntqic "'d critical material or subslilUIK 
lhereflll'e. 

(c) The President shall make scientific, 
1ecbnologic, ond coonomk: Investigations concerning 
the feasibility of

(1) developing domestic soun:es of supply of 
materials (other than m111eri1ls n:fcrred ID in 
1ubsectio11s (a) and (b}) determined pu!Sllllllt m 
swion 3(a} to be s1111egic and crkical materials; and 

(2) developillg or usillg al1emaliv• 111cthod1 for 
Ill< n:f"ming or prooessing of • maim.I in Ille 
stockpile 50 u to convert such material into a form 
more suitable for use during an emqency or for 
stoni11c. 

(d) Th• President shill encourage the conservation 
of damenic soun:es of any marerial determined 

pursuant to section J(a) to be 1 11n11egic and critical 
material by miking ~ or awarding contnds for 
rese11n:h reprding the devclDpmenl of: 

(I) 1ubstiUes for such material; or 
(2) mare dllc.ient melhods of production or use 

ofsuch m11erial. 

NATIONAL DEFENSE STOCKPILE 
TRANSACTION FUND 

SEC. 9. (1) There iJ e111bll1hed In tbe Treuury of 
the United Scales 1 M})aralt fund IO be known as the 
N.iiml! Defeme Stockpilt Tl'lllSKlicm fund 
(hueinafter in this ledion refcnad to u tbc "fund"). 

(bXI) All maeys received &om the sale of 
malerials In tJac atoQkpile under pcagnphli (S) and 
(6) ofstelion 6(a) Mlall be covered into the fund. 

{2) Subject lo section S(aXI}. moneys covered 
Into !he limd llnder plll'lgllph (I) 1re hereby m1de 
available (Sllbject to 1uch limitations as may be 
pro'o'ided in apprapriatlans AcLS) f'or the following 
purposes: 

(A) The 11CQ11i:htio11, maintenance, and 
dispo&al of 1uategie and critical materials undi:r 
sec1i11116(a). 

(B) Trantportalion, lllOl'&ge, and other 
mcidental expenses related to such acquisition, 
m1in1cnancc, 11nd disposal. 

(C) D~lopment of' c~nt spec:ific11ions 
of stockpile materillls and lb.e upgroding of existing 
atockpile mllerials to meet current speeit'ic1tions 
(including transponation, wlien economical, related 
lo such upgrading). 

{D) Tcaling md quality studies of stock.pile 
materials. 

(E) Sllldying future mau:rial 1111d 
mobilization requirements for w stockpile. 

(F) Activities audiorized under section I5. 
(0} Contneting under competitive 

procedures ror materials development 111d nise~ to 

(i) improve the quality and availability 
of materials stockpiled from time to time in lhe 
stockpile; 1111d 

(ii) develop new mllleri1!1 for the 
stockpile. 

(H) Improvement or rehabilitation of 
facilities, svuetures, 1111d ill&aslnlctllre needed to 
mlinllin lhe inlepity of stockpile materiala. 

(I) I>isposal of hazardous mllerials tb11 are 
stored in lhe .stockpile and a11thorized for disposal by 
law. 

(1) Pay of employees of !he National 
Defense Stockpile progrui. 

http:indu$1ri.ll
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(K) Other expensq of lhc National Def•nse 
Sroekpile proaram. 

(3) Moneys in lhe fill1d shall rema~~ a~ailable 
1111til expended. 

(c) All mC1Deys n:ceived fi'om the sale of 11111erials 
being rotated Wider the provisions of section 6(1)(4} 
or disposed of Wida' section 7(a) :Wll be: ~vered 
into lhe fund and shall be available only for the 
acquisition ofn:plllc-t materiaJs. 

{d) If, during 1 fiscal year, the NaliOllll Defense 
Stnekpile Mlllager bmtcn m1leria!1 in the stockpile 
for Ille purpose of acquirin1. upllfldina, refmi:ng, or 
pro10e11SinC orber malerial1 (Oil' for services directly 
related to lhat pwpose), lb• conlrac:t value of lh• 
marerials •a banored shall 

(I) be applied toward Ille IO!al value of 
materials du! are authoriud to be disposed of tam 
lite stockpile during lhll fiscal yeu; 

(2) be treated IS ID acquisition for purpDS11$ or 
..ti•fying any req1Jire11em imposed on the Nelional 
Defense Stockpile M1111ager to enter into obligations 
during that fiscal year Wider subslictlon (b)(2); and 

{3) not increase or decrease the halmce in the 
fund. 

ADVISORY COMMITTEES 

SEC. 10. (a) The Pmident mil)' appoint advisory 
committees composed of individuals with expeni1e 
relating to materials in the sroekpilc ar with expertise 
in stockpile mariagemttl 10 advise !he Prc1idont with 
rcspecl 10 the acquimion, tnmspmllllion, processing, 
refining. storage, security, m1in1c11&11ce, rotation, 1nd 
disposal of such materials u.nderthls Acl. 

(b) Each member of 111 1dvisory commillec 
Htablished under subsection (a) while serving on !he 
business of the ad.,isory committee away from such 
member's home or replor place of business shall be 
allowed travel expenses, including per diem in lieu of 
subsiswice, as authorized by section ~703 of title S, 
Uni1ed States Code, for pcnollS intcrmitlCDll}' 
i::mplO)led in lbc Clo\'crmnml !ICl'o'ice. 

(cX I) The President shall appoint 1 Market Impact 
Committee composed of n:prcsm111ke.s from the 
~oat of Agri~lllll'e, die Dcplltmcnl of 
Commerce. 1lle Department of Defense, the 
Department of Energy, lhe Deparlment of the 
Interior, the Depanmen1 af S1a1e, lhe Departllleot of 
the Trel.!Uiy, and the Federal Emergency 
M11n1goment Agency, and such other penons u the 
Pn=sident coruiden 1ppropriaie. The rcpresaitaliYts 
ii-om the Department of Commerce and the 
Dtp.wnent of SUiit shall be Cocbainneo of lhe 
Committee. 

(2) The Committee shall advise the Netlonal 
Defen1e Stockpile Maua;er on the projected 
domestic and foreian acooomic eff'eots of all 
acquisitions llDd disposels of materials from the 
stockpile that are proposed to be included In th• 
llllJlUaJ m.11erials plan 1ubmiUed to Congreu under 
sisction Il(b), or in a11y re.,,ision of such. pl1111, and 
shall submit to the mmager lhe Committee's 
recommcndaiions regarding those acquisitions BDd 
dilposals. 

mThe llUIUI} mllcrials pW! or the revision Of 

such plan, as rhe case may be, shall contain
(A) lite views of the Committee on the 

projecled domestic and foreip economic efl'ec1J of 
all acquisitions and disposals of materials &om the 
stockpile; 

(B) the recomme11dations submitted by the 
Commit!ee under parqrapb (2); and 

(C) for ucll acquisllion or disposal provided 
for In lbe plan or reYision. that is inCOllsistenl with a 
rte0mmendetioo oflhe Comminec, 1 justification for 
the acquisition or dispo5lll. 

(4) In developing recommendations for the 
National Defense Stockpile Manager under 
JllrllV<IPh (2), lhe Committee shall consult ftom lime 
10 time with rcprcsc111ati\ltJ ofproducers, processors, 
and consumers of the typeJ of materials stored in tho 
Stockpile. 

REPORTS TO CONGRESS 

SEC. 11. (a) No! lall!r Ihm January IS of each 
year, the Prnlclmu shall submit to rhe CongreH 111 

1111111al wri111:11 report dltr.ailinc operaucns under this 
Ac1. Each such report 1hllll include 

(I) lnfonnatiO!I wilh :respect to fon:ign 111d 
domestic puri:hues of mllleri1l5 during the pre1:eding 
fitcal year; 

(,2) information with respect to Ille .cqui1i•ion 
and disposal ofmrerials lllldcr this Ac:t by barttr, as 
)lf'OYided for in JCCtion 6(c) of lhis Act, during such 
li1c1I year; 

(3) infonnation with respeci IO the activities b)' 
the Stoekpile Manager to encourage 1he conservation, 
subsd!Ulion, llnCI dcvelopmenl of11r11egic 1111d crilic:al 
materials within the United Suies; 

(4) information with respect to the research llld 
clcvtloixnent activities eonducted under sec1io1,. 2 
111d 8; 

(5) a statemiml md cxplanalion of the financial 
srarus of' the 'National Dct'ensc Stockpile T'raiuactian 
Fund and lbe anticipated ippropriations to be made 
to the llllld, and obli1a1ions to he made from the 
filnd, during the Cllrrent fiscal year; and 
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{6) such ocher paninent information on die 
administration oflhis Act u will enable the Congress 
to evalullte the e.ffectiveness ofd!e proanm provided 
for under !his Aci md to de1ennille the need for 
additional legislation. 

(bXl)No1 l1terthan Febru~ IS Dfeacli year, the 
President shall submit 10 tbe 1ppropriate eommittees 
of tM Cougress a report cmii.iAing an 111nual 
malerials pllll fur !he opora1fon af the stockpile 
duri!lg the nex~ facal year and the mcceeding fclur 
t"u.cal )'earll. 

{2) Each such report shall include details of all 
plumed expendirurcs &om lhe Nllticmal Defense 
SU>ckpile Transaction F11nd durina such period 
(includin1 expendi!URS 10 be made ftmn 
appropriations fi'om the general filnd of the Treumy) 
and of anlicipated receipts &om proposed disposals 
of stockpile materials during such period. Each such 
rqion shall also contain deaiil1 n:Pfl!inl! the 
ma11rial1 development and resell'Ch projeru ro be 
conducted under section 9(b)(2)(Cl) during lhe fiscal 
years co~ertd by the rtpDll. With NSJ*l to each 
development and resean;b projCCI, the report shall 
specify the amo1111t plan:ned to be expm&od from Iii<! 
fund, the mlllttial intended to be de""loped, Ille 
potential military or defense industri1l "l'plicaiions 
for that material. and the development and research 
methodologies to be used. 

(3) An~ proposed eitpenditure or disposal 
detailed in the annual mllerials plar. for any such 
fiscal year, and any expcndilllre or disposal prOJlOSed 
in connection 1>ith any a-ans.tetion submitted for such 
(1$C&l year to the appropriate committees Df Congress 
pursuant to secriDn S(a)(:2), th1r is not oblijated or 
exe.:uted ill that fiscal year may not he obligated or 
e1mmted until such proposed ckpendilure or disposal 
i5 resubmitled in 1 subsequ m1r 1111111al materials plan 
or is resubmitted to the appropr~te committees or 
Congress ir. accordance with section S(a)(2}, as 
appropriate. 

DEFINITIONS 

SEC. 12. For the purposes ofthis Aei: 
(1) The tenn "s111tegic 1nd c:ritical mllerillls" 

mllll.I mllerials that (A) wauld be nei:ded to .supply 
lhc militmy, industrial, and essential civilian nee~ of 
the Un it<d States during 1 national emmeency, 111d 
(B) AM not found or produced in the Uniied Stales in 
sufficient quantities to meet such need. 

(2) !he term "national emergency~ mcans 1 general 
declanition ofemergency with respect to the 11atiD11al 
defense made by !he President or b)• the Conares~. 

IMPORTATION OF STRATEGIC AND 

CRITICAL MATERIALS 


SEC. 13. The Pmidml may nor prohibit or 
regulate the importation into lhe United Slates of any 
maflrrial dlll!llllined to be Sll'lletie 111d critical 
pursu1nt to 1he provision1 ofthi5 A~ if such m11erial 
is lhe producl of miy foreign COUQtry or area not 
listed in genoral heldnale 3(d) of lhe H11111oniud 
Tariff Schedule of the Ulriled States (I g lJ.S.C. 
1202), for IO long 11 Ille imponalion illto lhc United 
States ofma1erial oflh11 kind wbleh 11 lh• product of 
a eountiy or .,.. litad IP such pneral note ii nOI 
prohibifld by 1111y provision of law. 

BIEN1'1AL REPORT ON STOCKPILE 
REQUIREMENTS 

SEC. 14. (a) Nol laier !hill January 15 of every 
other year, !he Secreury ofDefeose shall submit to 
ConateSs a report on stockpile rcquiremenrs. Each 
such report ihall include 

(I) the Secrellry'J recanunendations with 
respect to stockpile requirements; and 

(2) the mlllm required under mbseciion (b). 
(b) Each ftpart under 11115 section shall set fonh 

tbt uatiooal CllM!fllncy planning uswnptions used 
by the Secretary in makins the Secreta!)''s 
recomlM!ld;i.tions under subsection (a)( I) with 
respect to stockpile requirements. The Secrewy shall 
base the national miersency planning assumptions 
on a miliwy caoflict 1cenuio COll5islent with the 
scenario used by lhe Seerewy in budgeting aid 
def'ense pbnnin& purposa. The assumptions to lie Ht 
forth include assumptions relating to each of lhe 
foDowing: 

(I) Tile Jenph and inW11ity or the assumed 
miliwy ~onllicl. 

(2) The military force llTUctllre to be mobilized. 
(3) The losses anticipated tom enemy action. 
(4) The military, indwtri.d, 1111d essential c:Mli.m 

requireme21ts to suppon the mtioo.al emergency. 
(S) The availabilil}' of supplies of straiegic l!ld 

critig.) materials tom foreign &OllfCel during the 
mobiliution period, the military C011fiict, 111d the 
subsequent period of repleni.shmcn~ 1'klng in10 

cOD6ider11ion possible shipping lo_.. 
(6) The domestic pr!lduclion of 1traregic 111d 

cricital mrtmllls durill1 lhe mobilization period, the 
military aioOiot, and the subsequent 
period of replenishment, taking into considention 
pOsJible shipping losses. 

(7) Ci~'ilian aus1erity measures reqund duri!ig the 
mobilization period 1111d miliwy conflict. 
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(c) The stockpile requiremcnta $hall be based on 
those strategic and critical matmals necessary fot lhe 
United Suites to replenish or replace, within three 
)'tm of the end of !he miliwy wntlicl scenario 
nquired under subsection (b), 111 mllllilions, L">Cmblt 
support il1121s, IDd w11pons sy11ms lbat would be 
required after s11ch 1military c:onflict. 

(d) Tho Sccr;tal)' shall also lncludc In each report 
under this seccion 1111 exwination or the dfect that 
altematiw mobilizaliDn periods under the miliQJy 
conflict scenario :iequired under subsection (b), as 
well as a noge or other military conflict a:cnllrios 
addressine poientially men •ious thleali 10 

11.ational security, wauld have on the Secretary's 
recommendations under sub5ec:tion (a)(!) with 
respect to stoc:kpilc requirement!. 

(e) The President 1hlll wbmir with each report 
Wider this section a statement of the pl1ns of the 
President for meelinB !hi: recnmmendations of the 
5"mlly Jet forth in the report. 

DEVELOPMENT OF DOMESTIC 
SOURCES 

SEC. lS. (a) Subject to s11b5mion (c) and 10 the 
extent the Prtsident detmnines such action is 
required for the national defense, the Presidtt1t shall 
encourage the lievelOJ1ment of domestic JOurces for 
mtteri1!s deiermined pursllllll to section 3(1) lo be 
slnlegic and critic1l 1111wials 

(I) by purchasing. or making 1 conunitment to 
plD'chLSo, mategic 1111d critical materials C>f domesric 
<>rigin wnen such ma1crials are needed far the 
smckpile; and 

(2} by contr1clili& with domestic facililios, or 
malcin& e commitment lo contnct with donlestie 
F~ilities. for the processina or rof111in& of s1ra1egic 
and crilical materials in tb stockpile when 
processing or refining is ncessary ro convert cuch 
maierials into a form more suitable for stlll'lge and 
subsequent disposition. 

(b) A conlncl or commiuncnt m1do under 
subsection (1) may not exceed five yem limn lhe 
da~ of the contract ar commitment Such purchases 
and commitments to plD'Cllase may be made fill' such 
qu1ntitios and an such terms lllld ennditiDns, 
including adv.once pa)'llltlll$, as lhe President 
con•iders ro be necessary. 

(e)(I) Demiptiom of proposed lnnsactiona 11nder 
subsection (a) shall be included in the appropriate 
111J1ual mlllcrials pl111 subinilted to Congress wider 
1ection 11 (b). Chuaes ro 111y such trausaction or the 
additiOll of a lrll!seetion not included in 1ucb pl1111, 
ehall be made in die manner provided by section 
5{•)(2). 

(2) The authority of lbe President to enter into 
obtiptions under this uclion is eft'ectiv1> for any 
fiscal year only to lbe extent that funds ill the 
N1ti011al -0.fense Stockpile Tran58ction F1111d are 
ldequant to 111e111 such obliplions. Pa)'lllenls required 
to be u a result of Dbligations inc:uned under this 
mion shall be made from IDIOWll$ in lhe ftmd. 

{d) The authority oflhe President under subsei:tion 
(a) includes lhe aulllority to pay

(1) the expense$ ofnnsporting matcrial5, and 
{l) orher incidental expenses 1el11ed IO carrying 

GUI Stich 111b1eclion. 
(e) The Presidellt shall include in the reportS 

requftd under -ion I l(a) infomillit>n with respect 
10 ai:tivities conducted wider this sei:tlon. 

NATIONAL DEFENSE STOCKPILE 
MANAGER 

SEC. 16. (a) The President shall desi111ate a single 
Federal office 10 have responsibilily for perfoming 
the filnction1 of the President under this Act. other 
than under sections 7 and 13. The office designared 
shall bt oae to which 1ppoin1ment is made by the 
PresidoDI, by and v.·ith tht advii:. and COllfflll of the 
Senate. 

Cb} The individual holding th• office de~ignllled by 
lbe President under subsec1ion (a) shall be knl)wn for 
purposes of funC1i011$ under thi1 Act ""the "Nllllonal 
Defense Sloc:kpilc M1111aget"." 

(c) Th President may delegate fiulctions of the 
President under this Ai:t (olher than under sections 7 
aitd 13) only 10 die National Defense STOckpil: 
Manqtr. Any such delegation made by !he President 
shall Rmain in effect unlil speeificall;' ~voked by 
law or Eireeutivc order. The President may not 
delegate functioas of lhe President under sections 7 
and 13. 
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United States Code Citations 
Section 2 SO U.S.C. 98a Scc1ion9 
 so u.s.c. 98h 
Section 3 so u.s.c. 98b Section 10 
 SO U.S.C. 9Sh-I 
Seetion 4 SO U.S.C. 9Sc Section 11 
 so u.s.c. 91h·2 
Section$ 50 u.s.c. 98d Section 12 
 50 u.s.c. 98h·3 
Seclion6 50 U.S.C. 98c S1ction 13 
 50 u.s.c. !llb-4 
Section 7 50 u.s.c. 98f Section 14 
 so u.s.c 98h-.5 
Section B 50 u.s.c. 9ig Sec:lion IS 
 so u.s.c. 98h-6 

SecliOll 16 
 sou.s.c. 98h·7 
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APPENDIX B 


ABBREVIATIONS USED IN THIS REPORT 


AMA LB ··················-······ ................................................. Anhydrous Mmpbine Alkaloid Pound 

AJt.il'.........................................................................................................-Annual Materials Plan 

Av Oz...................................................................................Avoirdupois Ounce (28.350 Grams) 

DLA .................................................................................................... Defense Logistics Agency 

DNSC ..................................................................................... Defense National Stockpile Center 

FL..................................................................................................................... Flask {76 Pounds) 

KG .................................................................................................................................. Kilogram 

ct............................................................................................................................................Carat 

LB ....................................................................................................................................... Pound 

LB Cb ....................................................................................... PoundsofContained Colwnbium 

LB Co............................................................................................... Pounds ofContained Cobalt 

LB Ta ...........................................................................................Pounds ofContained Tantalum 

LB Ta205 ........................................................................... Pound5 of Contained Tantalum Oxide 

LB W ............................................................................................ PoundsofContained Tungsten 

LCT ................................................................................................................ Long Calcined Ton 

LDT........................................................................................................................ Long Dry Ton 

LT ................................................................................................................................... LongTon 

MT............................................................................................................................... Metric Ton 

NDS....................................................................................................National Defense Stockpile 

NSG............................................................................................................. Non·Stockpile Oracle 

PC .......................................................................................................................................... Piece 

S&CM ......................................................................................... Strategic and Critical Materials 

SDT ........................................................................................................................ ShortDryTon 

ST .................................................................................................................................. Short Ton 

ST Be ..................................................................................... Short tons ofContained Bcrylliwn 

ST Cr ..................................................................................... Short tons of Contained Chromium 

ST ?vin .................................................................................. Short tons ofContained Manganese 

ST V ....................................................................................... Short tons ofContained Vanadium 

Tr Oz.......................................................................................................................... Troy Ounce 
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DNSC-L 

MEMOAANDUM FOR DEPUTY DIRECTOR (MATERIEL MANAGEMENT) 

SUBJECT: Annual Statement Required Under the Federal 

Managers• Financial Integrity Act {FMFIA) of 1982 


As Adninistrator of the Defense Nat!onal Stockpile 
Center IDNSCJ , I recognize the importance of internal controls. I 
have taken tl:.e necessary measures to ensure that the evaluation of 
the eys-=.em of internal cont:-ol of DNSC has been conducted in a 
conscientious and thorough manner. The results indicate that the 
system of internal accounting a~d administrative control, along with 
other mec':lanisrns of DNSC in effect during the fiacal year er.ding 
September 30, 1.996, taken ii.S a whole provides reasonable assurance 
that the objectives of the FMFIA were achieved within the limits 
described in To.b A. This ilec:tion also provides information on how 
the evaluation was c::onductad and cities any deficiencies in the 
process. 

RICHARD J. CONNELLY 
A:iministrator 

ATTACHMENT 
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DESCRIPTIONS OFlJIE CONCEPT OF REASONABLE ASSJ!RANCE AND 

HIDY THE EVAIJ!ATJQN WAS CONDUCTED 


'.IAB.A 


The system of internal accounting and administrative control, of the Defense National 
Stockpile Center (DNSC} in effect during the fiscal year endi111 September 30, 1996, was evaluated in 
accordance with the Gnidelinc;s for the Evaluation and Improyc;mcnt gf and Reporting: on Intcmal 
Control Systems jn the Federal Govcmment These guidelines were issued by the Director of the Office 
of Management and Budget, in consultation with the Comptroiler General, as required by the Federal 
Managers' Financial Integrity Act of 1982. Included is an evaluation of whether the system of internal 
accounting and administrative control of DNSC is in compliance with standards pr=scribed by the 
Comptroller General. 

Tbe objectives of the system of internal accounting and administrative control of DNSC 
are to provide reasonable assurance that: 

- obligations and costs are in compliance with applicable Jaw; 

- funds, property, and other assets are safeguarded •i11inst waste, lo.ss, unauthorized use, 
or mis31lpropriation; and 

- revenlles and expenditures applicable to agency operations are properly reoorded and 
accounted for to perm.it the preparation of accounts and reliable financial and statistical reports and to 
maintain accountability over the assets. 

The concept of reasonable assurance recognizes that the cost of internal control should 
nDt exceed the benefits expected to be derived therefrom, and that the benefits consist of reductions in 
the risks of failing to achieve the stated objectives. The expected benefits and related costs of control 
procedures should be addressed using estimates and managerial judgment. Furthermore, errors or 
im:guiarities may occur and not be detec1ed because of inherent limitations in any sy.stem of internal 
accounting and administrative control, including those limitations rCiulting from resource constraints, 
congressional restrictions, and other :factors. Finally, projection ofany evaluation ofthe system to future 
periods is subject to risk that procedures may be inadequate because of changes in conditions, or that the 
degree of compliance with procedures may deteriorate. Therefore, statements of reasonable assurance 
are provided within the limits ofthe preceding. 

DNSC continued to implement the Internal Control Program during 
FY 96. All of the DLAR 5010.4 requirements and any updated regulations associated with the program 
are disseminated throughout D~SC and have the full support of the Administrator and all levels of 
management. Emphasis is given to training on the importance of internal controls and the need to 
conduct periodic reviev.'S in order to increase the eft'ecti"\'eness of preventing and detecting waste, fraud, 
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or mismanagement. The Administrator ensured that all DNSC employees involvcod in this review 
process are updated on new regulations or guidelines related to the IMC program. 

During FY 96, an evaluation was performed in accordance with the jp.lideiines identified 
above and other infonnation provided from the following soW'Ces: 

FY 9S audit conducted on Financial Statements for the National Defense Stockpile 
transaction fund which began in July 1995 {Project No. SFH-2022) resulted in a report number 96-190 
dated June 23, 1996, from the Department of Defense Inspector General (DoD IG). The audit was 
entitled "Internal COll.trols and compliance with laws and regulations for the National Defense Stockpile 
transaction fund financial statements for FY 1995". The report stated that DNSC's internal control 
structure was dfective in accounting for and managing resources, ellSllring i:ompliece with laws and 
regulations, and providing reasonable assurance that financial statements are free ofmisstatements. 

Recommendations from the audit were to corrett internal control weaknesses over 
.inventory accountability, debt collection techniques, interest revenue disc:losures, and financial statement 
preparation. None of the above recommendations were considered material weaknesses to the financial 
statements. 

The inventory division h~ implemented recommendations from the IG by updating 
Standard Operating Proced\ll'es (SOP's) for the: Master lnventory File- (MlF) procedures, reconciliation 
of DNSC inventories, and preparation ofoutbound storage reports and provided guid1111Ce bas been given 
to the DNSC organizations that are involved. 

The Financial Management Division .reviewed recommendations made as a result of the 
DoD IG FY 95 Audit and are in the process of implementing the following: 
a. revised delinquent bill letter to conform with DoD Financial Management Regulation. 
b. establish control records in accordance with the FAR for each contract debt and provide detailed sop's 
to DNSC organizations involved. 
c. develop detailed Standard Operating Procedures for monitoring collections on deli11quent accoun1s 
reccivab!e and inti:rc:st charges 
d. forward to Defense Finance and Accowiting Service Columbus Center Debt Management Division all 
debts, d=med collectible in excess of $600 when no response to second debt c:ollection letter is 
received. 

During February S-16, 1996, a Procurement Management Review (J'MR) was perfonned 
on DNSC's directorate ofstockpile contracts and three areas were noted as needing immediate attention 
(actions taken so far on these recommendations are al50 shown): 

--Basic written policy and procedures for processing procuremenu and sales needed to be 
implemented. 
Action taken: DNSC-P realizes the importance of compliance with regard to de\•eloping and issuing 
written fonnal policies and procedures. A senior contracting officer has been reassigned to write these 
policies and procedures and llllllther mid-level employee experienced in writing regulations has been 
hired to assist in the effort 
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- DNSC·P needs to maintain oversiaht over the we of !he Rocky Mowitllin Bank Card Program in the 
14 depots. 
Action ta!cen: Controls and oversi&ht have been put in place for this program. SOP's have been issued 
for Ft. Belvoir and Depot employees involved in the proaram. RMBC training lw been given and 
DNSC-P will conduct periodic reviews to assure compliance. 

-Fundamental cbmlges need to be created in the sales program in order to enhance safeguards. 
Action t&ken: As a tc5ult ofconsolidation at the field activities, oversight in sales programs by DNSC-P 
lw been improved. DNSC will generate a sales strategy and misions in Annual Sales Plans for all 
commodities resarding quantities, sales methodology, pricing benchmarks, bistorical corporate sales and 
a review of the mail list will be prepared. 

Also noted by the PMR team was DNSC's commendable job in providing its contmc1ing 
workforce education, trainilli and work experience required by the Defense Acquisition Workforce 
Improvement Act (DAWIA). Contractina workforce that occupied mtical acquisition positions had 
Level III DAWIA certifications and were members of the Acquisition Cort'. Most other contracting 
career path employees met DAWIA requirements for the level at which they were working. 

DNSC also conducted mandatory training on how to perfom risk assessments and 
internal ma.n.agement control reviews for all of its managers GS-13 and higher as reconunended in the 
Administrator's FY 95 Annual Statement ofAssurance. 

In response to the DoD IG Audit perfonncd in May 1995 on all small pJUCbases made 
within Defense Logistics Agency {DLA) activities (project no. SCH-005 I}. Upon recommendations 
from the auditiors, DNSC has increased its we of the Rocky Mountain Bankcard Program. The 
expansion of the l.M.P.A.C. credit card program at DNSC has resulted in fewer purchase orders and 
eliminating the imprest fund on June 30, 1996 which reduces administrative paperwork. The l.M.P.A.C. 
credit card proaram at DNSC no""· hu 3 cardholders at Ft. Belvoir and 41 cardholders at the depots to 

allow for necessary small purchase requirements under S2SOO for supplies and :services. DNSC provided 
in FY 96 on-site training for all cardholders and approving officials, provided government supply 
catalogs, updBted and distributed standard operating procedures to all those involved in the program, and 
established a centralized database where all purchases are recorded 50 that managers can monitor and 
oversee purclwes. DNSC-L and DNSC-P ·will also perfonn annual internal audits on all cardholders 
records lo ensure proper controls over purchases. 

During July 1996, DNSC completed a streamlining of its organfaation and reduced 
personnel strength. This action was necessary due to DoD-mandated end strength goals for 1996 and 
later years. DNSC reorganintion eliminated the DNSC field management level and created sufficient 
additional structutt at Ft. Belvoir to continue to cany out the mission of the Stockpile, Due to the 
reorganir.ation and closure of :r.one offices, DNSC updated administrative standard operating 
procedures to ern;ure a smooth and eflkicnt transition for depo~ and Ft. Belvoir offices. Standard 
Operating Procedures for areas such as receiving reports, travel, travel vouchers, training, pwchase card 
usage, inter-service agreements, reimbursable work authori:zations, penalty stamps, postage meters, etc. 
have been disseminated thrOUl!hout the DNSC-wide organization. 
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During FY 96 all directorates performed risk assessments, a total of 18 in their various 
assessable units. The Financial Management Division and Contracting Directorate performed 2 lntemal 
Management Control Reviews. The overall program evaluation of control t~ques revealed no 
material weaknesses and it appears that Internal Management Controls ere adequate. Each Director has 
provided the Administrator with their FY 96 Annual Statement ofAssurance required \lllder the Federal 
Managers' Financial Integrity Act based on independent review of the individual evaluations. 

The res\llts of th~ &Uorementioned audits md analyses and the day to day administrative 
controls indicate that the system in effect during the fiscal yea: that ended Sqrtmtber 30, 1996, taken as 
a whole, complies with the requirement to provide reas()nable assurance that the above mentioned 
objectives were achieved. The reasonable assurance is v.ithin the limits described in the preceding 
paragraphs. 
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INSPECTOR GENEAAI.. 
DE~"'"""'~'f OF CEFE...E 

"® A~Y NA.VY [)IWl! 
~TON, Vf'GNI.'. 222(12 

Mardi I, 1997 

MEMORANDUM J'OR UNDER SEC.REI'All.Y OF DEFENSE (C0Ml'7ROUERJ 
AND CHIEF FlNA"ClAL OFFICER 

DIRECTOR. DEFENSE FINANCE AND ACCOUNTING 
SERVJCE 

DlRECTOll., l>EFENSE LOGISTICS AGENCY 

St:BJECT: A udil Opinion on the Nalioruil. Defen• SICJCkpik Transai!tion Fund Financial 
Stall!mnltS far FY 1996 (Projeie:I No. 6FH-207.8) 

The Chief Fillallclal Officers (CFOJ Acl af 1990, as amended by the Federal Financial 
Managemen1 Act of 1994, requires financial swcnent audits by the lnspecum Genera: and 
prescribes the responsibili1ies of manaiement and the: auditors with mpect to the financial 
s~tements, :inemal controls. and compliance with Jaws and regulations. Fund mana;.tt• are 
responsible for csiablishing and maintaining an iniemal conual sir11c1ure and .;:omplying wiih 
Jaws &nd re111J1tiD115 •P.Plic:able 10 the N1tioll&I Do~••e S1ock]Jile T111111e1ion Fund (the
Fund). Our responsibility i• to expreu an opinion on Ille lill2.llcial 11a1emenu buai on 011r 

audit, ta determine wheth=r in1emal rontrols are adequate, and to determine wheih~ the Fund 
complied with applicable la~·s :ond regulations. 

Qualified Audit Opinion. E•cept as explai!ll!d in !he followinr; par:airaphs, we 
condut:ted our audit in accordance with ger.erally acoeplei:l auditing standards. Those standards 
require that we plan and perform our audit to obtlin reasonable assuran::.: about whether the 
financial statements are free of rnit~al misswement. 

We were unal>le: to audit the prior-year financial statements beaiuse documentation 
suppo'"ting the ~cq~isition of the pre-1985 invrnmry assets wa1 not av.ailabli!. Therefofl!, we 
had n" basis for comparin& current balances with prior-year Oilances shown in the Statement 
oi financial Position and the Statement of Operauons (and Changes in Net Position). 
Comparative prior·y~r data were no! available for the Staiernent of Cash Flows because the 
prior·year •taternent was not required lo be proYid=d. 

In our opinion, elcept for the effects of any adjustments tllat might have been necessar;. 
for comparison• with the unaudiled or una\'ailable prior-you balance>. 1he FY J9% financial 
s1a1einen1> present fairly. in all malerial resJICcls. the financial position oi Ill< Fund as ol 
Septe1nb{r :0.0. 1996. and the results of operations and cash flows for the year 11\en (nded. 1n 
conformity with accountini: principles described lldow. 

A<counting Principles. 'Accounting prineiplo; and SlandMd' for 1he F«ieral 
Government remain under de,·elopmem. The Feceral Accountin~ Standards Ad\'isory Board 
1•1a1 established to recommend Federal a~coun1ing sandards to the Direi:1or of the Offtce of 
Managemen1 and Budge1, the SecretaT)' gf the Tren~ry, and 1he Comptroller General. who 
establish accoun1i11g •::andards ior 1he Federal Government. Un1il tinan:ial su.1ement reponing 
is governed by accounting standards that will oonstl!Ule iencrally acceplttl accounting 
principles for !he F•deral Government, a~cncie> arc rcquirtd to follow 1he hierarchy of 
accounting principles descrit>ed in OMB Bulletin No. 94·01, "Form and Conieni of Aiiency 
Financial Staiement>. • No~mber 16, 1993. 
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Scope. We ll1ve audired t.'1e Principal S1a1mta11S and Nares to 11\e Principal 

Sta1C111enl1 of Ille National Defense Stockpile TlllJISaClioll Fvnd u of September 30, I!:196. 

The Principal Staiemena hu:l11de the S111emen1 of Fimncia! Po.1ition, the Slatemenl of 

Operations (mid Chan1es in Ne1 Pllsition). llld lhe Sramment of Cuh Flow1. 


An audil inch1du euminin&. on a iest basis, evidmlae 111ppm1in111\e amoun11 mid 

disclosurts in the financial s111emen11. An audit also includes wessin1 lhe accountir.r; 

principies used and li1nifx:1111 eslimarcs made by management, as well 11 evaluating Ille 

overall presenialion of the fmancial Slltemenl. We bc:liew: that our audit provided 1 

reasonable basis for our opinion. 


Our audit would not necessarily disclose al.I inlerna.I comrol and compliance n!portable 
conditions lllat mi~ht also be considmd m11eml wealcl'lesses. Reponablt ifllemal con1rol and 
complian~ condilions arc summarized below and will be further addressr.d in 0111' report on 
i111emal cootrols and compli.aru:e wilh laws ud re1W.lions IO be published al a la1er date. 

Internal Controls. We reviewed Ille imemal conlro! struC1Ure of 1he Fund and 
obwncd :an undemanding of the inlernal cDllU'OI policiu and procedures. Jn addition. "''C 
reviewed lhe implemeni.alioll of tile manacemenl c:ontrol proa;ram by lile Fund manaieu. We 
performed applicable lesls of the iniemal con1roJ sirucrure 10 determine wheiher 1he C(\ntrols
11.oere efi~ctive and workima as desi1ned. 

Tlte internal control structure was effective in accountin1 for and m11131in1 resources. 
ensuring compliance wirh laws 111d reaularions, and ensuring 1ha1 1he financial staiemen1s are 
fne of maieri&l mi5.\lalements. However, manaaement needi TO improve tile inrernal controls 
over imerest due lo lhe U.S. Treasury. The annual 1Weme111s of assurance of the Defense 
Nationa! SIOCkpi!e Center and of the Defe.ise Finance atid Accountin1 Service. Columbus 
Center. did nol identify an)" m111erial Wf!lknesses relaled 10 1he Fund's aaivilies. 

Compliance With Laws and Re1ulations. We ttvillWed complian~ wi1h selected 
provisions of law' and re1ula1ions as thty peztain IO the accuracy of rhe financial s111ements. 
J\·lanag..men1 1enerally complied wi1h 1he provisions. None of the COlllpliancc iisues iden1ified 
d11rin~ our review WDUld have a materiil impac1 on the financial statements. An enmpl~ CJf 
such iisues was the failure 10 repon inu:re~r ttce:vable. which is con1rarv 10 guidance in 1he 
OMB Bull'lin No. 94-01. ' 

// .IJ,~..R /.
/~ " ...,,:e.. .....~ 

Ro~n J. L~rman 
AS5i,ian1 Inspector General 

far Auditing 
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Office of the Secretary of Defense 

Under Secretary of Defense for Acquisition and Technology 

Director, Defense Logistics Studies Information Exchange 


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

Assistant Secretary of Defense (Public Affairs) 

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 

Department of the Air Force 

Assistant Secretary of the Air Force (Financial Management and Comptroller) 
Auditor General, Department of the Air Force 

Other Defense Organizations 

Director, Defense Contract Audit Agency 
Director, Defense Finance and Accounting Service 

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

Administrator, Defense National Stockpile Center 
Director, National Security Agency 
Inspector General, Defense Intelligence Agency 
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Non-Defense Federal Organizations and Individuals 

Office of Management and Budget 
Technical Information Center, National Security and International 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 
House Committee on Appropriations 

House Subcommittee on National Security, Committee on Appropriations 
House Committee on Government Reform and Oversight 

House Subcommittee on Government Management, Information, and Technology, 
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 
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Part III - Management Comments 




Defense Logistics Agency Comments 


• 

DEFENSE LOGISTICS AGENCY 


HEADQUARTERS 

8725 JOHN J. KINGMAN ROAD, SUITE 2533 


FT. BELVOIR, VIRGINIA 22060-6221 


INFIEPLV 
REFER TO DDAI 

MEMORANDUM FOR ASSISTANT INSPECTOR GENERAL FOR AUDITING 
DEPARTMENT OF DEFENSE 

SUBJECT: Draft Report: Internal Controls and Compliance With Laws and Regulations for the 
National Defense Stockpile Transaction Fund Financial Statements for FY 1996 
(Project No. 6FH-2028.0 I) 

This is in response to the May 16, 1997 request. If you have any questions, please contact 
Mrs. LaVacda Coulter, (703) 767-6261. 

Encl 
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SUBJECT: 	 Internal Controls and Compliance With Laws and Regulations for the National 
Defense Stockpile Transaction Fund Financial Statements for FY 1996 
(Project No. 6FH-2028.0l) 

Finding A: Collection Procedures. The DNSC did not effectively pursue the collection of$15.5 
million ofdelinquent accounts receivable and related interest charg~s. As of September 30, 
1996, DNSC had $14.l million in delinquent accounts receivable 1md $1.4 million ofdelinquent 
interest receivable. Ofthese amounts, $8.6 million ofthe accounts receivable and $1.3 million of 
the interest receivable were over 120 days old. These collection procedure deficiencies were also 
identified in FY 1995. Our FY 1995 audit report previously identified $9.5 million ofthe $15.5 
million ofdelinquent receivables ($8.4 million ofthe accounts receivable and $1.1 million ofthe 
interest receivable). Ineffective collections continued because the DNSC has not formalized 
procedures for the collection of amounts due nor designated an office with primary responsibility 
for collection. Valid amounts due the Federal Government will continue to go uncollected unless 
these problems are corrected. 

DLA Comments: Concur. 

Action Officer: Frank Taylor, DNSC-DF, 767-6530 
Review/Approval: Richard J. Connelly, DNSC ,~-..., 
Coordination: LaVaeda Coulter, DDAI, 767-Q"ol .~ 

. ti . -·. 

<!.£..:;:.. &cL- u M~r 91 
DLAApproval ~~ 

; .::-.;:.r· '.:_.:: ;; . ::-:·.'·= r::.•j 

l~.:. -~ ;~)-•:~. !.H"'j.:·~-:· ~).:.::::~~ :. ;':•P 
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Defense Logistics Agency Comments 

SUBJECT: Internal Controls and Compliance With Laws and Regulations for the National 
Defense Stockpile Transaction Fund Financial Statements for FY 1996 
(Project No. 6m-2028.01) 

Recommendation No. A.l. We recommend that the Administrator, Defense National Stockpile 
Center, and the Director, Defense Finance and Accounting Service Columbus Center: 

a. Revise the Concept of Operations to assign primary collection responsibility to the 
Defense Finance and Accounting Service Columbus Center. 

b. Agree and adhere to a schedule for getting the necessary documentation to the Defense 
Finance and Accounting Service Columbus Center Debt Management Division, both for long
standing delinquent receivables and for receivables becoming delinquent in the future. 

DLA Comments: Concur. DNSC will work with DFAS to revise the Concept of Operations to 
assign collection responsibility once a contract indebtedness has been reduced to a fixed sum and 
the contract has been terminated for default or initial efforts have failed. DNSC will coordinate a 
schedule for getting the necessary documentation to DFAS Columbus Center for the long 
standing delinquent receivables and for receivables becoming delinquent in the future. 

Disposition: Action is Ongoing. ECO: 31July1997 

Action Officer: Frank Taylor, DNSC-DF, 767-6530 
Review/Approval: Richard J.CoMelly, DNSC ~ 
Coordination: LaVaeda Coulter, DDAI, 767-oJ.~-, 

tf_,,l,.:. U--.. jqJit.~f'll 
DLAAppro~ .,t.. ry~,.~.-., 

RAYE. ?lcCOT - - :··· 
:Major General, USA • 
Principal Deputy D!mOP 
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SUBJECT: 	 Internal Controls and Compliance With Laws and Regulations for the National 
Defense Stockpile Transaction Fund Financial Statements for FY 1996 
(Project No. 6FH-2028.01) 

Finding B. The DFAS Colwnbus Center and DNSC did not record or report $1.5 million in 
interest revenue due the U.S. Treasury in the FY 1996 financial statements. The DFAS 
Columbus Center did not use standard general ledger accounts for recording interest charges 
billed and collected on delinquent accounts receivable and subsequently did not report the 
interest revenue due the U.S. Treasury on the fiscal year-end trial balance. These issues were 
also identified in our FY 1995 audit report. In addition, as in FY 1995, even though DNSC had 
the interest revenue information, DNSC did not report it in the financial statements. As a result, 
the Fund's FY 1996 financial statements understated interest receivable owed the Federal 
Government by $1.5 million. 

DLA Comments: Concur. 

Action Officer: Dixie England, DNSC-DF, 767-5513 
Review/Approval: Richard J.Connelly, DNSC ~-.. - . 
Coordination: LaVaeda Coulter, DDAI, 767-62 ,- . , ·; 

'7
~&£.-_ 3a~A'f97 

:RA:YE. McCOY 

Major l.?eneral, USA 

Princip:.1 Deputy D.lreet.oi• 
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Defense Logistics Agency Comments 

SUBJECT: 	 Internal Controls and Compliance With Laws and Regulations for the National 
Defense Stockpile Transaction Fund Financial Statements for FY 1996 
(Project No. 6FH-2028.0l) 

Recommendation No. B.2. We recommend that the Director, Defense Logistics Agency 
disclose in the future National Defense Stockpile Transaction Fund Financial Statements the total 
amount ofinterest revenue due to the U.S. Treasury and the amount of interest revenue collected 
during the fiscal year and deposited into the U.S. Treasury receipt account. 

DLA Comments: Concur. Interest is now reflected on the Trial Balance and will be included in 
the FY 1997 Statements. 

Disposition Action is ongoing. ECO: I March 1998 

Action Officer: Dixie England, DNSC-DF, 767-5513 
Review/Approval: Richard J. Connelly, DNSC ,.... ~ 
Coordination: LaVaeda Coulter, DDAI, 767-r,w;oi_,7"/~-

~...£-:=-~ ~ · .. 
DLA Approval 	 ~'r:l /l?A'/'f7 

~"'"' 7 l.q 
. ::.·: ~:·.::. ~ 

RAYE. McCOY 

Major General, tJSA 

P1'indpal~~ 
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SUBJECT: 	 Internal Controls and Compliance With Laws and Regulations for the National 
Defense Stockpile Transaction Fund Financial Statements for FY 1996 
(Project No. 6FH-2028.0I) 

Finding C. The DNSC did not infonn DFAS Columbus Center of $108.5 million in corrections 
made to prior-period adjustments and the cost ofgoods related to the FY 1995 financial 
statements. Specifically, DNSC had DFAS process $108.5 million as a current-year cost of 
goods sold that should have been processed against the prior years' sales. Additionally, the 
DNSC did not provide DFAS Columbus Center with information to accrue an allowance for 
doubtful accounts, and DNSC also did not reconcile the general ledger Fund Balance With 
Treasury account with the U.S. Treasury records and did not refer the existing discrepancy to 
DFAS Columbus Center for resolution. Finally, the Accounting records and financial statements 
did not reflect fixed assets and accrued annual leave and pension liability. These problems 
occurred because DNSC and DFAS Columbus Center Personnel were unaware ofcertain 
accounting requirements, and DNSC and DLA management did not review the statements. As a 
result, the accounting records and financial statements understated assets, liabilities, and 
expenses. In addition, the Fund Balance With Treasury account on the financial statements may 
reflect transactions that do not properly belong to DNSC. The FY 1995 audit report had a 
similar finding on financial statement compliance but dealt with different specific conditions. 

DLA Comments: Concur. 

Action Officer: Dixie England, DNSC-DF, 767-5513 
Review/Approval: Richard J.Co1U1elly, DNSC . ~ .. 
Coordination: LaVaeda Coulter, DDAI, 767-626I"y·--:·:_. 

ttfa;:. ~ -:J(f M /IY f 7 
DLA Approval 

~~·~ 
nAY E. :v,ceoY 
MajQr 0::mo:•:il, USA 

Principal D~1P-:..·.~y Di::·ector 
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Defense Logistics Agency Comments 

SUBJECT: Internal Controls and Compliance With Laws and Regulations for the National 
Defense Stockpile Transaction Fund Financial Statements for FY 1996 
(Project No. 6FH-2028.01) 

Recommendation No. C.1. We recommend that the Director, Defense Logistics Agency , 
determine and provide all necessary information to the Defense Finance and Accounting Service 
Columbus Center so that all required entries can be posted, including information on prior period 
adjustments, allowance for doubtful accounts, Fund Balance with Treasury, fixed assets and 
depreciation, accrued annual leave and pension liability. 

DLA Comments: Concur. DNSC will determine all necessary information and provide it to 
DFAS, Columbus so that all required entries can be posted. 

Disposition: Action is Ongoing. ECO: 30September1997 

Action Omcer: Dixie England, DNSC-DF, 767-SS13 

Review/Approval: Richard J. Connelly, DNSC ~:.-... . 

Coordination: LaVaeda Coulter, DDAI, 767-62 . ~:~ 

{}'~~;so/vi f7 
DLA Approval 

~~-
11.AY E. McCOY 

Major General, USA 

Pi-inclpal Deputy Director 
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Audit Team Members 

The Finance and Accounting Directorate, Office of the Assistant Inspector 
General for Auditing, DoD, produced this report. Personnel of the Office 
of the Inspector General, DoD, who contributed to the report are listed 
below. 

F. Jay Lane 
Raymond D. Kidd 
David F. Vincent 
John A. Richards 
Ronald L. Smith 
Livingston M. Johnson 
Tyler C. Apffel 
George B. West 
Jermaine D. Lassiter 
Jennifer L. Stephens 
Francis M. Ponti 
Frank C. Sonsini 
Lusk Penn 
Deborah Curry 
Traci Sadler 
Angela Clayton 
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