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INSPECTOR GENERAL 
DEPARTMENT OF DEFENSE 


400 ARMY NAVY DRIVE 

ARLINGTON, VIRGINIA 22202-2884 


June 30, 1997 

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

DIRECTOR, DEFENSE FINANCE AND ACCOUNTING 
SERVICE 

SUBJECT: 	 Audit Report on Internal Controls and Compliance With Laws and 
Regulations for the DoD Consolidated Financial Statements for 
FY 1996 (Report No. 97-182) 

We are providing this audit report for your information and use. The Chief 
Financial Officers Act of 1990, as amended by the Federal Financial Management Act 
of 1994, requires DoD and 23 other Federal agencies to prepare agency-wide financial 
statements beginning in FY 1996. The Office of Management and Budget Bulletin 
No. 93-06, "Audit Requirements for Federal Financial Statements," January 8, 1993, 
requires the Inspector General, DoD, to render an opinion on the DoD financial 
statements and to report on the adequacy of internal controls and compliance with laws 
and regulations. 

We were unable to render an opinion on the DoD Consolidated Financial 
Statements for FY 1996 because the DoD accounting systems produced unreliable and 
unauditable financial statements. Our opinion and the financial statements are in 
Part II, Appendix B. Part I discusses material weaknesses in internal controls and 
noncompliance with laws and regulations. Part II contains appendixes for 
management's use, including the "DoD Consolidated Financial Statements for FY 1996 
and Auditor Opinion." 

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) 604-9109 (DSN 664-9109 or e-mail DVincent@DODIG.OSD.MIL), or 
Mrs. Saundra G. Elion, Audit Project Manager, at (703) 604-8929 (DSN 664-8929 or 
e-mail Selion@DODIG.OSD.MIL). See Part II, Appendix G, for the report 
distribution. The audit team members are listed inside the back cover. 

David K. Steensma 

Deputy Assistant Inspector General 


for Auditing 
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Office of the Inspector General, DoD 

Report No. 97-182 June 30, 1997 
(Project No. SFH-2026.02) 

Internal Controls and Compliance With Laws and 

Regulations for the DoD Consolidated 


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 DoD and 23 other Federal agencies to 
prepare agency-wide audited financial statements beginning in FY 1996. The DoD 
Consolidated Financial Statements for FY 1996 consist of the financial statements of 
the Army, the Navy, and the Air Force general funds; the Defense Business Operations 
Fund; the DoD Military Retirement Trust Fund; the National Defense Stockpile 
Transaction Fund; the U.S. Army Corps of Engineers (Civil Works); and Other 
Defense Organizations. In FY 1996, DoD reported assets of $1,311.5 billion and 
revenues of $301.9 billion. 

Related Reports. This audit report is the second in a series of reports related to the 
DoD Consolidated Financial Statements for FY 1996. IG, DoD, Report No. 97-117, 
"Eliminating Entries, 11 March 31, 1997, discusses the reporting of eliminating entries 
on the FY 1995 financial statements of the entities included in the DoD Consolidated 
Financial Statements for FY 1996. 

Audit Objectives. The primary audit objective was to determine whether the DoD 
Consolidated Financial Statements for FY 1996 were presented fairly in accordance 
with the other comprehensive basis of accounting described in OMB Bulletin 
No. 94-01, "Form and Content of Agency Financial Statements, 11 November 16, 1993. 
In addition, we determined whether controls were adequate to ensure that the DoD 
consolidated financial statements were free of material error. We also assessed DoD 
compliance with laws and regulations for transactions and events that had a direct and 
material effect on the financial statements. 

Disclaimer of Opinion. We were unable to render an opinion on the DoD 
Consolidated Financial Statements for FY 1996. The opinion report was included in 
the published financial statements that the Under Secretary of Defense (Comptroller) 
transmitted to the Office of Management and Budget (OMB) on June 11, 1997. See 
Part II, Appendix B, for the financial statements and the audit opinion. 

Internal Controls. Although progress has been made, the internal control structure for 
DoD was not adequate to ensure that resources were properly managed and accounted 
for, and that financial statements were free of material misstatements. DoD accounting 
systems did not meet the requirements to interface with other financial management 
systems or to provide adequate documentation, audit trails, and general ledger controls. 
In addition, control procedures over adjusting entries and assets were not adequate and 
caused inaccurate reporting of real property, capital leases, construction in progress, 
inventory, and preparation of footnotes to the principal statements. The Secretary of 
Defense and the Defense Finance and Accounting Service, in the FY 1996 Annual 
Statements of Assurance, conceded that the weaknesses we had previously identified 
were material. Part I.A. is our report on internal controls. 
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Compliance With Laws and Regulations. Instances of noncompliance with laws and 
regulations continued to exist in DoD accounting systems. Although required by Title 
31, United States Code, financial statements did not completely or accurately disclose 
the financial condition of DoD. In addition, DoD did not always comply with OMB 
Bulletin No. 94-01, "Form and Content of Agency Financial Statements," 
November 16, 1993, in areas such as the Overview, Accounts Receivable, Operating 
Materials and Supplies, Accounts Payable, Contingent Liabilities, and Prior Period 
Adjustments. Part LB. is our report on compliance with laws and regulations. Part II, 
Appendix D, lists the laws and regulations we tested. 

Summary of Recommendations. This report does not contain recommendations 
because the needed recommendations were made in other audit reports. 

Management Comments. A draft of this report was provided to the Under Secretary 
of Defense (Comptroller) and the Director, Defense Finance and Accounting Service, 
on May 16, 1997. Because the report contains no recommendations, written comments 
are not required, and none were received. 
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Audit Background 

The Chief Financial Officers (CFO) Act of 1990, as amended by the Federal 
Financial Management Act of 1994, requires DoD and 23 other Federal 
agencies to prepare agency-wide audited financial statements beginning in 
FY 1996. The DoD Consolidated Financial Statements for FY 1996 consist of 
the financial statements of the Army, the Navy, and the Air Force general 
funds; the Defense Business Operations Fund; the DoD Military Retirement 
Trust Fund; the National Defense Stockpile Transaction Fund; the U.S. Army 
Corps of Engineers (Civil Works); and Other Defense Organizations. The 
Under Secretary of Defense (Comptroller) (USD[C]) is the CFO of DoD and is 
responsible for overseeing the preparation of agency-wide financial statements. 
This responsibility includes segmenting the agency into reportable entities and 
determining which issues will be reported in the consolidated statements. Day
to-day operations of the reporting entities are the responsibilities of the Military 
Departments, the Defense agencies, and the DoD field activities. 

Disclaimer of Opinion. We were unable to render an opinion on the DoD 
Consolidated Financial Statements for FY 1996. The opinion report was 
included in the published financial statements the Under Secretary of Defense 
(Comptroller) transmitted to the Office of Management and Budget (OMB) on 
June 11, 1997. See Part II, Appendix B, for the financial statements and the 
audit opinion. 

Related Reports. This audit report is the second in a series of reports related 
to the DoD Consolidated Financial Statements for FY 1996. IG, DoD, Report 
No. 97-117, 11 Eliminating Entries, 11 March 31, 1997, discusses the reporting of 
eliminating entries on the FY 1995 financial statements of the entities included 
in the DoD Consolidated Financial Statements for FY 1996. 

DoD Size. In employment and discretionary spending authority, DoD is the 
largest U.S. Government agency. In FY 1996, DoD employed about 
2. 3 million active duty military and civilian personnel and had a budget 
authority of about $253 .1 billion. Comparatively, DoD employed 53 percent of 
the 4. 36 million employees in the Federal work force and was responsible for 
51 percent of the estimated $495. 9 billion in discretionary Federal budget 
authority. DoD also employed about 930,000 reservists and had responsibility 
for 16 percent of the estimated $1,571.8 billion in the total Federal budget. In 
FY 1996, DoD reported assets of $1, 311. 5 billion and revenues of 
$301.9 billion. 

Accounting Functions and Responsibilities. The Defense Finance and 
Accounting Service (DFAS) performs accounting functions and prepares 
financial statements for DoD. DFAS operates under the control and direction of 
the USD(C). The Office of the USD(C) and DFAS jointly prepare the DoD 
consolidated financial statements. DFAS is responsible for entering information 
from DoD entities into financial systems, operating and maintaining the 
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financial systems, and ensuring the continued integrity of the information 
entered. The DoD entities are responsible for providing accurate financial 
information to DF AS. 

Audit Objectives 

The primary audit objective was to determine whether the DoD Consolidated 
Financial Statements for FY 1996 were presented fairly in accordance with the 
other comprehensive basis of accounting described in Office of Management 
and Budget (OMB) Bulletin No. 94-01, "Form and Content of Agency Financial 
Statements," November 16, 1993 (OMB Bulletin No. 94-01). * We determined 
whether controls were adequate to ensure that the DoD consolidated financial 
statements were free of material error. We also assessed DoD compliance with 
laws and regulations for transactions and events that had a direct and material 
effect on the financial statements. Part I.A. is our report on internal controls, 
and Part I.B. is our report on compliance with laws and regulations. Part II, 
Appendix A, gives the audit scope and methodology, auditing standards, and 
accounting principles. Appendix A also discusses the assistance we received 
from the Military Department audit organizations. 

*As part of the other comprehensive basis of accounting, the Under Secretary of 
Defense (Comptroller) issued the "DoD Guidance on Form and Content of 
Financial Statements for FY 1996 Financial Activity" in October 1996. 
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Introduction 

Management Responsibilities. As the CFO, the USD(C) maintains control 
over DoD resources and oversees the accounting functions of DFAS. The 
Military Departments, Defense agencies, and DoD field activities are 
responsible for managing their operations. Managing includes establishing 
controls over program, operational, and administrative areas, as well as 
accounting and financial management. 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 to permit the 
preparation of 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 

- comply with any laws and regulations that OMB, DoD, or the 
Inspector General (IG), DoD, have identified as being significant and for which 
compliance can be objectively measured and evaluated. 

Control Structure Elements. The three elements of the control structure are 
the control environment, accounting and related systems, and control 
procedures. The control environment is the collective effort of various factors 
on establishing, enhancing, or mitigating the effectiveness of specific policies 
and procedures. Such factors include management's philosophy and operating 
style, the entity's organizational structure, and personnel policies and practices. 
The control environment reflects the overall attitude, awareness, and actions of 
management concerning the importance of control and the emphasis placed on it 
within the entity. Accounting and related systems are the 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. Control procedures are the policies and procedures, in addition to the 
control environment and the accounting and related systems, which management 
has established to provide reasonable assurance that specific objectives will be 
achieved. 

The purpose of our review of the internal control structure was to render an 
opinion on the financial statements. 

Reportable Conditions. Reportable conditions are matters coming to our 
attention relating to significant deficiencies in the design or operation of the 
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internal control structure that, in our judgment, could adversely affect the 
organization's ability to effectively control and manage its resources and to 
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 would not be detected in a timely manner 
by employees in the normal course of performing their functions. 

Material weaknesses in the management control structure added to the difficulty 
in producing timely, accurate, and fairly presented financial statements. 
Because DoD did not have an adequate internal control structure, we were 
unable to apply other auditing procedures to overcome these deficiencies and 
satisfy ourselves as to the fairness of data presented in the DoD Consolidated 
Financial Statements for FY 1996. The Secretary of Defense and DFAS 
identified, in the FY 1996 Annual Statements of Assurance, the material 
weaknesses we identified. 

Conditions Noted in Each Area. Although progress has been made, material 
internal control weaknesses existed in accounting and related systems and in 
control procedures for adjusting entries, real property, capital leases, 
construction in progress, inventory, and footnotes. In the areas we did not 
review, internal controls should not be considered adequate until tests can be 
performed to determine whether those controls are established and working. 
Because of inadequacies in the internal control structure, we could not 
determine whether the amounts reflected all errors; therefore, we could not 
determine whether account balances were fair and reasonable. 

Accounting and Related Systems 

DoD accounting systems were unable to produce auditable and timely financial 
statements for FY 1996, primarily because the accounting and related financial 
management systems were not designed for financial reporting. As a result, the 
financial condition of DoD and its operating results for FY 1996 are not 
verifiable, and DoD has no assurance that it is properly managing its resources. 

The primary deficiencies were that most DoD accounting systems: 

o did not use a transaction-driven general ledger to account for and 
manage resources; 

o did not have audit trails to trace general ledger account balances back 
to supporting documentation or specific accounting transactions to the general 
ledger; 
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o did not have a process for accurately identifying and reporting 
transactions that should be eliminated during consolidation; and 

o did not accurately report Government property in the custody of 
contractors. 

Transaction-Driven General Ledger. DoD did not use a transaction-driven, 
integrated accounting system that was based on the U.S. Government Standard 
General Ledger (USGSGL). A transaction-driven system controls accounting 
data from the point of entry to presentation on the financial statements, and 
ensures that all affected accounts are accurately posted. A standard general 
ledger ensures that each entity uses the same accounts to record and summarize 
accounting transactions. Lacking these controls, DoD relied on a variety of 
sources to obtain financial information and crosswalked that information to the 
USGSGL to prepare financial statements. 

Consequently, $64. 7 billion of expenses reported by the Army (20 percent of 
DoD expenses) could not be audited. Army accounting systems did not produce 
subsidiary ledgers showing the transactions that made up the summary numbers 
reported in the Army financial statements. In another case, the Navy 
understated military equipment by at least $23.6 billion and overstated other 
equipment by at least $3 billion because the Navy did not have an integrated 
accounting system. 

Audit Trails. The DoD accounting systems used to consolidate data did not 
always have audit trails to verify the $321.1 billion of DoD expenses and other 
account balances reported in FY 1996. An adequate audit trail allows 
transactions to be traced from the source document to the resulting accounting 
record or report. An adequate audit trail also allows summary accounting data 
to be traced back through subsidiary ledgers to the source document. Audit 
trails are critical to the financial statements because those statements comprise 
data that originates with base-level transactions from worldwide locations. 
Without adequate audit trails, account balances cannot be traced to source 
documents through successive levels of summarization to the financial 
statements. This process is necessary for determining whether all transactions 
are properly recorded and supported. 

Eliminating Entries. DoD accounting systems did not permit DoD entities to 
adequately identify and report reimbursable transactions that should have been 
eliminated from the consolidated financial statements. As a result, the DoD 
Consolidated Financial Statements for FY 1996 were overstated by $40.9 billion 
($36.6 billion in revenues and expenses and $4.3 billion in receivables and 
payables). In addition to the reimbursable transactions, DoD did not eliminate 
$11.2 billion that the Military Departments contributed to the DoD Military 
Retirement Trust Fund in FY 1996. 

To compensate for the deficient accounting systems, DoD managers used 
budgetary systems to identify specific customers. However, those systems did 
not adequately identify sellers or provide customer information in sufficient 
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detail to be useful. IG, DoD, Report No. 97-117, "Eliminating Entries," 
March 31, 1997, gives details and makes recommendations to correct conditions 
regarding reimbursable transactions. 

Government Property in the Custody of Contractors. The Contract Property 
Management System, which DoD used to track, record, and report Government 
property in the custody of contractors, was not accurate and was not designed to 
support financial statements. Therefore, some DoD reporting entities used 
contractors' property reports as the source for reporting Government property 
assigned to contractors. However, contractors reported property that: 

o did not belong to DoD, 

o was already accounted for by DoD elsewhere, 

o was not valued correctly, or 

o was not supported by complete records. 

In addition, some contractors who had Government property did not submit 
property reports. Therefore, we could not attest to the accuracy of the 
$92 billion of Government property in the custody of contractors, as reported in 
the consolidated financial statements for FY 1996. 

Control Procedures 

Control procedures throughout DoD were not adequate to properly report assets 
on the financial statements. Unclear guidance allowed unsupported adjusting 
entries to be made, and caused real property to be inconsistently reported, 
capital leases to be misclassified, construction in progress to be overstated, 
inventory to be misclassified, and the Notes to the Principal Statements to be 
inconsistently reported. 

Adjusting Entries. DoD did not have adequate controls to ensure that 
adjustments to account balances were properly supported before such 
transactions were entered into the accounting system. Specifically, the DFAS 
Denver Center allowed 111 unsupported adjusting entries, valued at 
$217 .5 billion, to be made to the FY 1996 Defense Business Operations Fund 
Financial Statements. As a result, DoD financial statements were subject to 
higher risk for material misstatement. 

Real Property. DoD used inaccurate valuation methods to record real 
property. Property management systems did not record property at historical 
costs, as required by DoD 7000.14-R, the "DoD Financial Management 
Regulation, 11 volume 4, 11 Accounting Policy and Procedures, 11 January 11, 1995. 
Instead, the systems recorded the values at their latest acquisition cost. This 
occurred because the existing accounting systems did not capture the historical 
costs. 
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DoD inconsistently reported, omitted, and underreported real property. DoD 
7000.14-R does not give clear guidance on reporting real property owned or 
occupied by tenants. Real property includes, but is not limited to, 
commissaries, exchanges, and medical treatment facilities. As a result, some 
installations included tenant-owned facilities in their property records, but others 
did not. Although each Service reported this condition, we could not determine 
the over- or understatement of real property. 

Capital Leases. The DoD inconsistently reported overseas real estate holdings 
in the financial statements. Specifically, the Army reported $5 billion of 
overseas real estate holdings as capital leases, while the Air Force reported 
$244 million of overseas real estate holdings as Air Force-owned property. 
This inconsistency occurred because DoD 7000.14-R does not meet the criteria 
for capital leases. Neither the Army nor the Air Force agreed with the DoD 
requirements to treat the overseas real estate holdings as capital leases because: 

o overseas holdings were funded by DoD appropriations, and 

o a capital lease liability had not been established. 

DoD is also unable to properly account for these overseas assets because they 
are subject to treaty considerations and are not free of encumbrances. The 
USD(C) has asked the Federal Accounting Standards Advisory Board for an 
interpretation of this issue. 

DoD did not report other leases that met the criteria for capital leases. 
Excluded from capital leases were family housing leased at Andrews Air Force 
Base, Maryland, and Goodfellow Air Force Base, Texas. Since the net value of 
the lease payments during the term of the lease exceeded 90 percent of the fair 
market value, the bases should have reported these properties as capital leases. 
Failure to report and record these capital leases resulted in an understatement of 
over $113 million in real property values. 

Construction in Progress. DoD did not accurately report construction in 
progress for the year ended September 30, 1996. In some instances, DoD did 
not properly transfer completed construction projects out of the construction in 
progress account to a capital asset account. In other instances, DoD transferred 
completed construction projects to a capital asset account, but did not remove 
those projects from the construction in progress account; or DoD recorded the 
entire estimated contract cost as construction in progress before any work was 
performed and before progress payments were made. These conditions 
occurred because DoD did not reconcile the general ledger with the actual work 
in progress, as determined by civil engineering records. Construction in 
progress was overstated by an undetermined amount. 

Inventory. Inventory was overstated by $73. 7 billion because DoD 
misclassified War Reserves as Inventory on the financial statements. War 
Reserves are materiel amassed during peacetime to meet the requirements of 
war and may be transferred to other DoD Components. Inventory should 
include only property held for sale or transfer, primarily to provide a product 
for a fee. The primary reason for holding or transferring War Reserves is to 
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sustain operations, not to provide a product for a fee. The misclassification of 
War Reserves as Inventory was a primary reason that Ending Inventory, 
reported in Note 24, Cost of Goods Sold, to the financial statements, disagreed 
with the amount shown for Inventory on the Statement of Financial Position. 
We also addressed War Reserves in IG, DoD, Report No. 97-100, "Asset 
Presentation on Military Department General Fund Financial Statements," 
February 25, 1997. 

Footnotes to the Principal Statements. The Footnotes to the Principal 
Statements contained inconsistencies, incorrect classifications, and abnormal 
balances. Inconsistencies existed between the Notes and line items, and 
between Notes. These problems primarily occurred because the "DoD 
Guidance on Form and Content of Financial Statements for FY 1996 Financial 
Activity," October 1996, did not give adequate instructions for preparing the 
Notes. As a result, the financial statements often were misleading or not fully 
informative. 

Consistency With Line Items. DoD did not ensure that the Notes 
agreed with line items. As a result, inconsistencies appeared in the financial 
statements of DoD reporting entities, and DoD did not address those 
inconsistencies when preparing the consolidated financial statements. Examples 
follow. 

Note 17, Other Liabilities. DoD did not report all 
environmental liabilities in the same subcategory. While the note specifically 
identified $4.2 billion as Accrued Environmental Cleanup Costs, DoD also 
included an additional $13.4 billion of environmental liabilities in the 
subcategory entitled Other. Therefore, readers were not aware that DoD had 
reported $17 .6 billion of environmental liabilities. 

Note 25, Other Expenses. DoD reporting entities did not 
consistently report Other Expenses. Subcategories of Other Expenses included 
$378.2 million of shrinkage, fire, theft, and losses; $136.4 million of accrued 
annual leave; and $2.9 million of lost discounts. Although all DoD reporting 
entities except the DoD Military Retirement Trust Fund normally incur those 
types of expenses, most entities did not report them as Other Expenses. DoD 
entities either reported those expenses as Operating Expenses or did not report 
them at all. 

Note 29, lntrafund Eliminations. Material differences existed 
between the amounts disclosed in Note 29 and related line items in the financial 
statements. For example, the $2.3 billion of intragovernmental revenue shown 
in Note 29 did not agree with the related line item in the Statement of 
Operations and Changes in Net Position, which showed $45 billion. DoD did 
not note or explain the $42. 7 billion difference. 

Since DoD did not consistently report information in the financial statements 
and the Notes, the financial statements were misleading. Specifically, readers 
may believe that DoD had only $4.2 billion of environmental liabilities, 
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$378.2 million of losses, and $136.4 million of annual leave expenses, and 
failed to take $2.9 million of discounts. Also, the financial statements do not 
tell readers the extent of intragovernmental account balances. 

Consistency Between Notes. The Notes were not always consistent 
with information contained in other Notes. For example, Note 1, Summary of 
Significant Accounting Policies, stated that DoD valued Inventory at a standard 
sales price; however, Note 24, Cost of Goods Sold, reported that Inventory was 
valued at the latest acquisition cost. Note 17, Other Liabilities, reported 
$3 billion of advances from other Government agencies, although Note 29 
reported only $0.3 billion of those liabilities. 

Reporting inconsistencies can confuse readers and lead to a lack of credibility. 
In the examples provided, readers could question the ability of DoD to 
accurately report the results of operations and how resources are valued. 

Classification of Expenses and Assets. The Notes did not 
always classify expenses correctly. For example, Note 24 misclassified the cost 
of material sold from the National Defense Stockpile Transaction Fund, totaling 
$155.8 million, as Cost of Services Sold. Also, Note 17 included $88.1 million 
of non-entity accounts receivable as assets, although that note should have 
included only Other Liabilities. Those misclassifications overstated the amount 
of services provided by DoD and may understate the Accounts Receivable that 
DoD should have reported in its Statement of Financial Position. 

Abnormal Account Balances. The Notes disclosed $8.2 billion 
of abnormal account balances, in addition to the $2.8 billion of abnormal 
account balances reported in the consolidating statements. Those abnormal 
balances included negative losses, negative transfers-in, and negative expense 
adjustments made by the USD(C). Accounting reports that show abnormal 
account balances indicate that errors have probably occurred in the recording or 
processing of accounting transactions. Abnormal balances indicate questionable 
controls over the accounting process. 

Conclusions 

Although progress has been made, the DoD internal control structure was not 
adequate to ensure that resources were properly managed and accounted for, and 
that financial statements were free of material misstatements. DoD accounting 
systems did not meet OMB requirements to interface with other financial 
management systems or to provide adequate documentation, audit trails, and 
general ledger controls. Weak control procedures caused inaccurate reporting 
of adjusting entries, real property, capital leases, construction in progress, 
inventory, and the Footnotes to the Principal Statements. Until control 
procedures are strengthened, DoD will continue to produce unreliable, 
untimely, and inaccurate financial statements. 
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DoD Position on Systems. DoD conceded that its financial management 
systems have significant procedural and systemic deficiencies, and discussed 
those deficiencies in the FY 1996 Annual Statement of Assurance and the 
management representation letter for the consolidated financial statements (see 
Appendix F). The management representation letter stated that most DoD 
financial management systems did not meet the requirements of OMB Circular 
No. A-127, "Financial Management Systems," July 23, 1993, for 
documentation, audit trails, and general ledger controls, and that DoD systems 
did not always generate sufficient and suitable accounting data to permit the 
review and certification of financial statements at the fiscal year's end. 

DoD has established a Defense Accounting System Program Management 
Office to consolidate and modernize all migratory, interim migratory, and 
legacy accounting systems. The goals of that office are compliance with 
applicable laws and regulations and improvement of DoD financial reporting. 
We believe this centralized approach will help improve accountability and 
reporting capabilities. 



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



Introduction 

As part of the audit of the DoD Consolidated Financial Statements for FY 1996, 
we tested compliance with laws and regulations that directly and materially 
affected those financial statements. Such tests, which are required by the CFO 
Act of 1990, as amended by the Federal Financial Management Act of 1994, 
were performed to obtain reasonable assurance that the principal statements are 
free of material misstatements. Our objective, however, was not to render an 
opinion on DoD compliance with laws and regulations. 

The USD(C) is responsible for compliance with laws and regulations applicable 
to the DoD consolidated financial statements. 

Because of weak internal controls and a lack of audit trails, we were unable to 
perform all the tests necessary to determine compliance with laws and 
regulations. However, except as described in this report, results of the tests we 
performed indicate that, with respect to the items tested, DoD complied, in all 
material respects, with laws and regulations listed in Part II, Appendix D. With 
respect to the items not tested, nothing came to our attention to cause us to 
believe that DoD had not complied, in all material respects, with those laws and 
regulations. 

Material Noncompliances 

Material instances of noncompliance are failures to follow requirements, laws, 
or regulations that cause us to conclude that the aggregation of the 
misstatements resulting from those problems is either material to the financial 
statements, or the sensitivity of the matter would cause others to perceive it as 
significant. 

DoD did not comply with several laws and regulations related to the DoD 
Consolidated Financial Statements for FY 1996. Material noncompliances 
included inadequate accounting systems, improper accounting, and inadequate 
disclosure in the financial statements. Because many of these noncompliances 
related to basic financial requirements, we were unable to fully evaluate DoD 
compliance with laws and regulations. Also because of the noncompliances, 
DoD financial statements are of limited use to DoD and other Government 
managers. 

Except for noncompliance issues related to the consolidated financial statements, 
the noncompliances included in this report have been previously reported by the 
IG, DoD; by the Military Department audit organizations; or by the General 
Accounting Office in previous audit reports. DoD has also reported many of 
the issues in its FY 1996 Annual Statement of Assurance. 
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Title 31, United States Code (U.S.C.), Section 3515, "Requirements for 
Preparing Financial Statements." DoD did not prepare and issue audited 
financial statements for FY 1996 by the March 1, 1997, deadline required by 
31 U.S.C. 3515. DoD did not submit its final financial statements to OMB 
until June 11, 1997, over 3 months after the statutory deadline and 8 months 
after the fiscal year ended. In addition to being late, the statements were 
unauditable because DoD had inadequate accounting systems and control 
procedures. Those deficiencies, which were the primary reasons that we 
disclaimed an opinion on the DoD Consolidated Financial Statements for 
FY 1996, prevented DoD from completely and accurately disclosing timely 
financial results; obtaining the financial information needed for managing; and 
using accounting results to prepare and support budget requests, control its 
budget, and provide adequate financial information to the President to prepare 
the budget for the Government. 

31 U.S.C. 3512, "Requirements for Establishing and Maintaining 
Accounting and Internal Control Systems." DoD accounting systems did not 
ensure that DoD controlled its budget, as required by 31 U.S.C. 3512. The 
inability of DoD to control its budget led to $8.1 billion of disbursements that 
DoD reported as not matched with appropriations, and $3.3 billion of 
disbursements that exceeded the amounts obligated. These problem 
disbursements may have resulted in potential Antideficiency Act violations. 

OMB Circular No. A-127, "Financial Management Systems." DoD financial 
management systems did not comply with requirements of OMB Circular 
No. A-127. DoD used multiple, nonintegrated financial systems that did not 
contain the USGSGL. Although DoD had its own general ledger, that general 
ledger did not control all financial transactions and resource balances and was 
not the only source of information for financial reports. OMB Circular No. 
A-127 establishes Government policy for developing, evaluating, and reporting 
on financial management systems. The Circular requires that financial 
management systems provide complete, reliable, consistent, timely, and useful 
financial management information. To achieve this goal, DoD and other 
Federal agencies must establish and maintain a single, integrated financial 
management system, using the USGSGL. 

OMB Bulletin No. 94-01, "Form and Content of Agency Financial 
Statements." DoD did not always follow the accounting principles required by 
OMB Bulletin No. 94-01 when accounting for resources and preparing the 
Overview and the Footnotes to the Principal Statements. Material 
noncompliances with accounting principles included the methods used to prepare 
the Overview and to account for Accounts Receivable, Operating Materials and 
Supplies, Accounts Payable, Contingent Liabilities, and Prior Period 
Adjustments. Because of inadequate accounting systems, we were unable to 
determine the over- or understatements caused by the noncompliances. 

Overview. OMB Bulletin No. 94-01 requires DoD to include 
information about accomplishments, financial results, and financial condition, 
however, DoD limited the Overview to a discussion of its organizational 
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structure. Therefore, readers of the financial statements may not be able to 
evaluate how well DoD is accomplishing its mission or understand what DoD 
should do to improve its program performance or financial performance. 

Accounts Receivable. DoD misclassified Accounts Receivable due 
from Federal agencies, totaling $2.1 billion, as Accounts Receivable due from 
the public. The misclassification would overstate receivables on Government
wide financial statements. 

Operating Materials and Supplies. DoD improperly expensed much 
of its operating materials and supplies before distributing it to end users. 
Expensed Operating Materials and Supplies included items at base supply 
centers and on ships, including supply ships. Those locations did not meet the 
definition of "end user" in DoD 4140.1-R, "DoD Materiel Management 
Regulation," January 1993. That Regulation defines end users as the 
individuals or organizations authorized to use supply items. An end user is 
normally the terminal point in the logistics system at which action is initiated to 
obtain materiel required to accomplish a mission or task. Recording Operating 
Materials and Supplies as expenses before distributing to end users overstates 
expenses and understates assets. 

Accounts Payable. DoD did not always record Accounts Payable when 
it received goods and services, and did not classify holdbacks of contract 
progress payments as Accounts Payable. In particular, the DFAS Columbus 
Center, which processes contract payments for major DoD contracts, did not 
report about $4.9 billion of contract holdbacks and did not accurately report 
other Accounts Payable to accounting offices. 

Contingent Liabilities. DoD did not recognize or disclose at least 
$34.2 billion of Contingent Liabilities. Federal agencies are required to report 
Contingent Liabilities in the principal statements when assets are likely to have 
been impaired or if the liabilities have occurred and the amount can be 
estimated. Contingent Liabilities include claims against the Government that 
are being adjudicated. Contingent Liabilities should be disclosed in the 
footnotes when there is a reasonable possibility that a loss may have been 
incurred. 

Unrecognized liabilities included $7 .1 billion of accrued environmental cleanup 
costs. Those liabilities, disclosed only as Contingent Liabilities, will probably 
occur and can be estimated. DoD also did not report or disclose at least 
$27 .1 billion of Contingent Liabilities for legal cases reported in the Navy and 
Air Force financial statements. 

Prior Period Adjustments. Although FY 1996 was the first year that 
DoD prepared agency-wide financial statements, DoD reported $11.1 billion of 
Prior Period Adjustments. Prior Period Adjustments are accounting changes or 
corrections of errors in previously issued financial statements. DoD should 
have reflected its accounting changes and corrections only in the beginning 
balance of the Net Position. Including Prior Period Adjustments in first-year 
financial statements may mislead readers. 
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Conclusion 

DoD noncompliances with fundamental requirements affected the DoD 
Consolidated Financial Statements for FY 1996. Although many 
noncompliances related to deficient financial systems are not expected to be 
corrected for many years, others can be corrected sooner. Through policy 
changes and better planning, DoD can correct some noncompliances, such as 
failure to use the USGSGL, improper reporting of Operating Materials and 
Supplies, and preparing an Overview that does not describe DoD performance. 
Those improvements should lead to better resource management and to financial 
statements that DoD and other Government managers can use to make informed 
decisions. 
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Appendix A. Audit Process 

Scope and Methodology 

Statements Reviewed. We examined the Principal Statements, the Footnotes to 
the Principal Statements, and the Overview in the DoD Consolidated Financial 
Statements for FY 1996. The Principal Statements included the Consolidated 
and the Consolidating Statements of Financial Position and the Statements of 
Operations and Changes in Net Position. We received the final consolidated 
financial statements on May 13, 1997. 

To render an opinion on the consolidated financial statements, we coordinated 
our audit efforts with the Military Department audit organizations (the Army 
Audit Agency, the Naval Audit Service, and the Air Force Audit Agency). Our 
combined audit efforts provide a reasonable basis for our results. 

Auditing Standards. We conducted our financial audit in accordance with 
generally accepted Government auditing standards issued by the Comptroller 
General of the United States (the Comptroller General), as implemented by the 
IG, DoD, and 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 principal 
statements are free of material misstatements. To assess the materiality of 
matters affecting the fair presentation of the financial statements and related 
internal control weaknesses, we relied on the guidelines suggested by the 
General Accounting Office and on our professional judgment. 

Accounting Principles. Accounting principles and standards for the Federal 
Government are under development. The Federal Accounting Standards 
Advisory Board was established to recommend Federal accounting standards to 
three officials: the Director, OMB; the Secretary of the Treasury; and the 
Comptroller General. The Director, OMB, and the Comptroller General issue 
standards approved by these three officials. To date, seven accounting 
standards and two accounting concepts have been published in final form. 
Another accounting standard (Standard No. 8) has been recommended by the 
Federal Accounting Standards Advisory Board, but it must undergo a 
congressional review before it is approved by OMB. The standards constitute 
generally accepted accounting principles for the Federal Government and will be 
used by Federal agencies to prepare their financial statements. The following 
table lists the Statements of Federal Financial Accounting Standards and 
Concepts. 
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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 Director, OMB; the 
Secretary of the Treasury; and the Comptroller General; 

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

o accounting standards contained in agency accounting policy, 
procedures, or other guidance as of March 29, 1991; 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" were taken from DoD accounting guidance. Previously, 
DoD 7220.9-M, the "DoD Accounting Manual," was the primary DoD 
accounting guidance. Since FY 1992, the USD(C) has updated sections of DoD 
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7220.9-M and has incorporated those sections into new volumes of the DoD 
7000.14-R. The USD(C) had issued 14 volumes as of April 1997 and plans to 
issue 1 additional volume. DoD 7000.14-R, 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 DoD 7220.9-M nor DoD 7000.14-R will be 
the authoritative basis for preparing financial statements. 

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 of the standards issued by OMB; 

o requirements of the current OMB Bulletin 94-01; and 

o accounting principles published by other authoritative sources. 

Audit Assistance. We relied on the Military Department audit organizations to 
audit various reporting entities and accounts. See Part II, Appendix E, for 
specific areas and the scope of information reviewed by those organizations. 
Except for deficiencies unique to the consolidation process, the information in 
this report is a summary of the most significant deficiencies reported by the IG, 
DoD, and the Military Department audit organizations. Refer to the IG, DoD, 
audit reports and the Military Department audit reports listed in Part II, 
Appendix C, for detailed explanations of the findings summarized in this report. 

Scope of Review of Internal Controls. We examined the internal control 
structure of DoD for the year ended September 30, 1996, as those controls 
related to the consolidated financial statements. We obtained an understanding 
of the internal control policies and procedures and assessed the level of control 
risk relevant to the consolidation process and account balances. 

Our review of the internal control structure disclosed material internal control 
weaknesses as defined by DoD Directive 5010.38, "Management Control 
Program," August 26, 1996. * We also identified conditions that we considered 
to be reportable under OMB Bulletin No. 93-06, "Audit Requirements for 
Federal Financial Statements," January 8, 1993. Those conditions prevented us 
from rendering an opinion on the financial statements. 

Our consideration of the internal control structure would not necessarily disclose 
all matters in the internal control structure that might be reportable conditions, 
or disclose all reportable conditions that are material weaknesses. 

*This directive was effective immediately and applied to all FY 1996 activity. 
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Scope of the Review of Compliance With Laws and Regulations. As part of 
our examination to obtain reasonable assurance that the consolidated financial 
statements were free of material misstatements, we performed tests of 
compliance with laws and regulations that may directly affect the financial 
statements and other laws and regulations designated by OMB and DoD. See 
Appendix D for a list of laws and regulations we reviewed. 

We did not review management's implementation of DoD Directive 5010.38, 
"Management Control Program," August 26, 1996, because DoD did not have a 
sound internal control structure. Instead, we revised our audit approach to 
focus on specific internal controls. 

Computer-Processed Data. The management representation letter stated that 
computer-processed data were not accurate, and audit work confirmed that 
statement. Therefore, we did not rely on computer-processed data. 

Audit Period and Locations. We conducted the audit from July 1995 through 
April 1997 at various DoD activities, including DFAS and the Military 
Departments. 

Representation Letters. We received management and legal representation 
letters from DoD. The management representation letter from the USD(C) 
acknowledged that significant procedural and systemic deficiencies exist, and 
discussed internal control weaknesses and compliance problems for many 
accounts. See Appendix F for the management representation letter. 

The legal representation letter from the General Counsel of the Department of 
Defense disclosed material cases involving DoD entities, the nature of the 
litigation, the progress of the cases, and management's intended response to the 
litigation. 

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


1100 DEF'ENSE PEN1'AGON 

WASHINGTON, DC :20301-1100 


MAR 21 1997 

MESSAGE FROM THE CHIEF FINANCIAL OFFICER 

I am very pleased to present 1he Department ofDefemc (DoD) agency-wide financial 
statements for FY 1996. These are the Department's fllllt agency-wide fmancial slatementS 
required by the ChiefFinancial O.ffi:lem (CFCs) Aa and the Government Management Refonn 
Act (GMRA). Those financial smrements are expected to provide information to DoD program 
managers, the Congress and the public, thereby facllimting both effective allocation of resources 
and assessment of marusgemenl. performance and stewanlsbip. "Ibc objecli.ve is tc produce 
statements that are accUiiltC. consistent and meaningful-statcmena that can and will be used to 
improve the management of the Depanment. 

The Department has made tile reform of financial management a major initiative.. Reform is 
essential to correct Jong-sl81lding financial man&geDl8nt problems. Inefficient financial 
management 31stell'l$ and practices waste money that is needed oow, more than ever, to suauin 
sufficient combat power. 

Tile Depaitmellt has made significant strides in the past year. and, c:oosistent with the 
obje<..1ives of the CFO Act, the Department continues to work toward the integration of program 
and financial .information in order to provlde for more effective program management at all levels. 
Standard systelll8 have Ileen generally designated and ambitious deployment schedu1es have been 
established. Several functional areas already am reaping the benefits from migrating: to standard 
sys1ems, consolidating organizations and streamlining openiticns. The FY 1997-1998 time frame 
wm continue to show substantive progress in the Departmelll's eD"ort to clearly demonstrate good _.,___...AD~"''-"--

o::i:: 
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Description ofthe Reporting Activity 

There arc eight reporting eDtities within the Department ofDefense. Those reporting entities are 
the Departments ofthe Anny. Navy, and the Air Fon:e; the Defense Business Operations Fund 
(DBOF), the DoD Military Retirement Tru.u Fund; the National Defense Stockpile Transaction 
Fund; a reporting entity entitled "Other Defense Organizations;" and the U.S. Army Corps of 
Engineers (Civil Works). Additionally, a consolidated fioancial statement will be prepared for 
the "Total Department ofDefense." 

Stand alone financial statements will be prepared for seven of the reporting entities with the 
exception being Defense Agencies included in "Other Defense Organizations" which will be 
included as a column on the consolidated Department of Defense financial statement. While the 
Inspector Oene.ral, DoD, will not issue an opinion on the column entitloo "Other Defense 
Organiza1i.ons," the principal statements ofthe various Defense Agencies and accounts will be 
subject to audit, and the results ofthose audits will be incorporated into the audit opinion 
expressed on the consolidated statement for the entire "Department ofDefense ... 

Stand alone fmancial stalemcnl.s include lhe Overview ofthe Reporting Activity, Principal 
Statements and Related Notes, Consolidating Financial Statements (where required), and 
Supplement.al Financial and Management Information. Tue stand alone financial statements will 
include Component level adjustments and eliminating entrie.o;;. Component level totals are 
included in these overall Department ofDefense totals. 

Organizational Stn.ctun: ofthe Department of Defense (DoD). The Department ofDefense 
(DoD) is responsible for providing the military forces needed to deter war and protect the 
security ofthe United States. The major elements of these forces are the Anny, Navy, Air Force, 
and Marine C.orps. Under the President, who is also Commander-in- Chief, the Secrewy of 
Defense exercises authority, direction, and control over Ihe Depanment whictt includes lhc 
Office ofthe Secretary uf Defense, the Chainnan of the Joint Chiefs ofStaffand the Join!: Staff, 
three Military Departments, nine Unified Combatant Commands, the DoD Inspector General, 
fifteen Defense Agencies, and nine DoD Field Activi1i.es. 

The Secretuy ofDefense is the principal defense policy advisor to the President and is 
responsible for 1he fonnulatiun ofgeneral defense policy and policy related to all matters of 
direct and primazy concern 10 the DoD, and for the execution ofapproved policy. Under the 
direction ofthe President, the Secretaiy execeises authority, direction. and control over the 
Department ofDefense. 

The Deputy Secrehlry ofDefense is delegated full puwt:r aud authority to ac;t fur the Secretary 
ufDef= and to exercise the powers ofthe Secretary on any and all matters for which tile 
Secretary is authorized to act pursuant to law. 

The Offie?e of the Seerets.ry of Defense (OSD). Tue Office of the Secretary ofDefense (OSD) 
is the principal staffelement of the Secretary in the exercise ofpolicy develupmcmt. planning, 
resoUJ"ce management, fiscal, and program cvalwition responsibilities. OSD includes the 
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immediate offices ofthe Secretary and Deputy Secretary ofDefense, Under Secretary ofDefense 
for Acquisition and Technology, Under Secretary ofDefense for Policy, Under Secretazy of 
Defense for Personnel and Readiness, Under Secreiary ofDefense (Comptroller), Direct()r of 
Defense Research and Engineering, Assistant Secretaries of Defe11se, General Counsel, Director 
ofOperational Test and Evaluation, Assistants to the Secreiary ofDefense, Director of 
Administration and Management, and such other staff offices as the Secretary establishes to 
assist in carrying out assigned responsibilities. 

• 	 Under Secretary ofDefense (Acquisition and Technology). Und~r !he direction of the 
Secretary ofDefens.,, the:: USD(A&T) is the principal staff assistant and advisor to the 
Secretary and Deputy Sccrctmy ofDefense for all matten relating to the DoD Acquisition 
System; researcl:i and development; advanced techn()logy; test and evaluation; production; 
logistics; military construction; procurement; economic security; and atomic energy. 

• 	 Under Secretary of Defense (Polley). Under the direction of the Secretary ofDefense, the: 
USD(P) is the principal staffassistant aru:i advisor to the Secretary and Deputy Secretary of 
Defense for all matters concerning the fo:rmulation of national security and defense policy 
and the integration and oversight ofDoD policy and plans to achieve national security 
objectives. 

• 	 Under Secretary ofDefense (Personnel and Readines:s). Under thcdlr-ection of the 
Secretary ofDefense, the USD(P&R) is the principal staff assistant and advisor to the 
Secretary and Deputy Secretary of Defense for Total Force management as it relates to 
readiness; National Guard and Reserve component affairs; health affairs; training; and 
personnel requirement.<; and management, including equal opportunity, morale, welfare, and 
quality oflife matters. 

• 	 Under S«retary ofDefense (ComptroUer/Cbief Financial Officer). Under the direction of 
the Secretary ofDefense, the USD(C/CFO) is the•principal advisor and assistant to the 
Secretary and Deputy Secretary ofDefonse for budgetary and fiscal matters (including 
financial management, accounting policy and systems, budget formulation and execution, 
and wntract audit administration and organizatinn), DoD program analysis and evaluation, 
and general management improvement programs. In addition, the USD(C) is the Chief 
Financial Officer ofthe Department ofDefense. 

• 	 As.sistant Sttretary ofDefen"e (Command, Control, Communications, and Intelligence). 
Under the direction of the Secretary of Defense, the ASD(C30 is the principal staffasi;hilanl 
and advisor to the Secretacy and Deputy Secretary ofDefense for C3f, information 
management (IM), information operations (IO), counter-intelligence (CI), and secwity 
countermeasures (SCM) matters, including warning, reconnaissance, and intelligence and 
intelligence-related activities conducted by the Department ofDefense. 

• 	 Assistant Sttretary of Defense (Legislative Affairs). Under lht: direction ofthe Secrrnuy 
ofDefense, the ASD(LA) ls the-principal staff assistant and advisor to the Secretary and 
Deputy Secretary ofDefense for DoD relations with the members of Congress. 
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• 	 Assistaut Seeretary o!Defea»e (Public AJrain). Under the direction of the Secretary of 
Defense, the ASD(PA) is the principal staffadvisor and assistant to the Secretary and Deputy 
Secretary ofDefense for DoD public infonnation. internal information, the Freedom of 
Infoanation Act, mandatory declassification review and clearance ofDoD informat.ion for 
public release, community relations. information training, and audiovisual maners. 

• 	 General Counsel of the DoD (GC, DoD). Under the direction of the Secretary ofDefense, 
the GC, DoD serves as chief legal offioer of the Department ofDefense. The Ge. DoD is 
responsible for providing advice to the Secretary and Deputy Secretaiy ofDefense regarding 
all legal matters and services performed within, or involving, the Department ofDefense; and 
for providing legal advice to OSD orgllllizati.ons and, as appropriate, other DoD Components.. 

• 	 Djrector ofOperational Test and Evaluation (DOT&E). Under the direction of the 
Secretmy ofDefense, the DOT&:E is the principal staffassistant and advisor to the Secretary 
aDCi Deputy Secretary of Defense on OT&E in the DoD and the principal OT&E ofticial 
within the senior management of the DoD. 

• 	 Assistant to the Secretary ofDefimse (Intelligence Oversight). Under the: dircClion ofthe 
SeCl'Ctary ofDefense, the ASD(IO) is responsible for the independent oversight ofall 
intelligence activities in the Department ofDefense. In this capacity, the ASD(IO) .shaJl 
ensure that all activities performed by intelligence units and all intelligence: activities 
perfonned by non-intelligence units. are conducted in compliance with Federal law and other 
laws as appropriate, Executive Orders and Presidential Directiveis, and DoD Directives 
System issmmces. 

• 	 Director ofAdministration and Management (DA&M). Under the direction of the 
Deputy Secretary of l>efen!'le, the IJA&M is the principal staffassistant and advisor to the 
Secretary and Deputy Secretary ofDefense on DoD-wide organizational and administrative 
management matters. 

Department of the Anny. The Anny includes land combat and service forces and such aviation 
and wattt transport as may be organic therein_ It will he organized, trained, and equipped 
primarily for prompt and sustained combat incident to operations on land. It is responsible for 
the prepamtion and sustainment ofland forces necessary for the effective prosecution ofwar 
except as otherwise <=igned and, according to integrated joint mobilization plans, for the 
expansion ofthc peacetime components ofthe Army to meet the needs ofwar. The Anny is a 
total force, comprised of both active and reserve forces. 
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The U.S. Army Mission is to: 
• 	 Pn=smve lhe peace antl sc::curity, HIJ.d provide for lhe tlefo11se of Ille United Stak:s, the 

Territories, Commonwealths, and possessions, and any areas oc:cupfod by the United States. 
• 	 Support natioiiaJ policies. 
• 	 Implemem national objectives. 
• 	 Overcome any nations responsible for aggressive acts that imperil the peace and security of 

the United St.aces. 

Amerioa's Army serves the nation every day in numerous ways, with high quality soldiers and 
civilian employees working effectively at home and abroad. The Army's :fundamental purpose is 
to fight and win the nation's wars. The Anny alllO executes a varlery ofdangerous missions 
around the world and assists on the home front. These endeavors require the same well trained, 
disciplined soldiers that the nation relies upon for combat. Wlu:n the m1liun ca1b - and it has 
more and more frequently - the Anny is ready. The Army is the ultimate symbol ofAmerican 
will It is an indispensable component ofthe National Security Strategy, and it is ossential to 
deterring or defeating any adversacy. An American soldier on the grolllld demonstrates our 
nation's determination to prevail in any situation. 

Wars are won on the gi-owid.. Only the Army bas the assets and staying power to operate over an 
entire battlefield and bring a conflict to a successful conclusion, against any opponent in any 
region ofthe world. Succ:essful military operations require control ofthe air, sea, and land, but 
America's ability to impose its will ultimately depend" nn it.o; ability to control the land through 
prompt and sustained land-combat operations. The appliclrti.on ofmilitary furce on land is an 
action no opponent can ignore. The Army, with its ability to provide long-term presence, effects 
lasti11g change. 

The Anny also plays an essential role in joint warfighting while readily acknowledging the 
contributions of its sister Services. As the joint force provider of land combat and sustainment 
forces. the Army is dedicated to enhancing its capabilities to operate in a joint enviromnent. 
Future success will undoubtedly require the complementary capabilities ofall the Servic:es. 
America's Anny, .fully integrated with the Air Force, Navy, and Morines, will dominate any 
enemy in war and successfully execute other military operations. 

The Anny i:s designed to compel, deter, reassure., and support. The Army deters others from 
actions inimical to our interests by maintaining a trained and ready force. as demonstrated by uur 
Jong-standing presence in Europe zmd Korea. The Army reassures friends and allies: we !ll'e a 
visible symbol of U.S. commitment to stimd firm against any external threat to their sovereignty. 

Finally, the Anny support.-; communitie.or; witlrin the United States. For decades, the Anny has 
pro-vided military support to civil aulhorities during natural disasters and civil disturbances. In 
the recent past, American soldiers have assisted local authorities in fighting fhes in the Pacific 
Northvw'Cst; aided flood victims in the South and Midwest; provided relief supplies, logistital 
support, a hospital, and other equipment in the aftermath ofHurricane Marilyn; contributed 
substantially to the counterdmg activities offederal, state, and local drug law enforcement 
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agencies; and provided health care to underserved populations in the United States through the 
National Ciuard's Operation Guard Care. 

Department oftbe Navy. The Department ofthe Navy consists oftwo uniformed Services: the 
United States Navy and 1he United States Marine Corps. The Navy' success in meeting today's 
operational challenges can be attributed to thorough planning and innovative execution. Three 
years ago the Navy-Marine Corps Team introduced a new sb'ategic vision--From. the Sea--which 
updated and expanded its strategic concept to specifically address the unique contributions of 
naval expedjtium1ry forces in peacetime operations, in responding to crises, and in regional 
conflicts. The Navy-Marine Corps team complements the other Services as part of an overall 
joint sntegy. Within that strategy, naval forces provide the capability to position credible 
combat power ova-seas withOlJt the con!'ll:nt or imposed limitations of foreign governments, 
while providing the enabling force for larger opezadons utilizing joint forces if required. 

The United States Na..,.. The Department ofthe Navy's primary task is to provide the 
nation combat-ready, sea-based, forward-deployed, and forward-engaged naval forces. The 
Department ofthe Navy (DoN) is committed to ensuring that naval forces can continue to 
.immediately respond to national security tasking, when and wherever required. The Department 
understands that the responsive, adaptable. and combat credible naval expeditionary forces of 
tomon:ow depend upon lbe correct programmatic and acquisition decisions of today. To achieve 
that end, Navy is addressing tomotr0w's challenges in a variety of ways, including closer Navy 
and Marine Corps coordination and the reengineering ofour acquisition process. The.•e two 
e:ffurts in particular have benefited from work already accomplished in support ofthe 
congressionally mandated Commission on the Roles and Missions ofthe Armed Forces and the 
Federal. Acquisition Streamlining Act. 

Naval forces arc built to fight and win wars. But an equally important role is to be positioned 
forward to prevent conflict. On any given day, 40-50 percent ofthe tleet is underway. Halfof 
those units and over 23,CJOO Marines are deployed overseas. taking part in a broad spectrum of 
military operations. These forwald naval forces provide; 

• 	 Deterrence ofagpession. 
• 	 Enhancement of regional stability, including countering the proliferation of weapons of mass 

destruction. 
• 	 Protection and promotion of U.S. interests. 
• 	 Improvement of interoperability with key allies. 
• 	 Readiness to provide a timely initial crisis response:. 

In cooperation with our friends and allies, naval forces are deployed near porential flashpoints to 

prevent the emergence ofdangers to shared interests. Partnership is developed and enhanced 
when we promote interoperability at the operational and tactical lcwels with lhc: naval. air, and 
ground forces ofthe most likely coalition partners. Exercises that reassure mends and build 
coalitions me the stock-in-trade ofNavy and Marine Corps units. 
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Tbe Uuited States Marine Corps. The Marine Corps was created on November IO, 1775, 
in Philadelphia, PA, by a resolution ofthe Continen!al Congres~ which (aulhori=d) "r.tised two 
battalions ofMarines." In 1834 the Marines became part of the Department of the Navy_ The 
National Security Act of 1947, amended in 1952, states: the present structure, missions, and 
functions of the Marine Corps. The United States Marine Corps, wirhin the Department ofthe 
Navy, shall be so organiz.ed as to include not less than three combat divisions and three air 
wings, HII<l such olher land combal, aviation and other services as may be orgwric therein_ The 
Marine Corps shall be organized, trained, and equipped to provide fleet marine forces of 
combined arms, together with supporting air components, for service with the fleet in the seizure 
or defense ofadvanced naval bases and for the conduct of such land operations as may be 
essential to the prosecution ofa naval campaign. 

In addition, the Marine Corps shall provide detachments and organizations for service on armed 
vessels of the Navy, shall provide security detachments for the protection ofnaval property at 
naval stations and bases, and .shall perform such othe::r duties as the President may direct. 
However, these additional duties may not detract from or interfere with the operations for which 
the Marine Corps is primarily organized. 

The Marine Corps shall develop. in coordma.tion with the Anny and the Air 1-orce, those phases 
of amphibious operations that pertain to the tactics, techniques, and equipment used by landing 
forces. The Marine Corps is responsible, in accordance with integrated joint mobilization plans, 
for the expansion of peacetime components of the Marine Corps to meet the needs of war. 

Depa.rtment ufthe Air F<1n:e. The mission of the U.S. Air Forue is to defend the United States 
through control and exploitation of air and space. Teamed with tho: Anny, Navy and Marine 
Corps, the Air Force is prepared to fight and win any war ifdeterrence fails. The Air Force is 
responsible for providing: 

• 	 aircraft and missile forces necessary ro prevent or fight a general war. 
• 	 land-based air forces needed to establish air superiority, interdict the enemy and provide air 

support ofground forces in combat. 
• 	 the primary aerospace forces for the defense of the United States against air and missile 

attack. 
• 	 the primary airlift capability for use by all of the nation's military services. 
• 	 major space reseaxch and development support for the Department ofDefense. 

assistance to the Natioual Aerouautics and Space Administration in conducting OUI nation's 
space program. 

The United States Air Force remains the world's premier air and space force and is a critical 
contributor to our national security. The U.S. Air Force exists as a separate Service to project air 
am] space power -- and Anu:ricaJl influence -- over long tlistam:cs. Thal Clipability has improved 
over the years and today we are a decisive global force. The Air Force mission is "To Defend the 
United States Through the Control and Exploitation of Air and Space." Since 1990, the most 
difficult challenge to that mission has been managing the shift in our strategic posture. 

8 

36 


http:organiz.ed


Appendix B. DoD Consolidated Financial Statements for FY 1996 and Auditor 
Opinion 

ovmvmw OF nm REPORTING ACTIVITY 

The United State5 Air Foree has worked through the drawdown and preserved its core 
competencies, supponed its people, and improved its readiness. The Air Force made some tough 
choices early on, wgc::ting force icductions dllll brought us swiftly to an optimwn level. At the 
:same time, the Air Force sustained credible forces that consistently met the challenge ofthe 
National Military Strategy. The Air Force succeeded because it started with a clear vision that 
emphasi:zed its primary responsibility - to fight and win our nation's wars. That vision, Global 
Reach - Global Power, remains its fundamental strat.egy for building the future Air Force. 
Global Reach- Global Power is a living slmti=gy that was first put to the test dudng Operation 
Desert Storm. It proved sound. Since Openition Desert Stonn, that strategy has been more . 
rigorously tested by global involvement in operations involving tens ofthousands offlying hours 
and an operating tempo far beyond our Cold War norm. Global Reach - Global Power met this 
challenge; and the Air Force is are confident the basic principles ofGlobal Reach - Global 
Power will continue to serve the Air Force and our nation weU into the next centwy. 

While Global Reach - Global Power provides the blueprint for a technologically superior force, 
expertly trained, highly skilled men and women are the backbone of that force. The sustained 
readiness, as well as future viability of the Service, demands that the Air Force Cllntinue to attract 
2nd retain quality people-· the very foundation ofthe Air Force. Today, the nation's Air Force is 
over 400,000 strong; and at any given moment, more than 14,000 aim11::u a.re temporarily 
deployed in support ofglobal contingency operations. exercises, or humanitarian reliefm.Uisions. 
We are proud ofour men and women - more than anything else, people arc our future. 

The .Joint Chiefs of Staff(JCS). The Joint Chiefs ofStaff, headed by the Chairman ofthe Joint 
Chiefs ofStaff, consists ofthe Chainnan; the Vice Chairman, JCS; the ChiefofStaff, U.S. 
Anny; the ChlefofNaval Operations; the Chiefof Staff, U.S. Air Force; and the Commandant of 
the Marine Corps, and supported., subject to the authority, direction, and control ofthe Chairman, 
by the Joint Staff. constitute the immediate military staffofthe Secretary ofDefense. The 
Chairman of the JCS is the principal military advi!IOr to the President, the National Security 
CO\Ulcil, and the Secretary ofDefense. The Chiefs ofService are the senior military officers of 
their respective Servici:s 11nd are responsible for keeping the Secictaries of the Military 
Departments fully informed on matters considered or acted upon by the JCS, and are military 
advisers to the Prmde11t, the National Security Council, and the Sei:retary of Defense. The Vice 
Chairman of the JCS perfonns such duties as may be prescribed by the Chairman with the 
approval of the Secretary ofDefense. When there is a vacancy in the Office ofthe Chairman or 
in the absence or disability of the Chairman, the Vice Chainnail acts as Chairman and performs 
the duties uf the Chairman until a successor is appointed or the absence or disability ceases. 

The Unified Commands. The Unified Combatant Commands are responsible to the President 
and the Secretary ofDefense for accomplishing the military mis!;inns assigned to them. 
Commanders ofthe Unified Combatant Commands exercise command authority over forces 
assigned to them as directed by the Secretary ofDefense. The operational chain ofcommand 
runs from the President to the Secretary of Defense to the Commanders ofthe Unified 
Combatant Commands. The Chairman ofthe Joint Chiefs ofStaff functions within the chain of 
command by transmitting to the Commanders ofthe Unified Combatant Commands the orders of 
the President or the Secretary ofDefense. Unified Combatant Commands include the European 
Command, Pacific Command, Atlantic Command, Southern Comm1JI1d, Special Operations 
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Command, Strategic Command, Central Command, TranSpOrtation O:>nunand, and Space 
Conunar1d. 

The Inspector General of the !Hpartment ofDefense (JG, DoD). The Inspector General of 
the DepertmentofDefense serves as an independent and objective official in the Department. of 
Defense who is responsible for conducting, supervising. monitoring, and initiating audits, 
investigations, and inspectiom relating tu prugnims and <1perations of the Department of 
Dcfcmc. The Inspector General provides leadership and coordination and recommends policies 
for activities designed to promote economy, efficiency, and effectiveness in the administration 
of, and to prevent and detect fraud and abuse in. such programs and operations. The Inspector 
General is also respomible for keeping the Secretary ofDefeme and the Congress fully and 
currently informed about problems and deficiencies relating to the administration ofsuch 
programs emu uperatiollll and tbe necessity for, and progress of, corrective action. 

The Defense Agencies. The Defense Agencies, authorized by the Secretary ofDefense pursuant 
to the provisions ofTitle 10, United States Code, perform selected support and service functions 
on a Department-wide basis. Defense Agencies that are assigned wartime support missions are 
designated as Combat Support Agencies. 

• 	 Advanced Resea.reh Projects Age•ey (ARPA). The Defemo Advanced Research Projects 
Agency (DARPA), under the authority, direction, and control ofthe Director for Defense 
Re8eareb and Engineering, serves as the central research and development organization ofthe 
DoD with a primary responsibility to maintain U.S. technological superiority over poteml.al 
adversaries. The DARPA pursues imagina.livi= and innovative rcselll'(:h aud developnent 
projects offering signi.fiC41nt military utility; manages and directs the conduct ofbasic and 
applied research and development that exploits scientific breakthroughs and demonstrm:s the 
feasibility ofrevolution.azy approaches for improved cost and performance ofadvanced 
technology; and, stimulates a greater emphasis on prototyping in defense systems by 
conducting prototype projects that embody technology that might be incorporated in joint 
programs, programs in support ofdeployed U.S. Forces (including the Unified Comb11tunt 
Conunonds), or selected Military Department programs, and on request, assist the Military 
Departments in their own prototyping programs. 

• 	 Ballistic Missile Defense Orpnizarion (BMDO). The Ballistic Missile Defense 
Organization (BMDO), under the authority, direction, and co11trol of the Under Secretary of 
Defense (Acquisition and Technology), is responsible for managing and directing DoD's 
Ballistic Missile Defense acquisition programs, which include theater missile defense and a 
national missile defense for the United States. BMDO also is responsible for the continuing 
re...earch and development of follow-on technologies that are relevant for long-term ballistic 
missile defense. These programs will build a technical foundalio.n for evolutioruuy growth in 
future ballistic missile defenses. In developing these acqui.sition and technology programs, 
BMDO utilizes the services of tho Military Departments, the Deparbnent of Energy, private 
industries, and educational and research institutions. 
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BH.llistic Missile Defense (BMD) plays a central role in U.S. natic>nal security strategy by 
supporting our defense and counter-proliferation objectives. The requi[ement foI BMD flows 
from a strategy that requires 1he U.S. to maintain 11 credible overseas presence and the 
capability to reSpond to major regional conflicts despite the increasing danger posed by the 
proliferation of ballistic missiles. In a world ofregional threats to the U.S., BMD atfords the 
U.S. greater freedom of action to protect its interests and uphold its security commitments 
without fear ofe<1ercion. BMD can bolster the solidarity ofooalitiom and alliances (as it ditl 
in Desert Storm), and provide a response to crises without having to resort to offcn,sivc 
measures. Finally, BMD can strengthen the credibility ofour detenent forces and provide an 
essential hedge against the failure ofdeterrence. 

• 	 Defense Commissary Agency (DeCA). The Defense Commissary Agency (DeCA), wider 
the authority, direction, and control ofthe Assistant Secretary ofDefense (Force 
Management Policy) fo responsible for providing an efficient and effective worldwide system 
of commissaries for the resale ofgroceries and household supplies at the lowest practical 
price (consistent with quality) to members of the Military Services, their families, and other 
authorized patrons, while maintaining high scandards for quality, facilities, products, and 
service. 

Defense Contract Audit Agency (DCAA). The Defense Contract Audit Agency (DCAA), 
under tbe authority, direction, and control ofthe Under SecTCtaty ofDefense (Comptroller), 
is responsible for performing all contract audits for the Department of Defense, and providing 
accounting and financial advisory services regarding contracts and subcontracts to all DoD 
Components tesponsible for procurement and contract admi11istration. These services are 
provided in connection "With negotiation, administration, ond settlement ofcontracts and 
subcontracts. DCAA also provides contract audit services to other Government agencies, as 
appropriate. 

The Under Secretary ofDefense (Comptroller), is responsible for performing all e<1ntract 
audits for the Department ofDefense, and providing accounting and financial advisory 
services regarding contracts and subcontracts to all DoD Components responsible for 
procurement and contract adminislration. These services are provided in connection with 
negotiation, administration, and settlement ofcontracts and subcontraets. DCAA also 
provides contract audit 5ervices to some other Government Agencies. 

The Agem:y is dedicated to providing timely and responsive audits and financial advisory 
services. In fiscal year 1995, DCAA returned $2.9 billion in savings to the Government on 
an operating budget of$379.1 million. In other words, DCAA rerurned $7.60 in savings for 
every SI ofoperating oost. 

• 	 Defem:e Finance and Aeeounting Service (DFAS). The Defense Finance and Accounting 
Service (DFAS), under the authority, clirecticn, and control ofthe Under Secretary of 
Defense (Comptroller), is responsihle for standardizing financial and accounting infonnation 
that will be accurate, comprehensive, and timely. To accomplish this, the Directo<. DFAS 
shall di1ect finance and acco1.1nting requirements, systems, and function5 for all apprupriated, 
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B!i.llistic Missile Defense (BMD) plays a central role in U.S. national security strategy by 
supporting our defense and cowi.ter-prolifcration objectives. The requirement for BMD flows 
from a strategy that requires the U.S. to maintain a credible overseas presence and the 
capability to respond to major regional conflicts despite the increasing danger posed by the 
proliferation of ballistic missiles. In a world nfregional threats to the U.S., BMD atfords the 
U.S. greater freedom of action to protect its interests and uphold its security commitments 
without fear ofcoercion. BMD can bolster the solidarity of coalitio.ll8 and alliances (as it dill 
in Desert Storm), and provide a response to crises without having to resort to offcnsive 
measures. Finally, BMD can strengthen the credibility ofour deterrent forces and provide an 
essential hedge against the failure ofdeterrence. 

" 	 Defenu• Commi'5$ary Ageney (DeCA). The Defense Cornmissacy Agency (DeCA), under 
the authority, direction, and control ofthe Assistant Secretazy ofDefense (Force 
Management Policy) is responsible for providing an efficient and effective worldwide system 
ofcommissaries for the resale ofgroceries and household supplies at 1he: lowest practical 
price (consistent with quality) to members of the Military Services, their families. and other 
authorized patrons, while maintaining high standards for quality, facilities, products, and 
service. 

Defellle Contract Audit Agency (DCAA). The Defense Contract Audit Agency (DCAA), 
under the authority. direction, and control ofthe Under Secretai:y ofDefense (Comptroller), 
is responsible for performing all contract audits for the Department ofDefense, and providing 
accounting and financial advisory services regarding contracts and subcontracts to all DoD 
Components tesponsible for procurement and contract admi11istration. These servic~ are 
provided in connection with negotiation, administration, lllld settlement ofcontracts and 
subcontracts. DCAA also provides contract audit services to other Government agencies, as 
appropriate. 

The Under Secretary ofDefense (Comptroller), is responsible for performing all contract 
audits for the Department ofDefense, and providing accounting and financial advisory 
services regarding contracts and subcontracts to all DoD Components responsible for 
procurement and contract administration. These services are provided in connection with 
negotiation. administration, and settlement ofcontracts and subcontracts. DCAA also 
provides contract audit sexvices to wme other <Wvernment Agencies. 

The Agency is dedicated to providing timely and responsive audits and financial advisory 
services. In fiscal year 1995, DCAA returned $2.9 billion in savings to the Government on 
an c>perating budget of$3 79. I mi!lion. In other words, DCAA returned $7.60 in savings for 
every $1 of operating cost. 

• 	 Defense Finance and Aecouoting Service (DFAS). The Defense Finanoe and Accounting 
Service (DFAS), under the authority, direction, and control of the Under Secretary of 
Defense (Comptroller), ii. responsible for standardizing financial and accGUnting information 
that will be accurate, comprehensive, and time1y. To accomplish this. the Director. DFAS 
shall dllect finance and accounting requirements, systems, and functions for all appropriated, 
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nonappropriated, working eapital, revolving, and tru.st fimd activities, including security 
a.ssistHnce; establi5h and enforce i:equiremelJl:s, principles, standards, systems, procedures, 
and practices necessary to comply with f"mance and accounting statutory and regulatory 
requirements applicable to the DoD; p1ovide finance and accounting services for DoD 
Components and other Federal activities, as d~ignated by the Under Secretary ofDefense 
(Comptroller)~ and. direct the consolidation. standardization, and integration offinance and 
a<:eounting requiremenb, fwu.1ions, procedures. operations, and systems within the DoD and 
ensure their proper relationship with other DoD functional areas (e.g., budget, persoDllel, 
logistics, acquisition, cMI engineering, etc.). 

The Defense Finance and Aa:ounting Service (DFAS) is the accounting .finn ofthe 
Department ofDefense (DoD). DFAS was activated on January 15, 1991, to improve the 
overall effectivenei1s ofDoD fmanciaJ management through the consolidation,, 
.standardization and integration offinance and accounting procedures. operations and 
systems. Finally, DFAS is responsible for identifying and implementing fmance and 
accounting requirements, systems and functions for approl)riated and non-appropriated funds, 
as well as working capita.I, revolving funds and trust fund activities-including security 
assistance. 

The agency employs approximately 26,000 people and consists ofa small headquarters 
located in Arlington, Virginia. and five core finance and accolllll:ing centers located at: 

DFAS - Cleveland Center Cleveland, OH 

DFAS - Columbus Ccntec Columbus, OH 

DI'AS - Denver Center Denver, CO 

DFAS - Indianapolis Cent.er Indianapolis, IN 

DFAS - Kamas City Carter Kansas City, MU 


Nearly 300 field finance and a(;Counting site:i located natio11-wide report to these five centers. 
However, as a result of two related decisions by the Deputy Secretnry ofDefense. DFAS has 
begun co11solida.ting operations into the five centers and 21 operating locations (OPLOCs). 
This process is expected to take five to seven years. 

• 	 Ddeuse Infonm.tion. Systems Ageney (DISA). 1he Defense lnfonnation Systems Agency 
(DJSA) is a Combat Support Agency ofthe Department ofDefense (DoD) under the 
authority, direction. and wntrol ofthe Assistant Sccn:tary of Defense (Command, Control, 
Communications, and Intelligence). DISA is responsible for planning, developing and 
supporting command, control. communications (C3) and infomuttion systems that serve the 
needs ofthe National Command Authorities (NCA) under all conditions of peace and war. It 
provides guidance and supporL on technical a11d operational C3 and infonnation systems 
issues affecting the Office of the Secretary ofDefense (OSD), the Military Deparonents, the 
Chaimum ofthe Joint Chiefs ofStaff, the Unified Combatant Commands., and the Defense 
Agencies. It ensures the interoperability of the Worldwide Military Command and Control 
System (WWMCCS), the Defense Communications System (DCS), theater and tactical 
command and control systems, NATO and/or allied C3 Systems. and those national and/or 
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intemaLional comrm:rcial systems thi11 effect the DISA mission. It supports national security 
emergency proparedness (NSEP) telecommunialtions functions ofthe National 
Communications System (NCS) as prescribed by Executive Order 12472, Assigrunentof 
National Security and Emergency Preparedness Telecommunications Functions, April 3, 
1984. 

• 	 Defense Intelligence Ageoq (DIA). The Defense Intelligence Agency (DIA), is a Combat 
Support Agency ofthe Department ofDefense (DoD) under the llllthority, direction, and 
control of the Assistant Secretary ofDefense (Command, Control, Communications, and 
Intelligence). Under it~ Oirector, OJA shall collect, prod.w:e, or, through ta<1king and 
coordination. provide military and military-related intelligence for the Secretary ofDefense, 
the Chainnan ofthe JCJint Chiefs ofStaff; other Defense components, and, as appropriate, 
non-Defense agencies; collect and provide military intelligence for national foreign 
intelligence and counterintelligence products; coordinate all DoD intelligence collection 
requirements; manage the Defense Attac.he system; provide foreign intelligence and 
counterintelligence staffsupport to the Chairman ofthe 1oint Chiefs ofStafi; and, manage 
the General Defense Intelligence Program. 

As a Combat Support Agency ofthe Department ofDefense, the DIA's mission is to provide 
timely, objective and cogent military intelligence to the warfighters-soldiers, sailors, airmen, 
marines-and to the decisionmakers and policymakers ofthe U.S. Department ofDefense and 
the U.S. Government. 

• 	 Defeoae luvestigative Service (DIS). The Defense Investigative Service (DIS), under the 
authority, direction, and control of the Assistant Secretary ofDefense (Command, Control, 
Communications, and Intelligence), conducts all Personnel Sec.urity Investigations(PSI's) for 
DoD Components and, when appropriate, also conducts PSl's for other U.S. Government 
activities. Tbesc PS I's include investigation ofallegations ofsubveniive affiliatiom, advmst: 
suitability infonnation, or any other situation that requires resolution to complete the PSI. 
DIS is also responsible for the four major programs involving industrial security: the Defense 
Industrial Security Program; the Key Assets Protection Program; the Inspection ProgJ'3ID for 
Contractors with conventional anns, ammunition and explosives, and the Certification 
Program for Contractors v.ith very high speed integrated circuits. 

• 	 Defense Legal Servica Agency (DLSA). The Defense Legal Services Agency, under the 
authority. direction, and control of its Director, who also serves as the General Counsel of the 
Department ofDefense, provides legal advice ~ services for the Defense Agencies, DoD 
Field Activities, and other assigned organizations. This includes technical support and 
assisill!lce for development of the DoD Legislative Program; coordinating DoD positions 011 

legislation and Presidential Executive Orders; providing a centralized legislative document 
reference and distribution point for the DoD; maintaining the Depamru:nt's historical 
legislative files; developing DoD policy for standards ofconduct and administering the 
Standards ofConduct Program tor the OSD and other assigned organizations; and 
administering the Defense Industrial Security Clearance Review Program. 
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• 	 Defe•se Logistics Agency (DLA). The Defense Logistics Agency (DLA), is a Combat 
Support Agency ofthe Department ofDefense (DoD) under the authority, direction, and 
control ofthe Under Secretary ofDefense (Acquisition and Technology). DLA provides 
worldwide logistics support for the missions ofthe Military Departments and the Unified 
~ombatant Commands under conditions of peace and war. Al.so provides logistics support to 
other DoD Components and certain Federal agencies, foreign governments, international 
organiDtions., and otbers as authorized. Provides materiel commodities and items ofsupply 
that have been determined, through the appliClllion ofapproved criteria. to be appropriate for 
integr.rted management by DLA on behalfof all DoD Components, or that bave been 
otherwise specifically assigned by appropriate authorily. Furnishes logistics :o;ervices directJy 
associated with the supply management function and other support services including 
scientific and technical information, federal cataloging, industriaJ plant equipment, 
reutilization and n111£keting and systems analysis, design, procedural development and 
maintenance for supply and service systerrui., industrial plant equipment stomge ond issuance, 
DLA lcgistics systems development, and the National Defense Stockpile Program. 
Maintains a wholesale distribution system for a.<;.<;igned items. l'Mvides contra.ct 
administration service in support ofthe Military Departments, other DoD Components. 
Federal civil agencie!> and, wht:n authorized, to foceign governments and others. 

• 	 Defense Speei:al W-.poas Agen~ (DSWA). The Defense Special Weapons Agency 
(DSWA), under the authority, direction, and control ofthe Assistant to the Secretary of 
IJefense (Nuclear and Chemical and Biological Defense Programs (NCB)), supports the DoD 
and other Federal Agencies on matters concerning nuclear weapons, nuclear weapons system 
acqlllsitions, nuclear weapons effects on v;eapons systems and forces, and nuclear weapons 
safety and seourity. During wartime and international crisis, in accordance with national 
priorities and, as directed by the A TSO (NCB), the DSWA shall redirect its resources to 
support the Chairman of the .loint Chiefa of Staff and the Commanders ofthe Unified 
Combatant Commands in analyzing nuclear weapons planning and action options, and 
reconatituting nuclear forces. 

The Defense Special Weapons Agency (DSWA) serves as the Department ofDefense's 
(DoD) center for nuclear and advanced weapons effects expertise. The Agency's mission i.~ 
to research and develop technologies to support military systems development and 
operational requirements. DSWA also manages the military nuclea.- W1.-eapons stockpile and 
conducts programs associated with Cooperative Threat Reduction (Nwm-Lugar), anns 
control technology and counter-proliferation support. Through the use ofsimulators and 
computer models, DSWA maintains the scientific expertise and develops data necessary to 
ensure advanced conventional systems, nuclear systems and command and contml a.~sets will 
co!Itinue to operate in potential nuclear environments. This expertise is also used to provide 
commanders with options for effective targeting against Wlderground or hardened structures, 
as wen as enhanoeed capabilities to assess battle damage. 

As the oldest defense agency, DSWA traces its history to World War ll, when the Manhattan 
Project was formed to oversee development ofthe world's first atomic bomb. After the war, 
two organizations-one civilian and one mmtary-emerged to concentrate on nuc::lear weapon!> 

14 

43 


http:contra.ct


Appendix B. DoD Consolidated Financial Statements for FY 1996 and Auditor 
Opinion 

OVERVIEW OF THE REPORTING ACTIVITY 

research and development. The civilian organization, the Atomic Energy Commission 
(forerunner ofthe Department ofEnergy), developed and produced nuclear weapons. The 
military organization, the Armed Forces Special Weapons Project, was created.in 1947. The 
Armed Forces Special Weapons Project conducted nuclear weapon effects research and 
provided nuclear technical, logistical and training support for DoD. Jn a 1959 reorganization, 
the Armed Forces Special Weapons Project became the Defense Atomic Support Agency. 
The Defe11se Atomic Suppon Agency became the Defense Nuclear Agency in 1971. The 
Defense Nuclear Agency was rcruuncd Defense Special Weapons Agency in 1996, as a result 
ofa new charter and an expanded mission. 

• 	 Defense Security Assistance Agency (DSAA). The Defense Security Assistance Agency, 
under the authority, direction, and control of the Assistant Secretary ofDefense (International 
Security Affairs), serves as the DoD focal point and clearinghouse for the development and 
implementation of security assistance plans and programs, monitoring major weapon sales 
and technology transfer issues, budgetary and financial arrangements, legislative initiatives 
and activities, and policy and other security assistance matters through the analysis, 
coordination, decision, and implementation process. DSAA directs and supervises the 
organization, fwictions, trai.iung, administrative support, and staffing ofDoD elements in 
foreign countries responsible for managing s.ceurity assistance programs and supports the 
development ofcooperative programs with industrialized nations. To accomplish its mission, 
the DSAA shall develop and manage the security assistance program so a-; to gain maximum 
benefit for the foreign policy and national security of the United States. 

National Imagery and Mapping Agency(NIMA)fDt:fense Mapping Agency (DMA}. The 
National Imagery and Mapping Agency (NIMA) is a Combat Suppon Agency of the 
Department ofDefense under the authority, direction., and control of the Secretary of Defense 
and the overall supervision of the Ai:sistant Sec:rerary ofDefense for Command, Control, 
Communications, and Intelligence (ASD(C31)). The mission of the NIMA is to provide 
timely, relevant, and accwate imagery. imagery intelligem:e, aud geospatial information in 
support of the national security objectives ofthe United States. The NIMA carries out this 
responsibility by advising the Secretary and Deputy Secretary of Defense, the ASD(C3I), the 
Chairman ofthe Joint Chiefs of Staff, the ~omhatant Commander11, and, for national 
intelligence purposes, the Director ofCentral intelligence and other Federal Government 
officials, on imagery, imagery intelligence, and geo::;patial infonnation; and by supporting the 
imagery, imagery intelligence, and geospatial requirements of the Departments and Agencies 
of the Federal Government, to the extent provided by law. 

NlMA provides timely, relevant, and accurate imagery, imagery intelligence, and geospatial 
information in support ofnational security objectives. NIMA guarantees the information 
edge-ready access to the world's imagery, imagery intelligence, and geospatial information. 
part ofNIMA's professional development college, the Defense Mapping School provides 
instru.ction in preparation and use ofgeospatial information. 

• 	 National Security Agency (NSA). The National Security Agency/Central Security Service 
(NSNCSS), is a Combat Support Agency oflhe Departm•ml QfDefen~ (DoD) umli:r lhe 
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authority. direction, and control of the Secretary ofDefense, and is responsible for 
centralized coordination, direction, and performance ofhighly specialized intelligence 
functions in support of U.S. Government activities. NSA carries out the responsibilities ofthe 
Secretary ofDefense to senre as Executive Agency for U.S. Government signals intelligence, 
communications security, computer security, and operations security trErining activities. The 
Central Security Service provides the Military Services a unified cryptologic organization 
within the Department of Defe11Se designed 1o assure proper control of the planning, 
programming, budgeting, and expenditure of resources for cryptologic activities. 

• 	 On-Site Inspection Agency (OSIA). The United States On-Site Inspection Agency (OSIA), 
formed in 1988, under the authority, direction, and control of the Assistant to the Secretary of 
Defense (Nuclear and Biological and Chemical Defense Programs (NCB)}, is responsible for 
managing iUld coordinating on-sit.: iru;pi:clions us~ to wllecl infonnation fOJ moniloring the 
Intermediate-Range Nuclear Forces (INF) Treaty; the Threshold Test Dan Treaty (TIBT); the 
Conventional Armed Forces in Europe (CFE) Treaty when it enters into force; the Vienna 
Document of 1990; and, planning for the Strategic Anns Reduction Treaty (START), 
Peaceful Nuclear Explosion Treaty (PNET), and Chemical Weapons (CW) agreements. 

TI1e Agency's vrork is not limited to supporting the treaty verification process. The U.S. 
government also relics upon OSlA's inspection experiences and linguistic capabilities to 
perform a variety ofothef' missions. To date, these include supporting the United Nations 
Special Commission (UNSCOM) on Iraq, providing humanitarian assistance through 
Operation Provide Hope, leading and supporting the Defense Treaty Inspection Readiness 
Program (DTIRP). supporting U.S. Forces Korea (USFK.), assisting implementation ofthe 
Cooperative Threat Reduction (CTR) program and working towards peace by supporting the 
multilateral inspection activities in Bosnia and Herzegovina under the Dayton Peace Accords. 

DoD Field Activities. The DoD Field Activities are established by the Secretary ofDefe.nse, 
under the provisions ofTitle 10, United States Code, ro perform selected support and service 
functions of a more limited scope than Defense Agencies. 

• 	 American Forces Information Service (AFIS). The American Forces Information Service 
(AFIS), unde.-the authority, direction, and control ofthe Assistant to the Secretary of 
Defense (Public Affairs): (l) advises and acts for the ASD(PA) in managing DoD internal 
information programs; (2) develops policies, guidelines, and sl.andanls for the m111ui.gem1::nt or 
DoD visual infonna1ion (VI) activities and programs; (3) develops policies, guidelines, and 
standards for the management ofAnned Forces Radio and Television Service (AFRTS) 
outlets and a.;tivities; and {4) provides joint-interest print, radio, film, and television materials 
for ui;;e in the internal information programs of the Military Departments and other DoD 
organizations. 

The Armed For<:es Radio and Television Service (AFRTS) provides radio and television 
pl"ograms to l million service members and their families overseas, to include Navy members 
aboard ships at sea. AFRTS's programming huh is located at its Broadcast Center at March 
Air Force Base, Calif., which obtains radio and tele.,,ision programs from commercial 
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networks and syndicators - or specially produces them - and sends them out worldwide. 
AFRTS has outlets in about 140 countries. Outlets range in size and capability from large 
radio and TV facilities like those found in U.S. metropolitan nn:as-to small, unmanned 
repeater stations - to simply video monitors and videocassette players. 

• 	 Defense Medical Program Activity (DMPA). The Defense Medical Programs Activity 
(DMPA), under lhe authority, <.lin::ction, and control of the Assist11nt SecretaryofDd'ensc 
(Ilealth Affairs), is designed to help suppon the resources planning, programming, 
budgeting, execution, program review and evaluation ofthe Defense Unified Medical 
Program; end the information systems development 1111d management, facility planning. 
programming, budgeting, and review ~uirements of the Military Health Serviees System 
(MHSS). 

• 	 Defense Prisoner ofWar/MIJsing in Amon Office (DPMO). The Defense Prisoner of 
War/Missing in Action Office under the authority, direction, and control ofthe Assistant 
Secretary ofDefense (International Security Affairs), provides centralized management of 
prisoner ofwar/missing in action (POW/MIA) affairs within the Department ofDefense. 

• 	 Defense Technolflgy Securit)' Administration (DTSA). The Defense Technology Security 
Administration, under the authority, direction, and control ofthe Assistant Secretary of 
Defense (International Security Policy), serves as the focal point within DoD for 
administering the DoD Technology Security Program. It is responsible for reviewing the 
international transfer ofdefense-related teclmology, goods, and services consistent with U.S. 
foreigJt policy and nalional security objectives. 

• 	 Defease Civilian Penonnel Management Service (DCPMS). The Department ofDefense 
Civilian Personnel Management Service (CPMS), under the authority, direction, and control 
ofthe Assistant Secretary ofDefense (Force Management Policy} (ASD(FMP)). provides 
civilian personnel policy support, functional infoIDllllion management, and centralh:ed 
administration ofcommon civili21n personnel management services to the DoD Components 
and their activities. 

• 	 DoD Education Activity (DOD.KA). lhe Department ofDefense Education Activity 
(DoDEA), under the authority, direction, and control ofthe AssistlUlt Secretary ofDefeJIBe 
(Force Ma11agemcnt Policy), serves as the principal staffadvisor to the ASD(FMP) on all 
Defense education matters relative to overseas, domestic, and continuing adult and post
secondary education activities and programs. 

• 	 Oflke of Civmau Health and Medical Program of the Uniformed Services 
(OCHAMPUS). OCHAMPUS, under the authority, dir~n, and control of the Assistant 
Secretary ofDefense (Health Affairs), administers civiliPD health and medical programs for 
retirees, and for spouses and children ofactive duty, retired, and deceased members of the 
Uniformed Services. The Uniformed Services .inclndethe AJTny, Navy, Air Force, Marine 
Corps, Coast Ulwd, and the Commissioned Corps ofthe National Oceanographic and 
Atmospheric Administration (NOAA) and the Public Health Service (PHS). 
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• 	 Office ofEcanomic Adjustment (OEA). OEA, under the authority, direction, and control of 
the Deputy Under Sllecelary ofDefense (Industrial Affairs aml Installatiuns {DUSD (IA&I)), 
serves as the principal staff advisor to the DUSD(IA&l) on economic adjustment, joint land 
use studies, and intergovernmental coordination program matters. 

• 	 Washington Headquarters (WHS). WHS provides administrative and operational support 
to specified Department ofDefense activities in the National Capital Region (NCR). 

Readiness 

U.S. Defense Strategy. Since the ibunding ofthe Republic, the U.S. government has always 
sought to s~ure for the American people a set of basic objectives: 

• 	 The protection of their lives and personal safety, both at home and abroad. 

• 	 The maintenance of1he nation's sovereignty, political freedcms, and independence, with i~ 
values, institutions, and territ.ory intact. 

• 	 TI1eir material well-being and prosperity. 

On the eve cfthe 21st century, the international environment is more complex and integrated 
than at any other time in history. The number and diversity of nations, organi7ations, and other 
actors vying for influence continue to grow. At the same time, the global economy is 
increasingly interdependent. Not only does this offer the United States the promise ofgreater 
prosperity, it also ties the security and well-being of Americans to events beyond their borders 
more than ever before. Today, incidents formerly considered peripheral to American security -
the spread ofethnic and religious conflict, the breakdown of law and order, or the disruption of 
trade in faraway regions -- can pose real threat~ to the United States. Like-wise. new 
opportunities have arisen for the United States, in concert with other like-minded nations, to 
advance its long-term interests and promote stability in critical regions. 

In order to shape the in1emational security environment in ways that protect and advance U.S. 
interests, 1he United States must remain engaged and exert Leadership abroad. U.S. leadership 
can deter aggression, foster the peaceful resolution of dangerous conflicts, underpin stable 
foreign markets, encourage democracy, and inspire others to create a safer world and to resolve 
global problems. Without active U.S. leadership and engagement abroad, threats to U.S. security 
will worsen and opportunities will narrow. If the Uruted States chooses not to lead in the post
Cold War world, it will become less able to secure the basic objectives outlined above. 

Keeping U.S. Fortes Ready. The number one priority ofl:he Department ofDefense is 
maintainiug the readiness and sustainability ofU.S. forces. The United States must have highly 
capable forces that are prepared to rapidly respond to the diverse demnnds ofn pe>st-Cold War 
world. Managing this goal is one ofthe Department's most aggressive and ambitious 
undertakings. A fhndamental challenge resi,; in undeTstandi11g what readiness really means in 
terms of national policy goals and what the Department is doing to assess, measure, correct. and 
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project the readiness ofU.S. forces today, tomorrow, and in the future. The U.S. National 
Military Slmlegy outlines a broad spectrum ofcommitments, specifically tl1a:t U.S. forces n1ust 
be prepared to fight and win the natfon's wars, deter aggression and prevent conflict, ond conduct 
peacetime engagements Maintailling readiness is an essential component in virtually all of the 
Department's activities. In general terms, readiness is the overall ability of forces to atrlve on 
time where needed and prepared to effectively carry out assigned missiOlls. The ability ofunits 
lo be ready on time to CllIIY out lht:ir missions, in tum, is a fw1ction ofhavili.g the equipment, 
supplies, logistics, intelligence, and eiqierienced people with the skills to accomplish assigned 
tasks. 

U.S. forces are ready to meet these missions. To maintain 1he readiness ofthe force, the 
Department has encountered these challenges: deyplon and retain hjgb quality people,~ 
ademJ!!.te readiness funding, and deye!qp and manH.li:t a ::;,ystetn of ms;asuriD!! and asse&:iing 
reamm:;u. Challenge& to maintaining readiness rest primarily with six variables: personnel, 
equipment, training, logistics, professional development, and the financial resources to support 
these elements. A deficit in any one will degrade readiness. Jt take.~ l'C$0urces and time to 
develop and sustain ready forces. Readiness is cumulative; it takes 20 years to develop senior 
level individual military leadt:rs, 7-11 ycu:rs to develop and field technologically superior 
equipment, and J-2 yea:rs to den.lop a sustainment program to provide trained and ready units. A 
decline in resources or adequately educated and trained people will lengthen the amount of time 
it takes to rebuild readiness. Through its effons to ensure a highly capable force, DoD has 
encountered these challenges to readiness: people, readiness funding, and staying on top of 
readiness. The following discussion characterizes these challenges and describes how the 
Department ill addressing these issues. 

• 	 Quality Person-I - Attracting/Retaining Quality People. The first challenge to keeping a 
ready force is attracting and keeping high quality people. This is becoming increasingly 
difficult, given the attractiveness ofnonmilitary careers in an improving economy and 
demanding pace ofmilitary operatiu~. Today, the all-volunteer force includes some ofthe 
most skilled men and women ever to wear the uniform. High. quality people are the 
foundation oftoday's high quality force. The challenge to readiness is to keep it that way. A 
weapon system will be only as effective as the people who operate and mmntain it. 
Recruiting 8J'ld retaining quality people significantly affect readiness. lbe Department is 
meeting its recruiting goals, including quality goals, and currently en,joys high retention rates 
among service member.1. The Department has taken SC'Veral steps to improve quality of life 
so that the Services can continue these positive 1rends. 

Quality of life programs support readiness in three ways. First, quality of life helps the 
Department :recruit good people by offering attractive incentives for education, health care, 
career advancemc:nt, and retirement. among others. Second, quality oflife programs provide 
assurance to service members that their families will be taken care ofduring deployments 
an important considemtion with a more mature and family oriented all-volunteer force. Third. 
they help to retain the best people -- well-trained people who are competent in their ski!Js and 
who have high morale. The Secretary ofDefense's initiative to add S2..7 billion over six years 
(FY 1996-2001) recognizes the imponance of the quality oflife of service members and its 
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relation to the readiness ofthe force. The $2.7 billion for these initiatives will improve 
compensation, living acconunodatio1is, and family and community support. 

• 	 Readiness Funding. The second challenge is to make sun: the Department has the right 
resources allocated to the right ptllllOSesin 1!1Uppo.rtofreadinemL Many of the assumptions on 
funding become inaccurate due to shifting priorities and the lengthy budget and execution 
cycle. Structuring the budget to tmSURI nsadiness involves a rigorous, multistep process. For 
the FY 1997 budget request :sent to Congress, this process began over a yenr ago with the 
Secretary's guidance to the Services and other defense components. The Secretary directed 
the Services to provide enough funding in future programs and budgets to ensure their forces 
were ready to carry out missions at acceptable levels of risk. UndetSCoring the strength ofthis 
priority, the Secretary allowed the Services to break his guidance elsewhere ifrequired to 
maintain readiness. 

The budget development process included two other important steps to ensure that U.S. 
forces had sufficient readiness to carry out joint operations. The tlrst involved direct 
discussions between the Secretazy and the Commanders in Chiefto ensure that their 
readiness conccms were met. Second, the Joint Staff, undt:r the leadership of the Vice 
Chaiiman, undertook a detailed icview of readiness-related funding. The results, reflected in 
the Chninnan's Program Assessment, led to the inco:rporation of several important 
enhancements in the fmal budget submission. 

The results ofDoD's approach to getting readiness funding right ftom the start were 
incorporated into the FY 1995 budget, whicli involved many clum.ge$ from the previous year 
and conccted some unrealistic msumptions. The FY 1996 budget also reflected robust 
readiness fun.ding. The Department's FY 1997 budget request offers further refinements in 
readiness, building on progress made in the previous fiscal year. For example. levels of 
funding for operatioru; and maintenance-the major, but not sole. source of readiness 
funding -- indicate that DoD has maintained hil:iluric levels of readitte5$. b1 light ofthe 
improvements made, the FY 1995-1997 budgets arc balanced and realistic. Indeed, the 
funding provided in the FY 1997 budget will maintain adequate readiness levels in the 
Services, with one :important provision -- the Department must receive timely funding for 
unhudgeted contingency operations. 

• 	 Staying on Top ofReadiness. Even with the best plans for people and resources to support 
readiness, the "third challenge is to watch closely what happens as plans ll!'e executed and to 
make timely adjustments when problems arise. The Department has improved its ability to 
assess readiness to ensute1hat it has a clear picture of the health ofthe force. When costs 
were incurred fur unfunded contingency operations during FY 1994, the Department knew 
there would be some pockets ofunreadiness. but the efi"ect that reallocating O&M fuuds had 
on force readiness (lOU(d not be accuratdy projected. When readiness declines did occur, the 
readiness reporting system informed senior leaders in the Department o.nly after many weeks 
had passed, which was an inherent weakness in the readiness reporting methodology in effect 
at the time. To COO'eci these deficiencies. especially the ability t.o uncover readiness 
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problems quickly and correct them as fast as possible, DoD implemented a number of 
initiatives to improve its assessimml mid cocrectional capability. 

Financial Performance Measures 

Mnancial performance measures summarize significant indicators offinancial results and 
financial CQlldition and arc included in each of I.he DoD reporting entity financial statements. 
TI1e staJJd alone financial statemems for OQD reporting activities identify and discuss material 
changes and significant trends in financial results or condition for those funds and appropriations 
they receive. 

The emerging requiiements of Public Law 103-62. "The Government Performance and Resulls 
Act of 1993," scheduled for implementation in FY 1999, will complement and expand the 
framework for linking fmancial and program performance establi:ihed by the CFO Act. 

Finani:ial Management Issues 

The ..cold war" has been won and. as a result, the infrmlrucl.UIC and overhead of the Depadmen.t 
ufDefense (DoD) is being reduced. The DoD financial management community is on active 
participam in the downsizing and has some I00 projects underway to improve and streamline 
financial management, as well as the timeliness and accuracy ofaccnunting data. As a result, the 
Department is in the midst of the most comprehensive reform offinancial management systems 
and practices in its history. These reform efforts are drlvc:n by two pressing needs: fast., tl1e need 
to ovacome decades°"ld problems in flnaocial management systems and pi:ocedures; and 
second, the need 1o lower administrative costs by redesigning fundamentally the Deparunent's 
fiscal operations. 

Underlying Causes ofDoD Financial Management Problems. Prior to January 1991, the 
Department ofDefense had a totally decentralized mode ofoperations. Reflecting that reality, 
the three Military Departrnent.s and the major Defense Agencies had, until recent major reforms 
began, managed their own budget, finance, and accounting systems. As a result, they developed 
their own processes and business practices, geared to their particular mission, with little incentive 
to achieve compatibility with other DoD activities. As DoD missions became more complicated 
and organizations "Were required to interact more wilh each other, the iru:ompatibility ofsystems 
am! lack ofstandardization took a to11. Rather than redesigning its organization or stalldardizing 
its multitude ofsystems, the Department developed increasingly complex business practices to 
link its systems. Such complexity left DoD imancial system~ prone to error or to demands that 
could not be met with the platforms, personnel, or time available. No matteT how good the 
people operating those systems. problems were inevitable. Moreover, there was llll inherent 
inefficiency in having scores of im:umpatible organizations that performed virtually identical 
functions. 

Financial Management Reform Initiatives. l'ollowing is a briefdescription of the spe°Cific 
tactics that are being employed by the Department to refonn its entire financial mm111gcment 
process and achieve compliance with statutory and other regulatory requirements by Fiscal Y car 
2003. These actions are consistent with, and in direct support of, the Department's 1996 Chief 
Financial Officer's Financial Management Status Report and Five-Year Plan. 
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A. CgnsoJiruak Fjnani;e Hd Al;eoo ntjng Opcraljgns 

The Department is reducing the nwnbcr of sites that perform fmancc and accounting functions
-from 343 to not more than 26 by Fiscal Ycer 1998. To date. 230 ofthe 343 sites have been 
closed. 

The new organizational structure is expected to facilitate standanli.Zl'ld and slreamlim:d 
operations, improve accountability, reduce data reconciliation, enhance flexibility, improve 
contingency capabilities, complement the use ofintegrated systems, promote cccnomy and 
efficiency, and focus on service to the customer. Savings are expected to result from eliminating 
redundant activities and wmecessazy intennediate offices; reducing unnecessary management 
levds. overhead, and support persoruicl; and eliminating redundant systems and the support 
staffs that .maintain them. Streamlining organi211tions, together with standa:rdiz.ing systems and 
employing more successful business practices, also should result in better financial management 
services. In particular, streamlining should promote consistency in operations, a singular .inter
pretation ofpolicies and procedures~ and the strengthening of internal controls. A new structure 
also is expected to improve, substantially, the integrity of financial infonnation throughout the 
Department, thereby enhancing service to defense conlra<:tor,,_, milituy and civilian employees 
and DoD and other federal managers at all levels, and improving responsiveness to the Congress.• 
other regulatory organizations and the American taxpayer. 

All ofthis, ofcourse, does not come inexpensively or without substantial involvement from both 
users md providers ofinfonnation. The application ofsubstantial resources, as well as increased 
training and education, will be required to achieve these obj=lives. A failure to make the 
required investment is likely to perpetuate cum:nt financial m1111agemcnt deficiencies and 
problems. In adopting this Plan, the Department intends both to apply the necessary resources 
and vigorously exercise its financial stewardship. 

B. B11slncg Pmg11 Reenfineednr 

The success ofthe Department's financial management reform depends upon a reengineering of 
its business practices.. Fmidamental change is e&sential; merely automating current practices only 
would speed the handling ofdata that is incapable ofbeing integrated into useful results. 
Although a difficult, time-consuming process, the Department must conduct baseline studies of 
cwn:nl procl'dure:s, eliminate needless or duplicative processes, and standardize and consolidate 
the m;any systems and processes used in DoD fmancial management. This process now fa 
underway--with the overriding objective ofproviding timely, consistent and accurate financial 
information. 

Business process reengineering efforts include simplifying, llllandardizing, and improving 
financial management regulations and procedures. The KDoD Financial Management 
Regulation,'' is expected to replace some 70,000 pages ofseparate DoD Component regulations 
with most of the target 15 volumes already in use. Initiatives to simplify, standardi7.e, and 
improve policy and prpcedures include both traditional guidance and the standardi:zation of 
financial management data elements, formats and specifications to facilitate greater use of 
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modeni technologies. The use ofteclmologi.es such as electronic commerce, electronic document 
management and telei;ervices are expected to drive significant business process impmvement.'I. 

Busin~ process reengineering extends beyond finauci.al m<magement into other fi.mctional areas 
suc.h as personnel, logistics and acquisition. The financial management community cannot 
operate in isolation from other functions. In fact, it bas been estimated that the financial 
community is reliant on the data captured in other communities fur some 80 percent ofthe data 
used in its processes. Data needed to :support f'mancial fimctions is expected to be captured once, 
at the source, and transmitted to various using functions (both financial and non-financial) via 
electronic media. A greater degree ofautomated infunnation exchange also must occur between 
the Department and its trading partners. The huge volume ofpaper associated with financial 
management today must be eliminated-replaced by electronic transfers ofvendor invoices and 
receiving reports, payments via electronic funds transfer, on-line financial reports, and the like. 
All 8.$])ects ofimproving DoD financial management will be explored through a variety of 
bWiille$8 process reengineering iniliali ves. 

C. lmproye Finanelal Manapment Systems 

By Fiscal Year 2003, the Department expects to have a financial management architecture in 
place that is capable ofproducing auditable financial st.ateimmls. The Dc:parlmc::nt currently is 
analyzing how system improvements, new technology and modifications to worlc processes can 
together enhance the Department's finrmcial operations and improve program and imancial 
management. Financial management system$ improvement efforis will seek cost effective and 
efficient solutions an.d--where applicable-will employ the use ofoff-the-shelf software solutions. 

l. 	TargetArchitr:ctgre 

The DoD target systelDS architecture (see Appendix I) is expected to be comprised ofa minimum 
number offinance and accounting applications to support core accounting and business 
requirements that arc integrated into the broader DoD functional and technical architecture. The 
following are the fi:ature:s ofthe target sysll9Ils architc=clun:; 

• 	 standard processes and infonnation classification structure that is consistent with the U.S. 
Governnient Standard General Ledger; 

• 	 accounting data captured at the source and at the level ofdetail necessary to impport 
budgetary and financial requirements; 

• 	 employ open system envirollnlent concept; 

• 	 use standard data elements; 

• 	 integration to share standardized data between unique functional areas; 

• 	 global edit tables to ensure da1a integrity; 

• 	 standard. interfaces to update subsidiary and general ledger accounts; 
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• 	 consistent intemal controls to insure resource use is consi!lltml with laws, n:gulations and 
DoD policies; 

• 	 accounting data maintenance to pennit reporting in accordance with fedeTal accounting 
standards; 

• 	 conform with applicable functional requirements for the design, development. operation 
and maintenance offinancial management systems; 

• 	 performance measurement capability to support budgeting, program management and 
financial statement presentation; and 

• 	 use ofsecurity controls. 

2. 	 ,\y.~tem.or C:on.o;olida.tilJ11 

The myriad ofexisting, duplicative fi11a11cial systems must be substantially Ioduced to decrease 
cost and achieve standardization. To nooomplisb this. the Department's strategy aims to 
eliminate wmeeded systems by consolidating finance and accounting functions to a select set of 
migration sy!ltems. The migration systems will be implemented in three concurrent stages (see 
Appendix II) at the conclusion ofwhich the process is expected to culminate in a financial 
management system comprised ofa suite of standard inteped applications that are CFO and 
Year 2000 compliant (see Appendix lII). 

Stage 1: lmprave Care Accqyntj>1f .slrstmn• 
During this stage. systems will be consolidated generally along DoD Component lines. 
Enhancements to comply with CFO and Year2000 :requirements will be made along with 
standardized processes and data. This includes implementing the U.S. Government Standard 
General Ledger and a standard budget and accOllZlting coding structure. 

Stage. 2: lnlegrqte AcrnunUnr Svstew 

Tills stage integrates the accounting systems architecture through the development of a corporate 
dataha.<ie that links the accounting applications and performs functions that cross accounting and 
finance systems such llS prevalidmion. cross disbursemc:nt, departmental accounting and cash 
accountability. A warehouse c21pabilily lu slurc: imd share data for financial management analysis 
also will be established. 

Stage 3: Jntewate/Jnteef'qce Accounting qnd Rysjn,::rr En\tironments 

Complete transition to the DoD-wide system im::hileclwe awl interface with the DoD non
financial b\lSiness environments in a shared data environment to achieve accountability and 
auditability to SCJurce data. 

3. Data Standardizalion 

The Department views data as a resource and is committed to the efficient and effective use of 
standard datn across functional communities. The Department's strategy for data administration 

24 

53 


http:y.~tem.or


Appendix B. DoD Consolidated Financial Statements for FY 1996 and Auditor 
Opinion 

OVERVIEW OF 1HE REPORTING ACTIVITY 

is based on high level planning with a top-down modeling approach 10 achieve data 
stand.anfization. Standard data will be used to facilitate the consolidationoffmancial 
management systems, enhance compattl>ility between financial management and non-financial 
management systems, and support the reengineering ofbusiness practices. 

D. Management Control Mechaniam1 

Strong intemnl controls are essential to effectively controlling and accounting for DoD assets. 
Without effective inte:mal controls, the Department could not ensure that assets are protected 
against fraud. waste and mismanagement. The Department's senior managers will pJay an active 
role in identifying, reporting and correcting management control deficiencies. Additionally. the 
management control process is expected to be integrated into the daily management practices of 
DoD managers. 

E. Management Fnmework 

The success ofmeaningful financial management refonn requires1he sustained attention. 
cooperatio11 and commitment from top management across the Department. Collaboration 
among financial. and non-financial organizations will be improved and expanded to better ensure 
successful implementation of financial management refonn initiatives. Additionally, a cross
f11nctional oversight structure will he uo;ed to ensure the involvement ofthe Department's senior 
leaders in the financial reform process. 

Limitation of the Financial Statements 

• The rmancial statements have been prepared to report the financial position and results of 
operations for the entity, pursuant to the requirements of the CFO Act of 1990 and the 
Government Management Reform Act of 1994 (GMRA). 

While the statements have been prepared from the books and records ofthe entity, in 
accordance with tbe formats prescribed by 'the Office ofManagement and Budget (OMB), the 
statements are different from the financial statements used to monitor and control budgetary 
resources that are pn:pared from the same books and records. 

The statements should be read with the realization that they are for a Federal entity, that 
unfunded liabilities reported in the financial statements cannot be liquidated without the 
enactment ofan appropriation, and that the payment of all liabilities other than for contracts can 
be abrogated by the sovereign entity. 
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Con~olidated Statements 

Department Of DefllDK 
Stateme11t orFinancial Position 
At orSeptemller 30. 1996 
(Tlmusanda) 

ASSETS Prior t'ear • 

1. 	 Entity Assets: 
a. Transactions witb t'ederal (lntragovemmental) Entities: 

(I) Fund Balan~ with Treasury (Note 2) $184,244.796 
(2) fl1V1!$tments. Net (Note 4) 132, 776,006 

(3) ACCO\lllts Receivable, Net (Note S) 7,607,765 

(4) Interest Rc<:civable 4,202,116 


(5) Adv""""-" and 'Prepayments (704,752) 

(6) Ottler F cderal (lntragovemmental) (Note 6) 941.882 
b. Transactions with Non-Federal (Governmental) Entities: 

(I) lnvesttnents (Nole 4) 297 


(2) Accowus Receivable, Net (Note S) 7,475,327 


(3) 	Credit Prcgnm Receivables/ Related 

Foreclosed Property, Net (Note 7) 
 0 


(4) Interest Receivable, Ne1 28,296 

(S) Advances and Prepayments 8,654,608 


(6) Other Non-Fed&nl (Govermnenla') (Note 6) 
 37,,60 


"· Cash and Olh.er Monr;tary As•ets (Note J) 
 11.3,973 

d. InvlllltDcy, Net (Note 8) 177,SS8,96S 

e. Worlc: in Process (Nore 9) 2,S31,SS4 

t: 	 Opcmliog Mat.iriaWSupplies, Net (Nom IO) l,546,69S 
g. Stodq>ile Mstttials, Net (Note I I) 3,696,491 


h. Seized Property (Note 12) 0 


i. Forfeited Property, Net (Note 13) 0 


j. 	Goods Held Under Price Sur>rort ud 

Stabilization Programs, Net (Note 14) 
 0 

k. Propc:ny, pJ,,.,t and Equipment, Net (Note 15} 772,884,804 
I. Other Entity Assets 7,113,685 

· m. Total En1ky ASseU Sl.310,710.068 

I. 	Noa-Entity ANrt<= 
a.. Tnms~tions W".ll:h Federal (lnvagovemmern:al) Entities: 

(I) Fund Bo.Ian= with Treasury (Note 2) (SS83,0SJ) 

(2) Aeeou11t>; Receivable, Nel(Note 5) 
 118,917 


(;) Interest Receivable, Net 
 0 


(4) Ol:hei- (Note 6) 375,620 


TIM accompanying notn are a inlegr•I .,,.rt ofth...., st:Uemen.ls. 
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Department ofDereD$e 
Statement of Flnanc:iaJ Position 
A•nfSeJ*mber30, 1996 
(Tbousands) 

ASSET5,. Continued PriorYc-ar* 

2. 	 Non-Entity Anets: 
b. Transactions With Non-Federal {GovcmnmtClll) Entities; 

(J) Accounts Receivable. Ncl (Note .S) $539,S46 

(2) lnHrest Receivable, Net 52,674 


(3) Omer (Note 6) 7,S.SI 

e. Cash and Odier Monetary AllHIS (Note 3) 277,30.S 


d. OllmNon-Entil)' Assets 
 38,}62 


e.. Total Non-Entity Assels 
 S827,222 


3. 	 Total Assets st.,3 ll .S37,Z90 

LIABILITIES 

4. 	 L.iabB.lllcs Covere<I by Budgetary Raour•'CS: 
a. Transactions with Federal {lnlragovemmental) Ei>tities: 

(1) Account:! Payaible U,838,S87 
(2) lntc:n:sl Payable D 

(3) Debt (Nollo 16) J,382,763 


(4) O!her Federal (lntragovemmonu.I) Liabilities (Note 17) 6,300,S91 

b. Tnmsaclion5 wilh Non-Federal (Governmental) Entities: 

(I) Accounts Payable 15,132,9dl 

(2) Accrued Payroll and Benefits 
(a) Salorics and Wages 4,592,069 


(b) A1>1>ual Accrued Leave 978,934 

(c) Severance Pay and Separation Allowance 7Sl,19S 


(3) Interest Payable 251 


(4) Liabilities for Loan Gwi:rontees (Nore 7) 0 


(S) LeMe Liabilities (Note HI) 
 3,622 


(!i) Pertsicm.s and Other Actuarial Liabilities (Noto I9) 
 13:Z.7ll1,893 

(7) 	Other Non-Federal {Governmental) 


Liabilities (Nole I 7) 
 3,970.143 


c. Total Uabi1ities Covend by B11dgerary R"""urces: Sl7I,739.012 


The accompanying oohs an: a integral P"rt of then statements. 
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Departn:1entorJ>erense 
Statemellt ofFinancial Potition 
As orSeptemher 30,. 1996 
(Thousand.I) 

LIARil.ITTF.<;, Continued Prior Year• 

S. .Lial>llities NotCcJYered by Budgetary ll.csour•es: 
a. Tnms•ctiom with Federal (Intngovernmental) Entities: 

(l) Accoums Payable {$48,917) 


(2) Dolbt (Note 16) 0 

(3) Other Federal (lnttagovemmental) Liabilities (Note 17) 770,760 


b. Tmnsactions with Non-Fc:dcra.I (Governmental) Entities: 
(I) AccounlsPayable 
 S,254 
{'2) Debt(Note 16) 
 0 


(3) L"""" Llabilili.es (Note 18) 0 

(4) Pensions and Other Acmarial Liabilities (Note 19) 421,930,934 


(5) Ol:ber Non-Fedttal (Govenunemal) Liabilitio• (Note 17) :24,250,042 


c. Total Liabilitia Not Covered By .Budgetary Resou"'m $446,901,073 


6. Total Liabilities $618,647,085 

NET POSITION (Not~ 20) 

7, Balance" 
a. Unexpended Appmprialions $171.465,546 


b. Invcsied Capital 1,005,971,667 


c. Ci.lmubuive Results of Operations (3 l,026r'!36) 


d. Omer (6,6 tS,999) 


c. Futun: Fiwdiug Requirein"IJ15 
 (446,908,073) 


f, Total Net Position 
 $692,890,205 

8. Total Liabilil.ios and Net Position Sl,31 J,s:n.wo 

Tbe accomJ)llnying notes are a inlee;ral part of these statemcnu. 
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Depanmnt of ocrcnse 
Statcmcat or Operaliom and Changes ill Net PO$ition 
For the Pl!riml Ended &ptember 30, 1996 
(Thousands} 

PrlorVnr• 
RF.VENUES AND TINANCING SOURCES 

I . 	 Appropriated Capital Used $212,942,SSS 
2. 	 Rl!venues ft"om Sales ofGoods and Services 

a. To the Public 8,556,044 

b. lntragovemmBDtal 44,997,100 


3. 	 Interest and Penalties. Non-Federal 9,$64 
4. 	 Jolcrest, Federal l l,38S,08S 
S. 	 T11><es (Note 21) n 
6. 	 Other Revenues and F"manciog Sources (Note 22) 24,657,414 
7. 	 Less: Tax.,. and R.cccipls Tram;fcmod to 


fhe Treasury or06- Agencies 
 (651,633) 
II. 	 Total Revenues and l'inanei111 Soun:et S30l.896,IS9 

EXPENSES 

9. Program orOpcratingExpcascs(Note 23) $257,41S,2lJ: 
1O. Cost of Ooods Sold (Not& 24) 

a. To the Pu.blic 7,730,102 

b. Inngovemmental 31,266,410 


I I. Depreciation and Amortization l.SS8,025 

12. Bad Debts and Wrilttilfs 122,4115 


13. llltltrest 
a. Federal Fin.aneing Ranktrreasory Borrowing 0 
b. Federal Securities 0 
c. OdJer 6,509 

14. Other Expenses (Nore 2S) 23.024,177 
15. TomlExpemes $321,12.S,921 

16. 	Excess (Sbonege) of Revenues 111d 
Financing Soun;:o:5 Over Tula! ExpcDses 
Before Extraordinary Items {19,.229,752) 

17. Plus (Minus) Extraordinary llemS (Note 26) 428.252 
18. 	Excess (Sbonagc) ofRcvclllleS aatd 

Financing So~rees 0Yet' Total Expenses ($1 R,1101,510) 

Tho aaompanyiag notes a.-e a i111.egral part ofthese state111ents. 
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Dopartment or Defense 
Statement of Opentiom and Changes in Net Positioa 
For the Period Ended September 30, 1996 
(Tho-ds) 

EXPENSES, Contil\ued 
Prior Year• 

I,. Nd Position, Bqiinning Balanre, 01& Pre9io11sly Stated $7.U'i,220,581 
20. ~justmenls (Note 27) (9,001,015) 
21. Net Position, Beginning Balance, as Restated $717,219,566 
22. 	Excess (Shortage) of Revenues 11nd 

Yinmelllg Soun:es Over Toial Expenses (18,801,.510) 
23. Piii$ (Minus) Non Operating Cbengcs (Nole 28) (S,527,SS l) 
24. Net Position, Ending Balance !692,190,205 

'Ilic aci:ompaoying notes are a lnH:gral p11n of these statemonts. 
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Consolidated Statements 

The •ceompanying notes are a Integral p•rt or these statements. 
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FOOTNOTES TO 1HE PRINCIPAL STATEMENTS 

NOTES TO THE DEPARTMENT OF DEFENSE 

PRINCIPAL STATEMENTS 


:Wle I. Su mmar:y of Sig11i!ica11t Aec:ounting Po!icjes: 

A. Basis ofPresentation: 

These financial statements have been prepared to report the financial position and results 
ofopen1tions ofthe Depamnenl ofDefen::;c:, ais required by l1w ChiefFinancial Officers (CFO) 
Act, and other appropriate legislation. They have been prepared from the books and records of 
DoD Agencies in accordance with DoD guidance on the form and content of financial st!Uements 
as adopted from Office ofManagement and Budget (OMB) Bulletin No. 94-0I, "Form and 
Content ofAgency Financial Statements, hand subsequent issues. Consequently. these 
statements are different from the financial reports, also prepared by lhe DoD Agencies pursuant 
tu OMB directives, tl1a1 are used to mo.nitor and control DoD's u:sc of budgetary resources. 

These financial statements are prepared from a consolidation ofaccounting infonnation 
reported from multiple field level and departmental level accounting systems. J >o I} Agency 
general ledger account balances ha""C been 1."Crified to the year-end departmental budget 
execution repons. Other methods, to include feeder reports, mwil be usr:d Lo verify the accuracy 
of general ledger balances in those instances where budget execution and expenditure reports 
don't contain the proprietary infonnation - for example, "Government Furnished Property.M 

Budget execution reports are prepared from field level reports that are certified for accuracy and 
completeness by the individual responsible for the allotment of funds. 

B. Reporting Entity: 

Fiscal year 1996 represents the first year the Department ofDefense prepares and bas 
audited an agency-wide set offinancial statements. The reporting entities within the Department 
have been changed to facilitate this new reporting requirement. Auditors will be issuing reports 
on the imancial statement$ oflhe following reporting entities: l) Army; 2) Navy; 3) Air Force; 4) 
Defense Business Operations Ftmd; 5) DcD Military Retirement Trust Fund; 6) National 
Defense Stockpile Transaction Fund; and 7) U.S. Army CO!ps ofEngineers (Civil Works). In 
addition to the preceding seven entities, a new reporting entity - "Other Defense Organizations" 
has been added to incoipOrate all remaining DoD agencies. 

Auditors will not issue a separate report on the "Other Defense Organizations" but v.ill be 
issuing reports on selected agencies within this reporting entity group. Consequently. since all of 
the DoD reporting entities comprising the DoD Consolidated Report have separate audit reports 
with the exception of"Other Defense Organizations" - readel'!I ofthis consolidated report may 
refer back to the underlying CFO Report for more specific financial statement presentations and 
disclosua=s. ll11:se co.nsolidaced statements account for all funds fo~ which the Department of 
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Defense is responsible except that infonnation relative to classified assets, programs. and 
operations has been excluded :from the statements or otherwise aggregated and reported in such a 
manner that the infonnatfon is no longer classified. 

The accounts used to prepare the principal statements are claqsified as entity/non-entity 
and. by type of fund. Entity accounts consist ofresources that the agency has the authority to 
decide how to use, or wbe1·e manageme11t is legally obligated to use funds to meet entity 
obligations. Non-entity accounts are assets that are held by llll entity but ll?e not avai table for use 
in operations. 

C. Budgets and Budgetary Accounting: 

Funds are distributed by appropriation directors to the entities responsible for 
accomplishing the diverse missions for which the Department ofDefense is responsible. As 
missions are performed, reporting entities record obligations and disbursements against the 
applicable appropriations. The DoD appropriations are divided into the general, revolving, trust, 
special and deposit funds. These accounts are used to fund and report how the resources have 
been med in the course ofexecuting the DoD's n1issions. 

General funds contain the bulk ofCongressional appropriations, includlltg persoDnel, 
operations, research and development, investment, and construction account<;. 

Revolving funds receive the.ir initial ·working capital through an appropriation or a 
transfer ofresources from existing appropriatiolll! offunds and use those capital resources to 
finance the initial eost of products and services. Financial resources to replenish the initial 
working capital and to pennit continuing operations is generated by the acceptance ofcustomer 
oTders. 

Trust r-ds are used to record the receipt offuuds held in trust for the govemmeot.. 

Special funds are comprised ofreceipt and expenditure accounts that can only be used in 
accordance with specific provisions oflaw. 

Deposit funds generally are used to hold assets that me awaiting legal determination or 
for which the DoD acts as agent or custodian. These accounts ma.y also be used formridentified 
remittances. 

D. Basis ofAccaunting: 

Tramactions are gene:rally recorded on an accrual basis and a budgetary basis. Under the 
accrual method, revenues a:re recognized when earned and expenses are recognized when a 
liability has been incurred, without regard to the actual receipt or payment ofcash. Budgetary 
accounting is accomplished through unique genera.I ledger account<: which facilitate DoD's 
compliance in meeting both legal and intemal control requirements associated with the use of 
federal funds. All known intrafund balances have been eliminated. 
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E. Revenues and Other Financing Sources: 

The: DoD receives the majority of funding required to support its programs and missions 
throush Congressional appropriations. A financing source, "Appropriated Capital Used, his 
recogni7Jed each f'JSC:al year to the extent that appropriated funds have been consumed. Purchases 
ofcapital items and accrual'\\ of unfunded liabilities are excluded from the "Appropriated Capital 
Used" account. 

Appropriations are,. when anthori7.ed, supplemented by revenues genen.ted by sales of 
goods or services through a reimbursable order process. Revenue is recoanized to the extent the 
revenue is payable to the DoD from other federal agencies and the public as a result ofcosts 
incurred or services performed on their behalf. Revenue is recognized when earned under the 
reimbursable process. 

Other revenues and financing sources include donated revenue and inventory and other 
gains. Donations are recognized as ·a f'mancial source upon acceptance of the donated asset. 
Revenue is recorded for the value of the increase to the asset accounts. Certain expenses, such as 
annual and militazy leave earned but not taken, are not funded when accrued. Such ex:pc:n.ses arc 
fmanced in the period in which payment is tiequirc:d. Therefore, an amount due from future 
financing :sources (appropriations to be provided) is recognized as an offset to equity in the 
consolidated statement offinanclaJ position. 

F. Accounting for Intra.governmental Activities: 

The DoD, 113 an agency of the Federal Government, interacts with and is dependent 
upon the financial activitiep; of the Federal Government as a whole. However, it should be noted 
that these finaneial statements do not reflect the results ofal I financial decisions applicable to the 
Department as though the agency were a stand alone enticy. 

The DoD's proportionate share ofpublic debt and related expenses of the federal 
government are not included in these financial statements. Debt incurred by the federal 
government and the related interest are not apportioned to federal agencies;_ 

These financial statements do not reflect any portion of the public debt or inhm:st 
thereon, nor do lht: stateme.n.ts reflect the source ofpublic financing (e.g. debt issuance, tax 
revenues). The related interest costs incurred in the construction ofDoD facilities are also not 
capitalized since Treasury does not allocate ina:rest eosts to the benefiting agencies. 

The DoD's pennanent civilian employees and military personnel are covered undt:r Liu: 
Civil Service Retirerm:nl System (CSRS), Federal Employees Retirement System (FERS) and 
the Military Retirement System (MRS) plans. 

CSRS - DoD makes matching contributions equal to 7 percent of civilian pay. 

http:stateme.n.ts
http:anthori7.ed


Appendix B. DoD Consolidated Financial Statements for FY 1996 and Auditor 
Opinion 

FOOTNOTES TO 1HE PRINCIPAL STATEMENTS 

40 

69 


FERS - DoD contributes to FERS, Se<:ial Security (SS) and Thrift Savings Plan for 
civilian e::mployc:es hired after December 31, 1983, or CSRS employees that elected to be covered 
underFERS. 

MRS - DoD contributes to the Military Retirement Tmst Fund for Active Component and 
Reserve/National Guard members. 

The DoD also contributes to the FERS Thrift Savings Plan on behalfofits participating 
employees. The following contnl>utions listed below were made to the retirement plans and 
FERS Thrift Savings Plan (TSP) for the Military Departments. 

Retirement Contributions 
(Thousands) 

CSRS $856,674 
FERS 1,075,077 
MRS 10,141,764 
Social Security 1,888,791 
Total $13,962,306 

TSP $361,631 

The DoD funds a portion of the pension benefits under these retirement plans. No 
amounts relating to the civilian workforce are reported as assets or liabilities in the financial 
statements bet;:ause the funds are maintained and reported by the Office of PeJSOnnel 
Management fur CSRS and FERS. However, &.'!lsets and liabilities relating to tile military 
workforce are included in these statements through reporting by the Military Retiremem Trust 
Fund. 

G. Funds with the U.S. Treasury and Cash: 

The DoD's fundmg ~mrrces are maintained in Treasury receipt and expenditure 
accounts. The account balance with Treasury represents the aggregate ofall DoD .appruprh1.Lions. 
Tiie DoD is an agent for the Department ofthe Treasury for cash on hand. 

Fund Balance With Treasury is adjusted for the amount ofundistributed disbursements 
and collections reported in lhe departmental expenditure systems. A corresponding adjustment is 
also processed to both accounts payable and accounts receivable respectively. These adjustments 
represent DoD's in-float (undistributed) dfabunit..=IS/collections for transactions that have been 
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reported by a disbursing station but not recorded by the appropriate accounlabl~ s1.alion. See 
Nute 2, "Furn.I Balance with Treasury." 

Cash in the accounts ofDoD officials was reported in the financial statements as 
''Cash and Other Monetary Assets." Other cash reported included imprest fund and undeposited 
collections. DoD disbursing officers also maintain small on hand balances offoreign C\lITencies 
when acting as an agent fur lhc Treasury Department in overseas locations. These foreign 
cUirency balances are reported at the U.S. Dcllar equivnlent using the exchange rate in effect on 
the last day ofthe reporting period. See Note 3, ..Cash, Foreign Currency, and Other Monetary 
Assets." 

H. Foreign Currency: 

The Department conducts a significant portion ofits operations overseas. Gains and 
losses from foreign currency transactions for four general fund appropriations (operation and 
maintellllilCe, military construction, tilrnily housing operation and maintenance, and family 
housing construction) are recognized and reported in the statement ofoperations. Simihir gl:li.11s 
and losses from ulht:r appropriations are not recognized in the Statement ofOperations and 
Changes in Net Position. They arc absorbed by budgetary transactions in which obligations are 
increased or decreased to reflect foreign currency fluctuations. Gains and losses from foreign 
currency transactions are computed as the variance between the cu.n:ent exchange rate at the date 
ofpayment and a budget rate established at the begjnning ofthe fiscal year. 

I. AcL-ounts Receivable, Net: 

As presented in the Statement of Financial Position, accounts receivable includes 
accounts, claims, and refund!! receivable from other entities. Allowances for uncollectible 
accounts are based on an analysis of collection experience by fund type. See Note 5, "Accounts 
R~eiv1:1ble, Net." 

.J. L(laos Receivable: 

Loans are accounted for as receivables after funds have been disbursed. For loans 
obligated prior to Oet0ber 1, 1991, loan principal, inlc=resL, and penalties receivable are reduced 
by an allowance fur estimated uncollectible amounts. Tue allowance is estimated based on past 
experience, present morket conditions, and an analysis ofoutstanding balances. For loans 
obligated on or after Octooer 1, 1991, the loans receivable are reduced by an allowance equal to 
the present value ofthe subsidy costs (due to the interest rate differential between the loans and 
U.S. Treasury borrowing, the estimated delinquencies and defaults net of recoveries, the offset 
from fees, and other estimated cash flows) associated with these loans. 
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K.. Inventory, Net 

Currently, inventory is not reconli:d in the fi11a.11cial statements at the approximate 
hh;torical cost in accordance with Statemem ofFcd.eral Finencial Acco\Ulting Standards Number 
3, "Accounting for Inventory and Related Property." Instead. inventory is valued at a standard 
price (sale price) which includes the purc-.base price plu..o; cost recovery factors {commonly called 
surcharges) nece.qsary to recover operating costs and anticipated inflation rate changes. Gall:1s or 
losses that result from valuation changes for inventory are not recognized and reported in the 
SlaL1:m1mt uf Ope1-ations. Such gains or losses arc,. however, reflected in the inventory asset 
valu!dion and related invested capital account in the Statement ofFinancial Position. See Note S. 
"Inventory, Net." 

L. lnve1tmeots ill U.S. Govemme11t Securities: 

Invest111ents in U.S. Government securities arc reported nt cost, net of unamortized 
premiums or disccunts. Premiums Or discountJ:i are amortized into interest income over the term 
ofthe investment. The rePQrting entity's intent is to hold investments to maturity. 
Consequently, no provision is made for unrealized gains or losses on these securirles because, in 
the majority of cases, they are held to maturity. Sec Nol~ 4, "Investlllents, Net." 

M. Property, Plant and Equipment, Net: 

Property, Plant and Equipment (PP&E) represents the majority of total assets recorded on 
the Statement ofFinancial Position. Property accountability systems maintain the subsidiary 
records that support the general ledgi:r balances as recorded in the financial aooounting systems. 
Property book officers generally report PP&E end of period balances to the supporting 
accounting offices on a quarterly basis. 

Valuations fm weapons systems aie to be based on historical procurement costs, 
however, most ofthe Departmem's tracking sylltems were not designed to record and pcrp<:tuate 
indmdual acquisition costs. Instead they <=ign standard costs to like items. Standard cost is 
normally the latest acquisition costs for specific Federal stock categories. Engineering and 
modification costs incurred subsequent to approval of the basic procurement contracts are valued 
at the contract price ofthe engineering change order, value engineering, or modification which 
extends the life of the asset or capability of the system, and any other cost of maLerials or 
services not included in the contract cost 

Land and facilities ere valued at cost. Buildings are capitalized when conmucted or at 
the date ofacquisition. Significant improvements to land and buildings normally are capitalized 
and depreciated over their remaining useful life. Audits ofthe Department's :financial statements 
WIYe shown that documentation to support the recardi:d acqwsitio11 cost ofmany older properties 
is no longer available. Obtaining appraisals for older property for which original acquisition 
records arc no longer available is not cost effective, especially considering the number and age of 
many of the Department's real property assets. As a reasonable solution to 1his dilemma. 
recorded valuation ofproperty is pennitted fur financial statement purposes in cases where 
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original reconls supporting the property acquisition cost are no longer available. The DoD has 
requested that the Federal Accounting Standards Advisory Board endorse the above policy until 
sucb ti1ne as other applicable acc:ow1ting standards are issued by the Board. 

Routine maintenance and repair costs are expensed when incurred. Depreciation of 
property and equipment - required for revolving funds- is calculated on a straight line basis. 
Depreciation is not required for general fund equipment and buildings. 

N. Prepaid and Deferred Charges: 

Payments in advance ofthe receipt ofgnndo; and services are recorded as prepaid charges 
at the time of prepayment and reported as an asset on the Statement ofFinancial Position. 
Prepaid charges are recogn.iz.ed as expenditures and expenses when the related goods and 
services are rccci'vcd. 

O. Leases: 

As of September 30, 1996, the DoD was committed to numerous operating leases and 
rental ag1-eements. Generally, these leases and agreements were for the rental ofequipment, 
space, rights ofway, end operating facilities. The DoD owns substantially all of the facilities and 
real property used in its domestic operations. Capital assets overseas are purchased with 
8ppropriated :funds; however, title is retained by the host country. 

Real property assets at overseas locations are classilied as Capital Leases ill accordani;e 
with DoD accounting policy. The policy requires that real property assets recorded under foreign 
government agreements permitting DoD occupancy of facilities - which require maintenance to 
be provided by DoD - be recorded as a capital lease. These "capital leases» do not fit the criteria 
ofa typical capital lease due to the nature ofthe agreements Vllith foreign governments and the 
fact that the assc:ts have already been funded and disbursements have already been made out of 
appropriated funds. Consequently, no capital lease liability is required for financial statement 
recognition. 

P. Conting1mcies: 

At any given time, tin= DeJRlllmenl may be a party to various legal and administrative 
actions, and claims brought against it. These relate primarily to tort claims resulting from 
aircraft, ship, and vehicle a(l-Oidents, medical malpractice, property and environmental dwnages 
resulting from Departmen1al activities, and contract disputes. Most legal actions, other than 
contract claims, to which the department may be a named pany are covered by the provisions of 
the federal tort claims act and the provisions ofTitle 10, United States Code, Chapter 163, 
governing military claims. Either b~ause payments under these statutes arc limited to amounts 
well below the threshold ofmateriality for claims payable from the Department's appropriations 
or because payments will be from the permanent, indefinite appropriation "Claims. Judgments, 
and Relief Acts" (the Judgment Fund), these legal actions should not materially affect the DoD's 
operations or :financial position. 

http:recogn.iz.ed
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Q. Accrued Leave: 

Civilian annual lea.ve and military leave are accrued as emned and the accrued amounts 
are reduced as leave is taken. The balances for annual and military leave at the end ofthe fiscal 
year reflect current pay rates for the leave that is earned but not taken.. Sick and other types of 
nonvested leave are expensed as taken. To the e1'tent appropriations are not available to :fund 
annual leave earned but not taken, funding will be obtained from future fmW'lcing sourci:s. 

R. Equity: 

Equity consists ofinvested capital. cumulative results ofoperation. and unexpended 
appropriations less unfunded liabilities. Invested capital, as presented in the Statement of 
Firumciw Position, represents the value ofDoD's capital assets .reported at average or actual cost. 
The portion of invested capital attnoutabk: to land and buildings represents their undepreciated 
cost. Increases to invested capital are recorded when capital assets arc acquired or constructed or 
when asset valuations increase as a result ofincreases in average costs. Decrea~es occur &.'; 

capital assets are consumed in operations. or when average costs are decreased. 

Cumulative results ofoperation represents the exoess ofrevenues over expenses since 
fund inception, less refunds and returns to the U-S. Treasury for all funds other than the General 
fund. The excess of revenues ove:r CXpen$CS for the General fund is reported in ..Invested 
Capital_" Unexpended appropriations represent amowit:s ofauthority which are unobligated and 
have nOI been rescinded or withdrawn. and amounts obligated but for which neither lega1 
liabilities for payments have been incurred .nor actual payments made. 

S. Airwaft/Ship Crashes: 

An operating loss ofS 1.1 billion has been recognized in fiscal year 1996 for aircraft/ships 
which. were either destroyed or damaged beyond repair due to aviation/navigation mishaps. No 
loss has been separately recogillzed for aircraft/ships that were damaged by accidents but were 
repairable. Cost.'!l associated with repair ofsuch aircraft/ships are recorded as operating expenses 
and generally funded from operation and maintenance appropriations_ 

T. Treaties for Use ofForeign Bases: 

The DoD has the use of!and, buildings. and other facilities which are located overseas 
and have been obtained through various international treaties and agreements negotiated by the 
Department of State. Generally, treaty terms allow the DoD continued use of these properties 
until the treaties expire. These assets are subject to loss in the event treaties are not renewed or 
other agreements are not reached which allow for lk wntinued use by the DoD. 1n the event 
treaties oc other agreements are terminated and use offoreign bases is no longer allowed, losses 
will be recorded for the value ofany non-retrievable capital assets after negotiations between the 
United States and the host country have been concluded. to determine the amount due the United 
States for such capital investments. Operating expenses for overseas bases are included in the 
Statement ofOperations. 
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U. Comparative Data: 

No compomtivc data is provided since FY 1996 represents first yenr ofthe DoD agency
wide statements. 

V. Undelivered Orders: 

DoD was obligated to pay for goods and services that have been ordered but not yet 
received. No liability for payment has been recognized in th.e financial statements because 
goods/services have yet to be delivered. As ofSeptember, 30, 1996, the following undelivered 
orders were reported: 

<Billions) 

Air Force Defense Agencies 

$ 27.9 $40 $45 $ 50.4 

W. Accounts Payable: 

Accounts payable and operating expenses are understated by the accrual amount that 
should be recorded for contractor services/goods that have been performed/delivered bill not yet 
paid. Since current contractor payment systems i;i,-ere not designed to provide lhia accrual data 
for entry to the: accounting systems, a reasonable accrual estimate has not been determined 
Work is ongoing to develop this reporting capability in order that future financial st.atements 
reflect all accrued eicpenses/liabilities. 

Note 2. Fund Bahmi:Cli wilh Tre.i!!HD (jg tMysa11ds}: 

Tiris account represents the aggregate ofall Defense appropriations. The schedule below 
ide.ntifies. by fond type, the stams of the resources: maintained in the Treaimry accounts. Amounts 
that have been restricted by Congress, OMB, Treasury or DoD have been separately idencified. 
Special, Deposit, and Receipt account balances have been consolidated into "Olh~r Fund Types." 



Appendix B. DoD Consolidated Financial Statements for FY 1996 and Auditor 
Opinion 

46 

75 


FOOTNOTES TO THE PRINCIPAL STATEMENTS 

A. Business Operations Fund (USD(C)) and All Other Funds and Accounts: 

Entity Assets 

Trust 
Emi4i 

Revolving 
Eim.ds 

Appro-
p.riated 
Eimm 

Other 
Fund 
:rnn I!ml 

Unobligated Bain.nee Available: 
Available $237,5<18 $1,478,159 $32, l 09,508 $212,671 $34,037,886 
Restricted 53,957 4,204.S47 4.258,804 
Re~rvc fu~ Anticipated Resources (11,821) 372,032 360,211 
Obligated (but nol expensed) 679,808 1,702,876 138,861,271 65,273 141,309,22& 
Unfunded Contract Authority (122..999) (122,999) 
Un11sed Borrowing Authority 
DBOF Fund Balance 4,401,666 1,101,666 
Treasury Balance $971,313 $7,570,880 $175,424,659 $277,944 $184,244,796 

B. Defense Business Operations Fund Aetivities Below (USD(C)) Level: 

Entitv Assets 

fund• Collected Funds Dish Tua! 

Beginni11g Balanc:e $7,146,350 $ 7,146,350 
Trans ofCash to Others $9,630,275 {9,630,275) 
Trans ofCash ftom Others 8,072,09S 8.072.098 
Funds Cullcc~ 68,458,440 68,458,440 
Funds Disbursed 69,644,947 (69,644,947) 
Ending Ralance :'683,676,888 $79,275,222 $4,401,666 

C. All Funds and Accounts: 

Non-Entity Assets 

Funds Callectec! Funds Disb Il2r.a.I 

Beginning Balance Sl,394,765 $!,394,765 
Funds Colliccted (3,JSB,811) (3,358,811) 
Funds Disbursed l,380,994 1,3&0,993 
Ending Balance ($1.964,046) $1,380,994 ($ 583,053) 
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Note 3. eash. Forejgn Cgcreney. and Other Monetary Assets fm tbuuund"l; 

Entily Assets Non-Entity Assets 

A. Cash $91,765 $265,668 
B. Foreign Currency 22,208 11,637 
C. Other Monetary Assets: 0 0 
D. Total Cash, Foreign Currency and 

Other Monetary Assets (FY 96) $113,973 $277,305 

Other Iofor-mation: During FY 96, DoD changed guidance relating to the classification of 
Disbursing Officers Cash. Disbwsing Officer's Cash (with the exception ofimprest Funds that 
c:ite an entity appropriation) will now be shown as a Non-Entity asset. 

N!)te 4. lnvesnnents (i.n thousand~: 

(I) 

Cost 

(2) 

Markee 
Value 

(3) 
Amorti
zati1m 

Mothod 

(4) 
Amortized 
Pmnium/ 
(Discount) 

(S) 

In.vestment 
Net 

A. ln1ragovc"""""'1al Se~"Wities: 
(\)Marketable SI.422,345 so liO $l.422,J4S 
(2) Nun-Jl..f.ork"'3ble 
ParVolue 9,472 a (9) 9,463 
(3) Non·Marlcetable 
M.,.ketBllK<I 136,833,313 146,579,624 F.J• (S,4&2,703) 131,344,198 
Sublotal SI 38,265, llO $146,S79,6l4 (S:s,482.,71.2), SI 3Z,776,006 

{I) 

Cost 

(2) 

Moria:! 
Value 

(3) 
Amorti
zalicn 

Method 

(4) 
Amonixd 
Premium/ 
(D;$CO\ll\t) 

(S) 

Investment 
Net 

B. G0""'1U11ental Seo.,ril.ies: 
(I) Commercial paper S297 $G $0 $297 
s..1:>10LJ1 S297 $11 so $297 

Total Sl311,26S,427 $146,S79,624 ($5,412,712) s132,776,303 

• EI =Effective Interest 

47 
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C. Other Information: lhe majority ofth.e Department ofDetl!me entity investments of 
$ 136.8 billion are non-marketable/market based SCCW'ities invested for the DoD Military 
Retirement Trost Fund. The Fund uses the .same method that Lvnfomis to the J>l"evailing practice 
in the financial colllllluniLy to determine amount amortized, book value of investments currently 
held and the related Effective Interest (i.e. ED yield on investments. These calculated yields 
match up with yields in published security tables of U_ S. Treasury securities. Also there was 
approximately S 1.4 billion in invested marketable securities reported by Other Defense 
Organizations; with an additional S 9.0 million investments in non-marketable securities reported 
by the varied Military Departments Trust :funds. These type:s ofinvestments ere normally 
recorded at cost. and if applicable, net ofunmnortized premiums or discounts_ Premiums or 
discounts are amortized into interest income over the term ofthe investment. Tt i" the intent of 
the Departments to hold their trust fund investments to maturity unless they are needed to :finance 
claims or otherv.1ise sustain operations. Therefore, no provisions are made for unrealized gains or 
losses on these securities_ 

The small non-entity value is reported by the Department ofthe Navy and represents 
short term investments with Nations Bank. 

Nette 5_ Acrountll! Resejvab)e <in thou!!!and1): 

Gross 
Amount 

Due 

Allow:ance 
For R•tirnBled 
Uncotlectibles 

Allowance 
Method 

Used 
Net 
Due 

A. Entity Receivables 
Intragovcmmc11tal, N=t srn,853,012 $11,597 See ltcmC $10,841,415 • 
Governmental, Net 7,823,200 352,873 SeeltemC 7,475,327 

B. Non-Entity Receivables 
fotragovernmental, Net $1l8,917 $0 NIA $118,917 
Governmental, Net SlS,701 276,JSS NIA 539.546 

C. 0th.er Information: Accounts Receivable represent all n:ci::ivables due from federal and 
non-federal sources, net ofid.lowance fur estimated uncollectiblc accounts. The accounts 
receivable values include reimbur.iables Dnd refund receivables such as out-of.service debts from 
former service members, contractor debt, and unused travel tickets. 

•"Intragovemmental , Net.. differs from line l .a..(3) ofthe Statement of Financial Position by the 
amount of intra-DoD receivables that must be eliminated as shown in N otc 29, Schedule D 
(Column A). 



Appendix B. DoD Consolidated Financial Statements for FY 1996 and Auditor 
Opinion 

F001NOTES TO 1HE PRINCIPAL STATEMENTS 

49 

78 


The method ofcalculating the allowance for estimated uncollectihles varies tor each department 
and agency. For example, the allowance for uncollectible accounts. in some instances is based 
on an analysis ofcollection experience by fund type for cmrent and m.mcunent receivables. In 
another case, the departmental allowance for entity public =eivables is computed each year, 
bas.ed on the a:vc:r:age percent ofwrite-offs to outsmndiug public accounts receivable for the last 
five years. 

The Department ofthe Navy has disclosed that under their appropriation 4557, National Defense 
Sealift Fund. there was an crroneuusly reoo.rded Entity Receivable, Governmental balance of 
$2,081,109,000. The DFAS and the Na\181 Audit Service are working to resolve this error. 
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F001NOTESTOTHEPRINC1PALSTATEMENTS 

Note 6. Other Fe!leral (JntragovemmentaJ) and Non-Federal <Gonrnmentall Assets 
(in thm!sandsl: 

A. Other Entity Asset11: 

1. Fetleral (lntragovemmental) 
(1) Supply Mim11gmm:nt $858,338 
(2) Other 83,544 
0).___________ 0 

Total $941,882 

2. Non-Federal (Govenunental) 
(l) Other l"43.873) 
(2) Other Related Property, Net 81,43> 

T1;ttal $37,560 

B. Other Infonnation. 

C. Other Non-entity Assets: 

I. Federal (lntragovemmental) 
(1) IMRL Equipment $375,620 

Total $375,620 

2. Non-Federal (Governmental) 
(l) Cash Advances to Contractors S7,8Sl 
(2)._________ 0 
(3),__________ 0 

Total $7,851 

D. Other Informatie>n: The majority of "Other Assets" was reported by the DBOF. The 
$375,620 in Note 6.C.l(a)above retlectsthe FY '1996 gross value of Individual Material 
Readiness List (IMRL) Equipment for the Department of Navy. Naval Audit Service has 
questioned the inclu~ion oflhe:!e items as Non-Entity Assets. USD(C) will be issuing clarifying 
guidance on the appropriate financial statement treatment for these items. 
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Note 7. Loans and Loan G11anntees. Non Federal Borrowers: Not applicable. 


Note8. {nyentory, Net (in thousand1): 

(1) 

Inventoiy 
Amounl 

(2) 

Allowance 
For Losses 

(3) 

Inventory, 
Net 

(4) 

Valuation 
Method'" 

A. Inventory Categories: 
(I) Held for CW"rent Sale $54,164,853 $7,071,256 $47,093,597 
(2} Held in Reserve for 

Future Sale 41,923,219 u 41,923.219 II. 

(3) War Reserve Material 73,737,928 0 73,737,928 
(4) E>rcess, Obsolete and 

Unservicc:11bl"' 16,718,490 I 1,646,875 5,071,615 
(5) Held for Repair 12,087,4&4 2.354,878 9,732,606 

Total $198,631,974 $21,073,009 $177,558,965 

B. Restrictions on Inventory Use, Sale,. or Disposition: Effective with the FY 1996 DoD 
Form and Content guidmce and subst:quent changes, increases to the Inventory', Net value under 
entity assets on the Statement ofFin11ncial Position result from new guidance to include 
secondary and principal items purchased with Defense Business Operations Funds. and 
procurement fimds. Additionally, inventory items categorized as "War Reserve Material" are 
also required to be presented on this financial statement line. Some of these inventozy values 
were previously reported as ••operating Materials and Supplies (OM&S), Net" and/or ••stockpile 
Materials, Net"' by the Departments oflht: Air Force atld Army, and varied Defunse Agencies. 
However, the Department of the Army did indicate that their prior year CFO financial statements 
did report the majority ofthefr secondary and principal items purchased with procurenient dollars 
as "Property, Plant and Equipment." Also, lhe Department of the Air J'orce has included the 
values of their War Reserve Material and War Readiness Spare Kits inventories in their 
"Inventory. Net," but they are presently unable to separately identify the dollar ai11ow1t of their 
War Reserve Material from their inventory ~tegories. 

C. Other Information: The majority ofthe Inventories held for Current Sale, S :'iO.R billion is 
attributed to the Defense Business Operation hmd and does include an allowance account value 
of approximately $ 7.0 billion. Ho\11-cvex, the residual value reported for this category by lhc: 
other militaJy dt:pw:lments does not include allowance acoount values.. 

The Department of the U.S. Air Forces has separately reported an increase in their 
ammunition value in excess of$ K.5 hi Ilion due, in part, to a correction ofa major cataloging 
error in a U.S. Air Force system. Tue system now correctly handles the unit price on high dollar 
items and can perform Ii worldwide reconciliation of inventory at all Air Force depots and bases. 

SI 
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For its first year reporting. the Department ofthe U.S. Navy's inventory, net value, was 
taken from the Supply System Inventory Report for the period ending September 30, 1995. The 
data for the period ending September 30, 1996 will not be available until early 1997. 

Note 9. Work in Proc;C!\s fin th911sand3): 

Work In 
Process 
Amount 

A. 	Work in Process; 
In House Sl,993,255 
Contractor 488,391 
Other Government Activities 26,382 
Govenunent Furnished Materials 23,526 
Total $2,531,554 

B. Other lnfonm1tioa: Work in Process represents labo1, material, and ovahead cost incurred 
during the period but not recognized as revenue. The DBOF reported $2.5 billion dollars. ofthe 
totaJ balance. 

Note 10. OperJl!JtiDf Materials and Sgpplics <OM&S). Net Cln.thom1andsl: 

OM&S 
Amount 

Allowance 
For Losses 

OM&S, 
Net 

A. OM&S Categories: 
(1) Held for Use $1,496,799 $10,898 $1,485,901 
(2) Held in Reserve for 

FulmeUsti 34,265 0 34,265 
(3) Excess, Obsolete and 

Unserviceable 26,529 0 26,529 

Total $1,557,593 $10,898 $1,546,695 
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B. Other IDformation: Navy and Air Force DBOF have the majority of the OM&S asset:s. 
11ie valuations are primarily derived from use ofthe Latest Acquisition Cost and Weighted 
Average methods. 

Note 11. Stot;kpil~ Mllterials Net (jn thousands>: 

A. Stockpile Materials: 

Stockpile materials: are strategic and critical mat.erials held due to statutory requirements 
foy use in national defense, conservation or national emergencies. The Defense National 
Stockpile Transaction Fund is the only DoD agency Involved in the reporting ofthis .asset 

category. 

Stockpile 
Materials 
Amount 

Allowance 
For Losses 

Stockpile 
M.aterials 

Net 
Valuation 
Method 

A. Stockpile Material: 
(1) Held for Sale $0 $0 $0 

(2) Held in Reserve for 
Future Sale 3,696,491 0 J,696,491 Historic 

Total $3,696,491 $0 $3,696,491 

B. Restrictions on stockpile matedals and supplie': There arc several restrictions on the use 
ofthe material. The qlllllltities to be stockpjled are required to be sufficient to sustain the U.S. 
for a period ofnot less than three years during a national emergency (including a sustained 
conventional global war ofindef'mite duration). The required stockpile levels can only be 
changed by Jaw through a Presidential proposal in the l!.llllual material plan submitted to the 
Congress. 

Except for disposals made under the following situations, disposals cannot be made from the 
stockpile: 

• Necessary upgrading. refining or proces$ing 
• Necessary rotation to prevent deterioration 
• Determination as excess and of potential financial loss if not disposed 
• By ordeT ofthe President and/or authorized by law 

C. Other lnfennatinn: The estimated :nuuket value ofthe total inventory as of 30 September 
1996 is $6.1 Billion. The financial statements repon the recurded historical <:o.st in accordance 
wit!i the lower ofcost or market principle. 
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Npte 12. Scjmd Pmperty; Not applicable: 


Notc 13. &rfeited PrQperty: Not applicable 


Note 14. Goods Held Under Price Sypport and Stabjlizatjgp Prggram11. IYet: Not applicable 


Note l S ftOJ>Cl1Y. Plant ind Equipment <in thousands): 


Acquisition 
Value 

Accwnulated 
Depreciation 

Net 
Book 

Value (FY 96) 

Classes ofFixed Assets 

A. Land $8,793,430 $0 $8.793.430 
B. Structures. Facilities. 

& I.eL'!ehold Improvements 132.368,834 9,400,379 122,968,455 
C. Military Eqnipmem 587,701,767 1,252,325 586,449,442 
D. ADP Software 1,057,487 547,741 509,746 
E. Equipment 11.501,488 5,334,660 6,166,82R 
F. Assets Under Capital 

Lease 5,012,059 3,701 5,008,358 
G.Other 9,934,341 26,242 9,908,099 

H. Natural Resources 2,245,483 0 2,245,483 
l. Construction-in-Progress 30,837,028 2,065 30,834,963 

Total $789,451,917 $16,567,113 $772,884,804 

Other lnf-ation: Approximately $5 Billion of the Capital Lease balance represents real 
property as!Olets. at overseas locations. These assets do not represent ''tme" capital leai;ei:; and are 
classified as :such to segregate overseas assets (which. are subject to the agreements made with the 
host country) from those assets that a.re located within the jurisdiction of the United States. Since 
the:~ ovc:r..ic:ws 11:,;i1eti1 don't fit the criteria for capital lease treatment, no offsetting lease liability 
has been established. The National Defense Stockpile T.-ansaction Fmid understated their 
reported net book value for equipment by $443 million due to system interface problems. 

The increase in capitalization criteria from $50,000 to $100,000. as required by the Department 
ofDefcnse Appropriation Act of1996, resulted in "decapilaliZHlion" of vario1.1s property, plant, 
and equipment assets. Consequently, items of property 1111d equipment failing to meet the new 

http:vario1.1s
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FOOlNOTES TO TIIE PRINCIPAL STATEMENTS 

$I00.000 capitalization threshold are no longer reflected in the Statement ofFinancial Position. 
Depreciation ofproperty and equipment is calculated on the straight line basis. 

Note 16 Debt (in tbouands): 

Liabilities Covered by 
Budgetary Resources 

Beginning 
Balance 

New 
Borrowings 

Repay
ments 

Eudi.ii.g 
Balance 

A. Intta.govermental Debt: 
(1) Borrov.;ng from the 

Treasuzy $0 $0 $0 $0 
(2) Borrowing from Fed

eral Financing Bank 1,432,108 0 49.345 1,382,763 
(3) Honnwing from Other 

Federal Agencies 0 0 0 0 
Total Intragov~m-

mental Debt $1,432,108 .$0 $49,34S $1,382,763 

Liabilities Not Covered by 
Budgetary Resources 

B. (l) Public: Debt: 
(a) IIeld by Government 

Accounts $0 $0 $0 $0 
(b) Held by the public 0 0 0 0 
(c) Total Public Debt so $0 $0 $0 

(2) Agency Debt: 
(a) Held by Government 

Accounts $0 $0 $0 $0 

(b) Held by the public 0 0 0 0 

(c) Total Agency Debt so $0 $0 $0 

C. Total Liabilities For Debt: 
Not Covered by 
Budgetary Resources $() $0 $0 $0 

D. Total Debt: $1,432.108 $0 $49,345 $1,382,763 

SS 
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FOOTNOTES TO THE PRINCIPAL STATEMENTS 

E. Other Inform•tioo: The debt b!l.lam:c was reported by the DBOF (Navy Transportation 
Military Sealift Command) and repre:sents the outstmding principal balance on the Maritime 
Prepositioning Ships (MPS) cqllipmenL The MPS program provided ships for time charter to 
Military Sealift Command (MSC) to meet requirements not available in the marketplace. The 
program wa.o;i approved by the Congress. 1he ships v.-ere built/converted by private Interim 
Vessel Owners using private, non-government financing obtained from various bll.Jlking 
institutions. No payments were made by the government during the buildinglconvi:=rsion phase. 
The interim financing was replaced by permanent financing, and vessel ownership was 
transferred to the permanent vessel owners (a trust company acting for the benefit ofequity 
investors). The ships were financed with approximately 30% equity inves1ments and 70% debt 
borrowings. The debt is in the form ofloans from the Federal Financing Bank (FFB) to the 
vessel ov.ners. The T"lllle ~ Party requires MSC to make semi-annual payments to cover 
the repayment ofthe interest and principal on the FFB loans. 
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Note 17. Other Llabmtjes (jn tbwsandsl: 

The schedule below shows tl!ose liabilities that will be liquidated wi1h ftmd.s that have 
already been received (Covered by Budgetary Resources) as well as those liabilities that will 
have to be fonded with future appropriations (Not Covered by Budgetary Resources). 
Additionally, components making up the balances in "Other Liabilities"' are further segregated by 
50urce aml im:lud~ "Other Federal" (Intragovenuncntal) and "Non-Federal" (Govemmcntal). 

A.. Other Liabilities Ccnrered 
hy B11dgetary Resources: Non-CwTent 

Liability 
Current 
Liability Total 

1. lntragovermental 
(a) Unearned Revenue, Advances 

from Gov't Agencies $66,449 $2,923,577 $2,990,026 
(b) Treasury Cosh Advances to 

Disbursing Officers 0 399,948 399,941! 
(c) Deposit Fund Liabilities 0 (134,337) (134,337) 

(d) Unearned Revenue. lntra-DoD 0 784,624 784,624 
{e) Liability for Property Fwnished by Others 0 588,138 588,138 

(I) l"rogn:~s Billings ID Others 0 609,449 609,449 

(g) Non-entity Accounts Receivablo;; 87,683 371 811,059 

{h) Miscellaneous J,434,383 601,073 2,035,456 

To1BIFY96 $1,588,520 .'5,772,843 $7,361,363 • 

Non..(;urrent 
Liability 

Current 
Liability Total 

2- Governmental 
(a) Unearned Reven1.1c, Advances 

from Public $0 $381,53~ $381,534 

(b) Deferred Credits 64,124 14,332 1g,4S6 

(c) Accnied Expenses 0 0 0 

(d) D~sit Fund Liabilitie.<t 0 357 357 

(e) Miscellaneous 46,219 3,463,577 3~.796 

Total Sll0,343 $3,859,800 .$3,970, 143 

B. Otller Information: Abnonru:tl balance in the deposit fund liabilities is caused by 
unsupponed- cross disbursing charges. These charges were placed in a suspense acco.1U1t 
pending identification ofthe correct appropriation. 

*Intragovemme.ntal, Net differs from line 4.a. (4) of the Statement ofFinancial Position by the 
amount ofintra-DoD other liabilities that must be eliminated as shown in Note 29, Schedule D 
(ColWllll C). 
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FOOlNOTES TO THE PRINCIPAL STATEMENTS 

("_ Other Liabilities Not Covered 
by Budgetary ResourCN: 

Non-Cu1n:nt 
Liability 

Current 
Liability Total 

J. Inb"agovemmental 
TotalFY96 so $770,760 $770,760 

2. Govemmental 
(a} Cancelled Budget Authnrity $0 $571,871 5571,871 

(b} Acc:rued Annual Leave, Military 
Unfunded 197,903 1,773,722 1,971,625 

(c) Ace.rued Annual Leave, Civilian 
Unfunded 0 :Z.615,643 2,615,643 

(d) Accrued Closed Years Accounts 
Payable 0 225,054 225,054 

(e} Ac:crued Environmental 
Cleanup Costs 3.800,360 393,640 4,194,000 

(f) Other 14,630,199 41,6SO 14,671,849 

Tota!FY96 $18,628,462 $5,621,580 $24,250,042 

D. Other Information: Part C.2(t) includes $13.4 Billion ofestimated environmental clean-up 
cos1s reported by Anny_ 
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Note 18. I.eases (in thousands); 

A. Entity As Lessee: 

Capital Leases 

Summary ofAsseis Under Capital Lea.se: 
Land and Buildings $0 
Machinczy and Equipment $3,28! 
Other $2,746 

Accumulated Amortization $2,405 

Description ofLease Arrangements: 

Future Payments Due 

ASGt Cat!:!&f!OC 
Fiscal Year (I) (2) (3) Totals 
Year 1 so $1,084 $528 $1,612 
Year2 0 596 538 1,134 
Year 3 0 165 347 512 
Yeai-4 0 151 33 184 
Year 5 0 151 29 180 
After 5 Years 0 0 0 0 
Total Future Lease Payments so $2,147 Sl,475 $3,622 

Less: Imputed Interest 0 0 0 0 
Executory Costs 
{e.g., taxes) 0 0 0 0 

Total Capital Lease Liability $0 $2,147 $1,475 $3,622 
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Operating Leases 

Description ofLease Arrangements 

Future Payments Due 

Fiscal Year 

~sset Catt:gQ!)'. 
(l) (2) (3) Totals 

Year l $472 $0 $0 $472 

Year2 472 0 0 472 

Year 3 0 0 0 0 
Year4 0 0 0 0 

Years 0 0 0 0 

After 5 Years 0 0 0 0 
Total Future Lease Payments $944 $0 $0 $944 

R. Other Infon:nation: Real property as:sets at overseas locations are classified as Capital 
Leases in accordance with DoD accounting policy. The pulicy requires that real property assets 
recorded under foreign govemment agreements permitting DoD occupancy offucilities - which 
require maintenance to be provided by DoD - be recorded as a capital lease. These Kcapital 
leases" do not fit the criteria ofa typica1 capital lease due to the nature ofthe agreements with 
foreign governments and the tact that the a.'lsets have already been funded and disbursements 
have already been made out ofappropriated funds. Consequently, nu ai.pital lease Iiability is 
1equired for f"mancial statemenl recognition. 
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FOOTNOTES TO THE PR1NCIPAL STATEMENTS 

Note 19. Pensions and Other Actuarial Llabllitlg On tbousandl); 

Major Program 
Activities 

Actu.ariaJ 
Present 
Value of 
Projec1ed 
Plan Benefits 

Assumed 
Interest 
Rate(%) 

As.sets 
Available 
to Pay 
Benefits 

Unfunded 
Actuarial 
Liabilily 

A. Pen5ions and Health Plans $547, 700,03 3 -- 6.75o/o $132,787,893 $414,912.140 

R. lnmrance/Annuity 
Programs: 
(1) Voluntary Separation 

Incentive Bencfi~ 691,462 0.00% 0 691,462 ______ (2),______ 0 0.00% 0 0 
()), 0 lr1iO% 0 0 

Total $691,462 so $691,462 

c. O!her: 

(1) Workmen'' Coo>p 4,517.3.32 7.00% 0 4,517,332 
(2) DoD Educ Benefits 1.s10,ooo 0.00% 0 1,810,000 
(3)______ 0 0.00% 0 0 

Total $6,327,332 so $6,327,332 

D. Total $:554, 718,827 $132,787,893 $421,930,934 

Other Information: The Military Retirement System is a single-employer plan that is classified 
as a. "Defined Benefit Plan." Administrative costs are not boine by the plan. The "Fund" uses an 
aggregate entI)' age normal cost funding. The actuarial cost method used is the aggregate entry
age-nonna.1. Projected :revenues. as authorized by PL98-94, are to be paid into the "Fund" al the 
beginning ofc:w:h fiscal year by the Secretary ofthe Treasury as certified by the Secretary of 
Deferu;;e_ Tills permanent indefinite appropriation, detennined by the Board ofActuaries, 
represents the unftmdcd liability for service perfonned prior to October I, I 984. 

Starting in .fY 1995 and furure years, the Military Retirement Trust Fund financial statements 
will present the unfunded actuarial liability which v.--as determined at lhe beginning ofthe fiscal 
year. This change is in accordance with FAS 35 which permits pen.sions plans to present 
actuarial data calculated at the beginning ofdte plan year. This change is needed because of the 
lengthy time required to develop an accurate end ofyear actuarial estimate and the accelerated 
deadlines for financial statement~. The amount shown as "Assets Available to Pay Benefits" 
represents assets available as ofOctober 1 {beginning) of the fiscal year repgrted whereas, the 
amount shown un line 4, b, (6) ofthe "Statement of Financial Position" represents the amount 
available as of September 30, end of the fiscal yea:i reported. Actuarial Cost Method: The 
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financial statements present the actuarial liability as ofthe beginning ofthe fiscal year using the 
"accumulated benefit obligation" (ABO) cost method as oppo~ to the "projected benefit 
obligation" (PBO) cost method required by OMB Statement ofFcqcra! financial Accountin& 
Standards No 5 "Accounting for Liabilities of the Federal Govemmcmt." The ABO cost method 
presumes no future salary increases. 

I .egal actions brought by employees ofDoD for on-the-job injuries fall under lhe Federal 
Employees Compensation Act (FECA) administered by the Department ofLabor (DOL). DOL 
bills DoD 111u1ually as DOL claims arc paid. However, payment on these bills is deferred two 

years to allow for .ft.tnding through the budget process. Using actuarial estimates provided by 
DOL. DoD has recorded FECA liabilities for balMces hilled 10 DoD by DOL, and for estimates 
ofthe present value, using a 7.00 percent discount rate, of the long-term payments related to 
cases on hand at the end of the fiscal year. The amount of-unfunded FECA liability acciued as of 
September 30, 1996 was $4.5 billion. A corresponding amount has been established as a future 
funding requin::mcnt. 

Nnte20 Net Position (in thousand&);. 

Rovolving 
FWlds 

Trust 

Funds 
AppropriMed 

Funds TOia! 

A. 	Unexpen.dod 
Approprilllions: 
(l)Unobligalled, 
a. S2.S22.300 $166.331 S32,322,l48 .$35.1)10,779Available 
b. SJ,957 S,032,872 4,849,569 Unavailable (237,2611) 

131,605.198 (2)Undelivered Oid."'5 3,SS0,614 :l.19,204 127.83!'i~1RO 

B. Invested Capilal 117,82&,662 l,.232,016 1186.917,989 1,005,978.667

C. 	Cwnulalivc R.~ts 
ofOperatio"s (32,916,379) l.&20.521 68,922 (31,1)26,936) 

D. Other 	 (6,675,332) 281 S6,0S2 (6,61S,9'J9) 

E. FUIUre Funding 
Requirements 	 (139,StO} (417,414,883) (Z9.3SJ,680} (446.908,073) 

Total $83,933,095 {$413,922,573) $1,022,179,683 $692,890,205 

G. Other Informatic.n: Within DoD $414,912,250 thousand perlains to the future funding 
requirements ufthe Military Retirement Trust Fwids. 
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Net Position is comprised ofthe f0Dowln111: eom.ponenu: 

Unexpended appropriation& - amount ofbudget authority remaining for disbursement 
against current or future obl.igations. Unobligated balances 8l'e classified as available or 
unavailable. Certain unobligated baJances are restricted for future use and are not availahle for 
current use. "Undelivered Orde:rs• represent those goods and sen.ices that have not yet been 
received/p~fonned. Multi-yc:-dl" appropriations remain available to the DoD for obligation in 
future periods. However, wiobligatcd balances associated with appropriations expiring at fiscal 
year t:nd remain available only for obligation adjustments until the account is closed. Generally 
speaking, accounts close five years after the appropriation expires. 

Invested capital - represents the 11et invei1tmenl of lhe Government .in the DoD. 
Includes the initial investment and subsequent appropriations to finance pcogram activities. Also 
inclu.ded is the net balance ofassets and liabilities that have boen transferred in and out to DGD 
Components or Gther U.S. Govemment Agencies ~ithout reimb=ment. 

Cumulative res•lts ofoperations - represents the cumulative net difference bt:twecm 
(l} expenses aud losses and (2) financing sources to include:: appropriations, revenues and gains. 

Other - represents other components ofnet position not specifically identified above. 

Future Funding Requiremeub - Accrued expenses such as annual and military leave 
earned but not t4lken are not funded in the period the expense is ~corded. TI1ese future funding 
requirements at'C recognii:ed as an offset to "Net Position." 

Note 21. Taxes: Not applicable 
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FOOTNOTES TO 1HE PRINCIPAL STATEMENTS 

Note 22. Other Reyenue and Financing Sources (jn thousands): 

A. Other Revenues and Finandng SouRes: 
(1) Invenlury Gains $457,944 
(2) Investment Gains 212 
(3) Cost Conttibutions from Sen:ice:. 11,174,163 
(4) Unfunded Liability Payment from Treasury 10,699,000 
(5) Miscellaneous Reimbursements l,169,388 
(6) Other Miscellaneous Gains 101,935 
(7) Benefit Program Revenue 
 397,902 
{8) Gain on Disposition of Assets 
 S,566 
(9) Donations 
 2,257 
(l 0) Other Revenues 
 649,047 
Total 
 $24,657,414 

R. Other Information: Other revenues and financing sowces include miscellaneous receipts, 
donated revenue and inventory and other gains. Miscellaneous receipts, which are unavailable 
for agency use and are returnt:d to Treasury, consistoflice11se, fees, fines, penalties and general 
fimd receipts. 

Note 23. Program or Operati"g,J:;xp.e11ses (in thousands): 

A. Operating Expenses by Object Classification: 
(1) Personal Services and Benefits 3H02,079,103 
(2) Travel and Transportation 9,126,777 
(3) Rental, Communication and Utilities 4,340.6U 
(4) Printing and Reproduction 
 254,578 
{5) C<mtractual Services 
 81;700,850 

(6) Supplies and Materials 12,694,438 
(7) Equipment not Capitalized 4,175,490 
(8) Grants, Subsidies and Contrihutiomi 504,683 
(9) Insurance Claims Md Indemnities 
 29,139,922 

(IO) Other 
 13,401,689 

(l l} Total Expenses by Object Class 
 $257,418.213 

http:4,340.6U
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Note 24. Cost of Goods Sold (in thousand!i): 

A. Cost orServices Sold: 
(1) Bq:inning Work-in-Process S6,61S,303 
(2) Plus: Operating Expenses 52,842,369 
(3) Minus; Ending Work-in-Process 2,640,067 
(4) Minus: Completed Work for Activity Retention 
 3.717,936 

Cost ofServices Sold 
 $53,102,669 

B. Cost orGoods Sold fro• lnvcntory {using Latest Aequisition Cost): 
(I) Begiming Inventory -L.A.C. S70,S33,762 
(2) Less: Beginning Allowance for Unrealized Holding Gains (Losses) 9,836,989 
(3) Plus: Purchases at Cost 29,427,849 
(4) Plus: Customer Returns - Credit Given 3,962,549 
(5) Plus: DLR Exchange Credits 3,269,423 
(6) Less: Inventory Losses Realized 3,019,826 
(7) Less: Ending Inventory - L.A.C. 81,378,904 
(8) Plus: Ending Allo~llllce for Unrealized Holding Gains (Losses} 21,073,0lO 
(9) Less: Equity Transfers oflnventozy to Others 274,894 
(10) Plus: Equity Transfers oflnventory tmm Others 1,174,250 
(11) Equals: Cost of" (foods Snld from Inventory $35,230,236 

C. Cost ofGoods Sold from Iuven.tory (using Historical Cost): 
(1) Beginning Inventory $0 

(a) Plus: Purchases at Cost 0 

(b) Plus: Inventory Gains 0 

(c) Minus: Inventory l.osses 
 0 
(2} Less: Ending Inventory 
 0 

D. 	Intra eliminations 
DBOF Consolidated 5,079,662 
DoD Wide Consolidated 44,256,731 

E. Cost ofGoods Sold $38,996,512 

F. Other Information: Beginning and ending inventories are shuwn al latest acquisition less 
the potential excess inventory to calculate the cost ofgoods sold. The break-out between Cost of 
Goods Sold to the Public end the Cost ofGoods, Intragovemrnental was calculated by proration 
based on revenues generated. 
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FOOTNOTES TO TIIE PRINCIPAL STATEMENTS 

Not~25..O:ther..Expenses (in thouundsl: 

A. Other Expenses: 
(1) Inventory Losses or AdjU81men1s $736,572 
(2) Transfer to Property Disposal 9,995,780 
(3) Potential Excess Jn\'entory Loss (331,655) 
(4) Shrinkage., Fire, Theft, Losses. Etc. 378,178 
(5) PaYJoll Variances 4,171 
(6) Accrued Annual Leave 136,.350 
(7) Real Property Maintenance 0 
(8) Losses on Sale ofFixed Assets 21,382 
(9) Discowits on Material Returns 2,945 
(10) Unfunded Depreciation Expense 
 0 
(I I} Prior Year Expense Adjustment 
 (2,113) 
(12) Supply (2,814,889) 
(13) Sum ofUSD(C) Model Entries (3,86Jl,016) 

( 14) Depot Maintenance 45,&37 
(15) Operating Materials and Supplies Variance (3,152) 
( J 6) Losses on Disposition ofAssets 0 
(17) Other Expenses 218,SSl 
(18) Changes in Actuarial Liabi Iities l&,595,615 
(19) 	Other Miscellaneous Losses 
 (91,709) 

Total Other Expenses 
 $23,024,177 
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Note 26. Extraordjnarv Itma (in tbousandU; 

A. Extraordinary Items: 
(1) Invenloty losses from fire awd theft ($13,664) 
(2) Surcharges (112,262) 
(3) Passfhrougbs 593,917 
(4) Depot Maintenance (33,127) 
(5) Changes in Actuarial Liability 0 
(6) Death Payment Contingency - (Decrease) (7) 
(7) Ocher Items (6,605) 

Total 	 $428,252 

Note 27. Pripr Period Adjustments (in thou!!!!pds>; 

A. Prior Period Adjustments: 
(1) Accowiting Changes ($31,238) 
(2) 	Adjustments to Operating Mat~ials 


and Supplies 
 0 
(3) Adjustments to Property & Equipment (l,051,858) 
(4) Adjustmenls lo fulure fw1ding requirements (5,389.575) 
(5) Adjustments to reclassify accuunl balances 548,071 
(6) Prior year contract adjustments (152,871) 
(7} Write-offofpri01 year accounts payable 

and receivables 
 75,996 
(8} Inventory adjustments 
 S,805,203 

(9) 	Other adjustments 
 (l l ,804, 743) 


Total 
 ($9,001,015) 


Military Retirement Trust Fund reported approximately <S11 Billiol.V as reflected in line (9), 
"Other Adjustments." This amount is comprised ofa "Change in Actuarial Liability" 
<$18.6 Billion> for expenses applicable to the period ~tober 1, 1994 through October l, 1995, 
but were not known until May J996 and approximately $7 Billion is represented by a reversal of 
prior year Non-Operating Changes. 
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FOOlNOTESTOTHEPRINCIPALSTATEMENTS 


Nott 28. Non-Onerating Changes • O'ransfers and Donations) (in thogaandsl: 


A. lncreues; 

(1) Transfers-In $3,667,568 
(2) Unexpended Appropriations 82,609,261 
(3) Donations Received 35,136 
(4) Other Increases 24,394,815 
(5) Total Increases $110,706,780 

B. D~re1Ues: 

(1) Transfers-Out $20,080,375 
(2) Donations 0 
(3) Other Decreases 96,154,256 
(4) Total Decreases SJ 16,234,631 

C. Net Non-Operating Changes (Transfers): ($5,527,851) 
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~Z2._Intrafond Eliminations fin thous•nd!!); 

Schedules A. B, and C are not applii;a.ble to the Do[).. Wide consolidated financial statements. 
Schedule D presents the totals ofthe transactions that were eliminated from the Statement of 
Financial Position and Statement ofOperations (and Changes ill Net l>o~ition) since they 
represent activity between DoD entities. Schedule E shows the sales or seJVices act! vity 
between the Department of Defense and other U.S. Government entities. 

Schedule A; Not applicable. 

Schedule B: Not applicable. 

Schedule C: Not applicable. 
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Si;~edule D: Presents the sales or services between DoD reporting entities according to general 
ledger amounts fur accounts receivable, revenue, lll!eamed revenue, and collections. It is 
presumed that an equal amount ofaccounts payable, expenses, advances and disbwsements have 
been entered on the accounting records of the purchasing activity. DoD estimates that 
eliminating entriei; for revenue and expenses to be $80 billion. DoD continues efforts to identify 
and report se11er activity for eliminating entries required to prepare the 'O<.>D consolidattl<l 
statements. 

Selling A..:tlvlty: Cl!!.l!mn...A 

Accounts 
Receiy1hl@ 

~

~

 OiliuwL.C 

Uneamcd 
Revenue 

Clll.w!m..D 

CgI)cstjons  

Dcpamncot ofthe Anny S47S.326 $4,244,715 5605,946 S4.226,03S 
Depanment o:ftbe Navy 1.443,895 4,10S,OS6 (45,700) 6.')35,055 
Dcpanm.cnr ofthe Air Force 90J,630 2,422,76& 309,876 2,061.587 
Defbnse Bu&iness Operations Fund 410,799 33,484,192 l!I0,650 23,8 54_.399 
National Detense Stoclcp1ie 0 0 0 0 
Other 0..fenoc Orgimizations 0 0 0 0 
U.S. Army Corp!I ofEngineers 0 0 0 0 

TDta! $3,233,650 $44,256,731 Sl,060,772 $37,077,G76 

C11Stomer Aetivity ~

Accounts 

~

   ~

J;;xpenses 

~

~

Coh•moD 

Di5bunemcnt   

Department ofthe Anny $173,55~ $6,238,1161 so S6,ll7,467 
Department ofthe Navy 156,087 16,467,050 0 16,243,410 
Department o(tbe Ai: Force 333,459 9,267,904 0 1,177,386 
Defense Business Operations fund 313,881 1,078,964 0 993,0Jl 
National Dcfcruic Stockpile 0 0 0 0 
Olher Defense Organizations 2,256,658 11.203.952 1.060,772 12,545,7S2 
U.S. Anny Corps of Engin=r• 0 0 0 0 

Total ---s-1;:ni,6so $44,256,731 $1,060,772 $37,077,076 
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F001NOTESTOTHEPRINCIPALSTATEMENTS 

Sched.ule E: lbis schedule presents the value of sales and services between the Department of 
Defense and other U.S. Government entities. This information is needed by the Department of 
the Treasury to prepare U.S. Government-wide consolidated financial statements. The 
transaction.c; are based on the accounting :records ofthe Department of Defense. It is presumed 
that an equal amount ofaccountc; payable, expenses, advances, and disbursements have been 
entered on the accmmting records of the purchasing entity. 

S.,lling; Activity: ~

AccounlS 
Receivable 

 Qiliimn...B. 

~

~

Uncarnod 
~

 ~

Collectipns 

 

  

Department of the Anny $113,613 $213,144 $16,'116 $169,394 
Department oflhe Navy 160,127 230,972 0 299,420 
Depanm.enl of lhe Air Foree 377,734 S69,231 2S8,27S 1,082,392 
Deie"5e Business OperatiODS Fund 76,942 J,232,4S5 0 562,235 
National Defense Sk>o;kpilc 

Transaction Fund 0 0 0 0 
Otbct Defense Orgailiza.iions 0 0 0 0 
U.S. Anny Cmps ofEngineers 0 0 0 0 

Totel $728,421 $2,250,802 5274,991 12,113,941 

Customor Aetivity ~

AccounlS 
~ 

 ~

Expclw:s 

 ~

.AlW!t"5. 

 Cr!hlmn.D 

Dj5bur$ement 

National Aeronautics and Space 
Administration Sl21,64~ :S2IS,230 $0 $183,137 

General Services Administr:atiimt 47,986 262,797 0 224,895 
Executive Office ofthe President I 

Defense SocUl'icy Assistance Agency 125,IS!i> 802,439 0 803,627 
Ulher U.S. liovemmem .Cntnies 433,631 967,336 274,991 902,2&2 

Total $728,421 $2,250,802 $274,991 $2,113,941 

Other information: 

The Other Defense Organizations and the U.S. Army Corps ofEngineers do not capture 
the detail of information needed in order to comply with this footnote. 

Adjusted note 29 by moving from the supporting Air Force general fundc; note 29, 
schedule D. $124, 757 in accounts receivable and accounts payable, $464,355 in revenue and 
expenses. and $468,933 collections and disbursements to schedule E. This presents on schedule 
E, the sales and customer activity reponed between DoD, Air Force and the Defense Security 
Assistance Agency on the appropriate schedule. 
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The reported sales to the National Aerooautics and Space Administration equals 1O"A. of 
DoD sales activity with other U.S. government agencies, the General Service Adm.inisttation 
accmmted for 10% ofDoD sales acti:vity, and the Executive Office of the President/Dcfcnsc 
Security Assistance Agency account.ed for an additional 32% ofsales activity. DoD continues 
efforts to siiecifically identify sales to other U.S. government agencies and to separately report in 
schedule E eliminating amounts needed to prepare U.S. government wide consolidated :financial 
statements. 

Note 30 Contingeprjcs• 

The DoD canceled all merged year and expiring account appropriations. The DoD may 
still be responsible for obligations related to the canceled appmpriations. 

The DoD is subject to various asserted claims for over $100 million. These claims are in 
various phases ranging from investigation to appeal. While no opinion has been expressed 
regarding the likely outcome for specific claims or possible associated loss. experience indicates 
that many such claims are settled fo1· less thau claimed, dismissed altogethe1-, or the possibility of 
the contingency materializing is remote. The DoD is responsible for costs associated with 
enviromnental cleanup. Navy estimates possible environmental cleanup costs at $7 Billion for 
FY 97. 1he total estimated cost to the Air Force and Anny to complete envirorun.e.ntal cleanup is 
$4.194 Billion and Sl3.4 Billion respectively. These liabilities have been included in the 
financial st:a.tements for the fiist time and are reflected in line 5.b(5) as Other Non-Federal 
(Governmental) Liabilities as a part ofLiabilities Not Covered by Budgetary Resources on the 
statement offinancial position and in line 7.e, Future Funding Requirements on the statement of 
financial position. A prior period adjustment was recorded in the applicable statements for the 
same amounts to recognize th.e liability existing as of September 30, 1995. 

Th~DoD is subj~ct to \larious asserted euntmct claims for over $100 Million. These 
claims arc in various phases ranging fiom in'lr-cstigation to appeal. While no opinion has been 
expressed regarding specific claims' likely outcome or possible associated loss, experience 
indicates that many such claims are settled for less than claimed, dismissed altogether, or the 
possibility ofthe contingency materializing is remote. Conlractor claims are funded primarily 
.from DoD appropriations. As of September 30, 1996 Air Force was a party to 261 contract 
appeals. Ibe total dollar value ofthese clallns was approximately $813.9 Million. Similarly, 
Navy was a party to approximately 650 contract appeals 'With an approximate total of $1.25 
Billion. 

It is uncertain that claims under $100 million will ever accroe to the DoD and thus are not 
reflected in the fwancial statements. Iu addition to the fact that many cases simply lack merit, 
most claims, even if successful, will not be paid from DoD accounts. Rather, judgments are 
ordinarily paid from the GAO Judgment Fund. In many cases involving attorney fees. the 
amounts are not known until the last appeal is taken. 
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Note 31. Other Disclosures Cin thouHnd5); 

A. Problem Disbursements; 

Problem disbursements represent disbmsements ofDoD funds that have been reported by 
a Treasury Disbursing Station Symbol Number(DSSN) tu Treasury butliave not yet been 
precisely matched against the specif'ic source obligation giving rise to the disbursement. 
Problem disbursements represent a significant financial management concern because: (I) the 
accuracy ofaccounting reports is affected; (2) available funding picture is distorted; and (3) the 
research and resolution process can be very labor intensive. Initiatives such as prevalidation of 
payments, are v.-ell underway to reduce or eliminate problem disbursements. In the case of 
prevalidation efforts, entitlement personnel and accountants are now required to jointly ensure 
that an obligation offunds sufficient to cover the amount ofthe proposed disbursement has been 
recorded in the accounting records. This validation mu.st be done for all payments exceeding a 
specified thresllold. Eventually, aJl payment~ will he prevalidated prior to the disbursement of 
funds. The following chart shows the balances reported by the milicary departments and DBOF. 
Negative Unliquidated Disburi;c:mc:nts rep.rcsem disbw'S\mle11ts in excess ofthe obligations 
against which the disbursements arc posted. 

Sep. 1996 

Unmatched Disbursements $8.089,105 

Negative Unliquidated Obligations 3,261,641 

To1als: Sl 1,350,746 

B. Canceled Balances: All unliquidated balances associated with 'the closed accounts have 
been canceled in accordsn.ce with Public Law 10 l-510. Canceled accrued expenditures unpaid 
are reflected in the financial statements as unfunded liabilities. Canceled undelivered orders 
outstanding are not included in the financial statements; however, these onlers m~y re$ult in 
future expenditures. 
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Consolidating Statements 

Department or Defense 
StatemeJ1t of Fina11cial Position 
As orSeptember 30, 1996 
(Thousands) 

ASSRTS Army Navy AirJ'aree 
Defense Bul1nesi. 
Dper•tians Fuftd 

I. Entity Asse1S1 
a. TransacliOtls with Fede:ral (lntragovemmcnlal) Enlilies: 

(1) Fund Balmlc:e wilh Treasury (Note 2) $31,343,ISl $64,&0 I ,567 $j0,663,271 $4,401,666 
(2) hwestments, Net (Note '1) 1,068 7,532 863 0 
(3) Accounts Receivable, Net (Note S) 953,735 1,928,010 1,373,292 S,16.5,563 
(4) Inien:st Reeeivable 0 0 0 0 
{S) Advanees md .Prapaymenrs 4,304 66,S79 1,904 1115,440 
(6) Other Federal (lmragavemmental) (Note 6} 0 0 u 954,437 

b. Trama<;liun• with Noa-Fe.i.,,..1 (Oovcrnmeotal) Entities; 
(1) InvestmentB {Note 4) 0 297 0 0 
('l) Accounts keceivable, Net (Nola S} 260,244 4,360,849 189,637 2,206,857 
(l) Credit Program Receivables/ Related 

Fon.closed Property, Ner (Note 7) 0 0 0 0 
(4) fllterest IUceivable, Net 273 0 0 81 
(S) Advance& and ~)llllcnts 424,246 202,972 7,106,S37 880,318 
(6) Other Non-Federal (Governmental) (Note 6) 0 0 0 0 

c. Casb and Olhet Monelar)' Asset& {Note 3} 19,802 Sl,339 42,437 I 
d. lnvmtory, Net (Note 8) 37,669,779 41,441,ll!J 36.519,292 60,309,149 
e. Work in "Process {Note 9) 0 5,;J.71 0 2.526,277 
L Operating Materials/Supplies, Net {Nore IO) 0 27 0 l,!136,660 
g. Stockpile Materials, Net (Nore 11) 0 0 0 0 
h. Sei7.ed Prnpeny {Nnte 12) 0 0 0 0 
i. Forfeited Properly, Net (NOie 13) 0 0 0 0 
j. Goods Held Under Price Support a.nd 

Stabilization Programs. Net (Note 14) 0 0 0 0 
k. Propeny, Plantand Equipment, Net (Note 1.5) 124,867,674 340,975,064 246,0SS,972 12,265,885 
I. Other Entity Assets S,~76,723 74 0 1,414,JOS 
m. Total Eatily AH"b $201.020,999 $453,ll<Hl,706 S34l,96 I.205 $91,777,644 

2. Noa-Entity Msets: 
a. Tnm53Ctions With Federal (lntragovemmental) Entities: 

(I) Fund Balao.ce with Treasury (Nole 2) ($134,317) (SS72,62:5) $47,661 S2J,937 
(2) Ac:<:OUll1o Rec:eiv•ble, Net (Note 5) 0 117,07:5 0 0 
(3) Interest Receiwble. Net 0 0 0 0 
(4) Olher(Note 6) 0 0 0 315,620 

Tiie acmmpanying notes a~ an int~ral pan of these saHements. 
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Military 

Retirem-ent 
Trust Fumd 

Nalion•I 
Defense St'otkpile 
Tranr.actii&n Fut11d 

Other 
lld"onso 
Ag~n.cies 

U.S.. Army Corps 

of F.ngineP.n 

Elimi.oating 

Entries Total 

S57,1!69 $290,712 $31,075,626 Sl,610,934 $0 $I S4,244,796 
131,065,203 0 1,422,345 278,995 0 132,716,006 

0 35 l.060,IS9 3:5S,616 (3,233,6:50) 7,607,765 
4,200,579 0 0 1,537 0 4,202,116 

0 (749) 167,542 0 (1,060,772) (704,7S2) 
(} 0 0 {12.555) 0 941,882 

0 0 0 0 0 297 
12,253 .285,021 139,565 20,901 0 7,475,327 

0 0 (l 0 0 0 
0 0 27,942 0 0 2&,296 
0 0 37,714 2,221 0 8,654,608 
I) 0 81,433 (43,873) 0 37,560 
0 0 394 0 0 113,973 
0 0 1,619,626 0 0 177,558,965 
0 0 0 0 0 2,531,554 
0 0 823 9,185 0 1,:!46,695 
0 3,696,491 0 0 0 3,6!>6,49l 
0 0 0 0 0 0 
0 0 0 0 0 0 

0 0 0 0 0 0 
0 0 10,059,531 38,657,67& 0 772,884,804 
0 0 3,024 219,559 0 7,113,685 

Sl35,335.904 $4,27),510 :ii45,69S,724 $41, 100,798 ($4,294,422) $1,310,710,068 

$0 $0 so $54,311 $0 ($583,053} 
0 0 0 1,842 0 118,917 
0 0 0 0 0 0 
0 0 0 0 0 375.620 



Consolidating Statements 

DepartJDoat ofDofcnH 
Slarement or t"in•ncial Potilion 
As ofSeptsmbcr $0, 19% 
(I'hous.nds) 

llefmue Bmin-

ASSETS, Co~tinucd Army Na"J' Air Force Opor:Lli1>1t1 hnd 
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2. .Non-E•1ily Asseu: 
b. 'l"ransactions With Non-Federal (Governmental) &tities: 

(I) Acer:nmt.• Recei,,.ble, Net (Note 5) $6.478 (S26,67J) $9,410 SQ 

(2) Interest Receivable, Nei 6,058 0 46,616 0 
(l) Other (Note 6) 0 0 7,8!'i1 0 

c. Cash a11d Other Monetary Assets (Note 3) 143,252 65,316 68,726 0 

d. Olber Non-Entity Asseis 0 0 0 38.362 

e. Totml Non-Entity Assets $21,4SI {$416,907) $180,264 $435,919 

J. Tota!Asset5 $20l ,0"2,4SO $453,423,799 $342,141,469 $92,213,563

LIABILJTYES 

4. Liabilitie1 Conrcd by .811dgetary Rosoun:a= 
a. Transactions with Federal (l11tragovemmental) Entities: 

(1) Accounts P&yable $2,069,074. S2,S47, 156 $101,602 S'2,6S8,Sl9 

{2) Tnten:st Payable a 0 0 0 

(3) Debi. l,3&2,763 (Note 16) 0 0 a 
(4) Other Federal (lnuagovcmmc:nlal) 

Liabilities (Note 17) 725,319 302,605 722.395 S.S46,273 

b. Transactions with Non-federal (Govemmenllll) Entities: 
(I) Accounts Payable 1,789,207 6,461,703 2,342,76'1 3,S44,li8S 

(2) J\.e<:n>ed Payroll and Bollefits 
(a) Salaries and Wages 1,9$7,061 250,455 1,057,347 768,690 

(b) Alu1ua.I Accrued Leave 0 0 ·O Sl0,068 

(c) Sevezanco Pay and Separation Allowance 327,984 405.939 17.2'1S 0 
2SI (3) Interest Pa,yable 0 0 0 

(4) Liabiliti"" ror Loan GUllllUllcU (Note 7) 0 0 0 0 

(S) Lease Liabilities (Note 18) 0 () 0 3,622 

(6) Pensions and Other Actuarial Liabilities (Nole 19) 0 0 0 33 

(7) Other Non-Fodera! (Oovemmcntal) 
Liabilities (Nole 17) 21S,86S 40,2S3 17,113 3,504,040 

c. Total Liabilities Covenld by Budgeuary RM011rces: S7,087,Sl0 $10,008,l l l $4,258,496 $18,219,144 
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Milit•ry 
Retirement 

TrustF11nd 

National 

Defense Stockpile 
Trans:tct:ion Fund 

Otber 
Drrr-a.:st: 

.Agencie:s 

U.S.. Army Corp$ 
of Enginf'e-rs 

Eliminating 

Entries Total 

$0 $1) so $550,331 $0 S:i39,546 
0 0 0 0 0 52,67'1 
0 0 0 0 0 7,851 
0 0 11 0 0 277,305 
0 0 0 0 0 38,362 

$0 $0 Sil $606.484 $0 $827,222 

$135,335,904 S4.271,5l0 $45,695, 735 $41,707,211:2 ($4,294,422) $1,Jll,537,290 

$0 $59,515 $1,468,393 $167,978 (S3,233,6SO) $S,838,S87 
0 0 0 0 0 0 

0 0 0 0 0 1,382,763 

0 0 38,313 26,458 (1,060,772} 6,300.:S91 

2,54!!,044 7,979 (1,98:5,459) 423,838 0 15,132,951 

0 0 477,627 80,889 0 4,592,059 
0 0 0 168,866 0 '178,934 
0 0 0 0 0 751,198 
0 0 0 0 0 251 
0 0 0 0 0 0 
0 0 0 0 0 3,622 

132,787,860 0 0 0 0 132,787,893 

0 1,558 56,645 131,669 0 J,970, 143 
$ !35,335.904 S69,052 $55,519 $999,698 {$4.294,422) Sl71,739,0J2 
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Consolidating Statements 

Department ofDefense 
Statemenl uf Fiuanchol PooiUOll 
As of September 30, 1996 
(Tbousands) 

Dw;:lc11se Business 

LIABILITIES, Continued .#.rmJ' N•vy Air ]i11rce Operations Fund 

Appendix B. DoD Consolidated Financial Statements for FY 1996 and Auditor 
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s. Liabilitie5 Not Co•·e.-.d by Budget.uy Resources: 
a. Transacdons with Federal (Intrago...emmenlal) Enlities: 

(I ) Accoon.rs Payable so so $0 so 
(2) Debt {Nak: 16) 0 0 0 0 

(l) Other Federal (lntragovemmental) 
Liabilities (Nole 17) 769,119 0 0 0 

b. Trwne.ctions with Non-Federal {Governmental.) Entities: 
(I) A.ecounrs Payable 0 0 0 0 

(2) Debt {Note 16) 0 0 0 0 
0) Leaso Liabilities (Note 18) 0 0 0 0 

(4) Pensions and Other Actuarial l.iahilitios (Note 19) l,313.93S 2.161,Jn 993.134 48,886 

(S) Olher Non-Federal (Governmental) 
Liabilities (Nole 17) t6,13S,876 1,148,870 6,142,964 ltL'i,9115 

e. 'Total Liabilities Not CGYCl'Cd By B11dget1U')' 
Reso11rces $18,221,930 $3,310,247 S7,136,0!l8 $135,871 

St8,3SS,01S 6. Total Liabilities S25,309,440 $13,3 lll,358 $11,394,;'594 

NET POSJTJON (No~ 20) 

7. Balan"5: 
a. Unexpended Appropriations $27,461,ISS $60,9'16,0'l7 548,303,502 Sl,324,293 

b. Invested Capital 168,160,756 3&2,395,684 289,S74,8S3 113,173,469 

c. Cwnulative Result$ ofOperations (1.667,671) (ll,421} 2,1130 (33,8215,228) 

d. Other 0 56,328 1,788 (6,677,115) 

e. t'uture l'lmding llequin!rnenls (18,.221,930) (3,310,247) (7, 136,098) (135,871) 

r. T-1 Net.Position Sl7S,73l,Ol0 S410,10S,441 $330, 746,87S S73,8S8,,S48 

8. Tolal Liabilities and Net Position $201,042,450 $4S3,423,799 $342,141,469 S92,2t3.S63 
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Military 

RdirEme.nt 

TrustFuad 

Natien:al 
Dcli:a.sc Stoekpile 

Tnin••Cti811 Fu11d 

Oth.. 
n.rense 

AgeRCios 

U.S. "°""l' Carp• 
DJ'En1i11nn 

Ermtinating 

E11trieJ Tobi 

$0 $0 (S48,917) so $0 {$48,917) 
0 0 0 0 0 0 

0 0 0 1,64! 0 770,760 

0 0 5,254 0 0 5,254 
0 0 0 0 0 0 
0 0 0 0 () 0 

414,912,140 0 2,501,462 0 0 421,930,934 

I JO 0 182,803 549,434 0 24,250.042 

S414,912,2SO so $2,640,602 $551,075 $0 S446,908,D73 

$5S0,24S, 1~4 S69,0S2 $2,696,121 Sl,S50,773 (S4,294,422) $618,647,0BS 

$() so $31.157,739 $2.242.060 $0 s171,465,546 
0 3,536,106 I0,75S,319 J8,402,480 0 1,005,978,667 
0 656,352 3,747,lSB 63,044 0 (31,026,936) 
0 0 0 0 0 (6,618,999) 

(414,912,250) 0 (2,640,602) (SSl,07:5) 0 (446,908,073) 
($414,912,250} S4,202,4S8 $42,999,614 U0,156,~M so $692,890.205 

$135,:335,904 $4,271,SJO $45,695,735 S41,707,282 ($4,294,422} $1,311,537,290 
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Consolidating Statements 

Department of Defense 
Sratement of Operations and Changes in N"t Pmiliu11 
Forthe Poriod Ended ~prember 30, 1996 
(Thousands) 

REVENUES AND FIN~CING SOURCES Army .N'•.-y AirF•ree 
Ddu1eBm1

Opoontion.•had 

I. Appropriated Capital Used $55,643,717 $56,535,616 $56.,262,701 S8$.2,654 
2. Itevenues from Sales ofOoods and Services 

a. To the Public: 627,111:5 54,473 227,172 6,622,1147 
b. h1tiagover11n1ental S,552,692 6,645,888 2.,992,021) 65,735,629 

l. Interest and Penalties, Non-Federal 0 616 8,934 0 

4. Interest. Federal 0 :580 47 0 

s. Taxe$ (Note 21) 0 0 0 0 

6. Other Revenue~ and Financing .!lonrces (Note 22) 929,(i04 4.426 372 4!77,984 
7. Less: Taxes and Receipts Transferred to 

the Treasury °"Other AgcnciC9 (432,977) 0 (&,934) 0 

s. Total R.,,,enu"" •nd Financing Sources $152,320,22 I $63,241.604 SS9,432,312 $73,7D9,114 

EXPENSES 

9. Program or Operating Expenses (Note 23) $57,789,003 SSG,466.260 $55,&48,245 $11,810,594 

JO. CcslofGooclsSold(Note24) 
a. To the Public 627,UIS 48,515 227,172 S,941,338 

b. Intragovernmental S,SS2,692 6,672,509 2,992,020 54,860,679 

l I. Depreciation lllld Amortization 0 176 0 8S2,336 

12. Bad Debts and Writecffil 23,2S2 78,600 6,S48 lt,984 

13. Interest 
•. Federal Financing BIUlk/Treasury Bon"Owing 0 0 0 0 
b. Federal Securities 0 0 D 0 

c. Olhcr l,S76 237 3,172 6S3 

14. Other Expenses (No'le 25) 735,136 0 479,589 2,911.104 

15. Total E:1pen1cs $64,728,844 $63,266,297 $59,SS6,746 $76,388,688 

16. ExcHs (Shonage) ofRevenues and 
Financing So~es over Toial ExJ>emes 
Defore Extniordinory lre1113 ($2,408,623) ($24,693) ($74,434) ($2,679,S74) 

17. Pltis (Minus) F.xtramdinmy llem$ (Nclt 26) 0 0 0 428,259 

l S. Excess (Shortage) ofRevenues and 
Financing SoW'ccs Over Total Bxpen#s ($2,408,623) ($24,693) (S74,434) (S2,2Sl .~IS) 

Tht: a«ompanying notes are"" inngral part of tbese statements. 
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.Militory 
Ret:iremcih't 

Trust Fund 

Nati:on1I 
Ikfen.. Stockpile 

Tr•n:s.etian Fud 

Other 
D1:tense 

Agencies 
U.S. Ar"':!' Corps 

ofEngineers 
Elimm.ting 

Entries Total 

$0 $0 $39,939,041 $3,708,SSO so $212,942,SBS 

0 365,982 658,380 0 0 8,:556,044 
0 54,267 4,971,838 3,301,497 (44,256,731) 44,997,100 
0 0 0 14 0 9,.:;IS4 

l 1,280,SSS 0 88,381 15,519 0 11,385,085 
0 0 0 0 0 0 

21.873.163 J,442 l,01!!1,351 262,072 0 24,657,414 

0 0 (17,936) (191,786) 0 (651,633) 
S;;13,J53,721 $421,691 . $46,728,061 S7,096,166 ($44,256,731) $301,896, 159 

S28,991,489 $59,360 $40,507,677 SS,945,SBS so $2S7,418,2l3 

0 141,543 744,349 0 0 7,730,102 
0 14,22'.! 4,618,048 812,971 (14,2S6,731) 31,266,410 
0 0 355,910 349,603 0 t,5.SS.025 
0 120 1,911 10 0 122,485 

0 0 0 0 u 0 

0 0 0 0 0 0 
0 0 117] 0 0 6,509 

111,600,000 0 298,348 0 0 23,1124,177 
$47,591,489 S2IS,245 $46,527, I 14 S7,108,229 ($44,256,731) $321,125,921 

(SI 4,437,768) $200,446 $200,947 ($12,063) $0 ($19,229,762) 
(7) 0 0 0 0 428,252 

($14,437,7'5) $206,446 $200,947 ($12,063) $0 (SlS,801,510) 



Consolidating Statements 

Department ofDefense 
Stat...a1<Dl or 0p..n11iuos aad CJ.anges in Net Position 
li'or tbe Period Ended Sept.mber 30, 1996 
(Thousands) 

Dcrcnse B•illC!lls 
EXPENSES, Contin...,d """Y A.irFnr~ Operadous Fnad 
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19. Net Position, Beginning Balance, as Previously Stated S21 l,231,S8S $443,232,471 $3 IS.S211.,BS6 $76,9:10,111 
20. Adjustment& (Note 27) (13,68S,466) {I) 3.788,199 (S,625,878) 

21. Net Position. Beginning Balance, as R.estllled Sl97,546, 119 $443,232,470 $319,317,0SS 571,304,233 

22. Exe""" (Slnmage) of Revem1es aid 
Financing Sources Over Total Expenses (2,408,623) (24,693) (74,434) (2.251.315) 

23. Plus (Minus) Non Oper1!.ting Changes (Note 28) (19,404,486) (3,102,SS6) l 1.S04,2S4 4,llOS,630 
:W. Nee Position, Ending Balance $17S,7JJ,OIO S440, I OS.441 $330,746,875 $73,858,548 

Tbe ac:companying aotu arc au integral part of the"" statemm.ts. 
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Milituy 

Retirement 

Trust Fund 

Nat:lonal 

Defen1• Sto11:kpilB 
Transodian F11Dd 

Otllor 

De-
Ap111eiu 

U.S. Army Corps 

Gl"EDJ!lnoers 

IEliminating 

E1U"iei Tola! 

($407,169,291) $4,270.691 $41,966,036 S40,?.3£>,122 so 5726.220.58 I 
6,694,816 {I23,7K4J (48,901) 0 0 (9,001,015) 

($400,474,475) $4,146,907 $41,917,135 S40,23D,l22 so $717,219,S66 

lJ4.437,775) 206,446 200,947 (12,063) 0 (18,801,510) 

0 (lS0,895) 881,532 (61,SSO) 0 (S,527,851) 

($414,912,2:50) S4,202,4.SS 542,999.614 S40, JS6,509 so !:692.890,205 
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Consolidating Statements 

Tbe a.:wml"'nyiug nolcs •rt a11 integral part of these ttatement•. 
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SUPPLEMENTAL FINANCIAL AND MANAGr:MENT INFORMATION 

Deparhnent ofDefeo11e -Appropriatil>m, Funds a11d Accounts 

Department of the Army 
Entjty f"unds 

21 0702 Family Housing, Army (fiscal year) 
21 7020 Fanily Housing, Anny Constroction 
21X1705 National Board for the Promotion ofRifle Practice, Army 
21 1705 National Board foT the Promotion ofRifle Practice, Army (fiscal year) 
21Xl805 Salaries and Expenses, Cemeterial Expenses, Army 
21 2010 Military Personne.l,. Am1y (fiscal year) 
21X2020 Opemtion and Maintenance, Anny 
21 2020 Operation and Maintenance, Army (:fiscal year) 
21 2031 Aircraft Procurement, Anny (fiscal year) 
21 2032 Missile Procurement, Anny {fiscal year) 
21 2033 Procurement ofWeapons and Tracked Combat Vehicles, Army (fiscal year) 
21 2034 Procurement ofAmmunition,. Army (fiscal year) 
21 2035 Other Procurement, Army (fiscal yeai:) 
21 2040 Research. Development, Test, and Evaluation, Army (fiscal year) 
21 2050 Military Construction, Anny (fiscal year) 
21 2060 National Guard PersOJJD.el. Army (fiscal year) 
21 2065 Operation and Maintenance, Army National Guard (fiscal year) 
21 2070 Reserve Personnel, Anny {fiscal year) 
21 2080 Operation and Maintenane1:, Army Reserve {fiscal year) 
21 2085 Military Constructfon, Army National Guard (fiscal year) 
21 2086 Military Consttuetion, Azmy Reserve (fiscal year) 
2lX4S28 Working Capital Fund, Anny Conventional Ammunition 
21XS095 Wildlife Conservation, etc., Military Reservations, Anny 
21X5098 Restoration, Rocky Mowitain Arsenal, Anny 
21X5194 Department of Defense, 50th AnnivCTSPrY ofWorld War II Commemoration 

Account, Army 
21X5285 Forest and Wildlife Conservation, Military Reservations 
21X5286 National Science Center, Army 
21X8063 Bequest ofMajor General Fred C. Ainsworth Library, Waller Reed Anny Medical 

C=Ler 
21X8927 Department of the Army General Gift Fund 

Non-entity Funds 
21X600l Proceeds ofSales ofLost, Abandoned.or Unclaimed Personal Property, Army 
21X6002 Persorud Funds ofDeceased, Mentally Incompetent or Missing Personnel, Army 
21X6010 Anny Membcts Savings Deposit - Desert Shield/Desert Storm Savings Program 
2IX60I5 FWlds of Civilian Internees and Prisoners of War, Anny 
2IX603I Effects of Mentally Incompetent Soldiers, United States Anny 
21X60SO funployees' Payrol1 allotment Account. United States Savings Bomds 
21 6060 Estates ofDeceased Soldiers, Regular Anny (.fiscal year) 
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21X6075 Withheld Allotment ofCompensation for Payment ofEmployee Organization Dues, 
Army 

21X6083 Withheld Allotment of Compensation for Charitable Contnbutions, Army 
21X6l05 Withheld Employee Contributions, State or Territorial Retirement, Anny 
21~610S Employer Contributions, State or Territorial Retirement, Anny 
21X6112 Withheld Employee Contributions, State or Territorial Disability Benefits, Anny 
21X6113 Withheld Employee Contributions, State or Territorial Death Benefits, Army 
21X6129 Foreign Tnxes Withheld, Army . 
21X6131 Employee and Employer Contributions, Private Insurance Plans, Army 
21X6134 Amounts Withheld for Civilian Pay Allotments, Army 
21X6208 Amounts Withheld for Group Life Insurance, National Guard Members, Anny 
21X6275 Withheld Income Taxes 
21X632S Coupons, Petroleum, Oil and Lubricants, Anny 
21X6434 Servicemen's Group Life Insurance Fund, Suspense, Army 
21 6763 Gains and Deficiencies on Exchange Ti:ansactions, Anny (fiscal year) 
21X6K75 Hudget Clearing Account 
21X6999 Accounts Payable, Check Issue Underdrafts. Anny 

Department ofthe Navy 
Entitv Funds 

17X0380 Coastal Defense Augmentation, Navy 
17 0380 Coastal Defense Augmentation, Navy (fiscal year) 
17 0703 Family Housing, Navy and Marine Corps (fiscal year) 
17 1105 Military PersonDel, Marine Corps (fiscal year) 
17 1106 Operation and Maintenance, Marine Corps (fiscal year) 
17 1107 Operation and Maintenance, Marine Corps Reserve (fiscal year) 
17 1108 Keserve Personnel. Marine Corps (fiscal yeai) 
17 1109 Procurement, Marine Corps (fiscal year) 
17 1205 Military Co1Jstruction, Navy (fiscal year) 
17 1235 Military Consttuction. No.val Reserve (fiscal yew) 
l7Xl236 Payments to Kaho'Olawe Island Conveyance, Remediation, and Environmen1:B.1 

Restoration Fund, Navy 
17Xl319 Research, Development, Test and Evaluation. Navy 
17 1319 Research, Development, Test. and Evaluation, Navy (fiscal year} 
17 1405 Reserve Personnel, Navy (fiscal year) 
17 1453 Military Personnel, Navy (fiscal year) 
17 1506 Aircraft Procurement, Navy (fiscal year) 
17 1507 Weaponi; Pttlcurement, Navy (fi~al year} 
17 1508 Procurement of Ammunition, Navy and Marinoe Corps {fiscal year) 
17X1611 Shipbuilding and Convasion, Navy 
17 1611 Shipbuilding and Conversion, Navy (fiscal year) 
17 1804 Operation and Maintenance, Navy (fiscal year} 
17 1806 Operation and Maintenance, Navy Reserve (fiscal year) 
17 1810 Other Procurement,, Navy (fiscal year) 
17X3980 Navy Management Fund 
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l7X4557 	 National Defense Sealift Fund, Navy 
17 4557 	 National Defl=m11: Sealit\ Fund, Navy (fiscal year) 
17XS095 	 Wildlife Conservation, etc., Military Reirervations, Navy 
17X518S Kaho'Olawe Island Conveyance, Remediation and Environmental Restoration Fund, 

Navy 
17X8008 Office ofNaval Records and History Fund 
17X8423 Midshipmen's Store, Unit~ Slates Naval Acade1ny 
17X8716 Department of the Navy General Gift Fund 
17X8723 Ships' Stores Profits, Navy 
17X8730 United States Naval Academy Museum Fund 
17X8733 United States Naval Academy General Gift Fund 

Nlm-mtily Funds 
17X6001 Proceeds ofSales ofLost, Abandoned, o:rUnclaimed Personal Property, Navy 
l7X6002 Personal Funds ofDeceased, Mentally Incompetent or Missing Personnel, Navy 
l7X6025 Pay of the Navy, Deposit Fund 
17X6026 Pay of the Marine Corps, Deposit Fund 
17X6050 	 Employee Payrull Allolmi::nt Account (U.S. Bonds) 
17X6075 Withheld Allotment ofCompensation for Payment ofEmployee Organi:c:a.tion Dues, 

Navy 
17X6083 Withheld Allotment ofCompensation for Charitable Contributions, Navy 
17X6134 Amounts Withheld for Civilian Pay Allotments, Navy 
l7X6275 Withheld State and Local Income Taxes 
l7X6434 Sen-icemen's Group Life Insurance Fund, Suspense. Navy 
17X6705 Civilian Employees Allotment Account, Navy 
17X6706 Commercial Communication Service, Navy 
17 6763 Gains and Deficiencies on E"Xchange Transactions Navy (fiscal year) 
17X6850 	 Housing Rentals, Navy 
17X6875 S~-peru!e, Navy 
17X6999 Accounts Payable, Check Issue Underdrafts., Navy 

Department of	the Air Force 
Entity t"uods 

51 0704 	 Family Housing, Air Force (fiscal year) 
57XI999 	 Unclassified Receipts and Expenditures, Air Force 
57 3010 	 Aircraft Procurement. Air Force (fiscal year) 
S7 3011 	 Procurement ofAmmUDition, Air Force (fiscal yeill) 
57 3020 	 Missile Proc:ureme11t, Air Force (fiscal year) 
57 3080 	 Other Procurement, Air Force (fiscal year) 
57X3300 	 Milit.ary Coru.inlction, Air Force 
57 3300 	 Military Construction, Air Force (fiscal year) 
57 3400 	 Operation and Maintenance, Air Force (fiscal year) 
57 3500 	 Military Personnel, Air Force (fiscal year) 
57 3600 Research. Development, Test. and Evaluation. Air Force (fiscal year) 
57 3700 Reserve Personnel, Air Force (f1Scal y~) 
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57 3730 Military Construction, Air Force Reserve (fiscal year) 

57 3740 Operation and Maintenance, Ail Force Reserve (fiscal year) 

57 3830 Military Constroction. Air National Guard (fiscal year) 

57 3840 Operation and Maintenance, Air National Guard (fiscal year) 

57 3850 National Guard Personnel, Air l'orce (tlsca! year) 

57X3960 Air Force Mamgement Fund 

57X5095 Wildlife Conservatiou, etc., Military Rese1V11.tiun:oi, Air Fwce 

57X8418 Air Force Cadet Fund 

57X8928 Department ofthe Air Force General Gift Fund 


Npn-entizy Funds 
57X600I Proceeds ofSales ofLost, Abandoned, or Unclaimed Personal Property, Air Force 
57X6002 Personal Funds ofDeceased, Mentally Incompetent or Missing Personnel, Air Force 
57X6010 Pay ofthe Air Force, Deposit Fund 
S7X6031 Effects ofMentally Incompet.ent Soldiers, United States Air Force 
57 6050 Employees' Payroll Allotment Account, United States Savings Bonds 
57 6060 Estates ofDeceased Airmen, Regular Air Force (fiscal year) 
57X6075 Withheld Allotment ofCompensation for Payment ofEmployee Organization Dues, 

Air Force 
57X6083 Withheld Allotment ofCompensation for Department of the Air Force 
57X610S Withheld Employee Contributions, State or Territorial Retirement, Air Force 
57X6108 Employer Contributions, State or Territorial Retirement, Air Force 
57X6112 Withheld Employee Contributions, State or Territorial Disability Benefits. Air Force 
57X6113 Wid11leld Employee Contributions, State or Territorial Death Benefits, Air Force 
S7X6129 Foreign Taxes Withheld, Air Force 
57 6275 Withheld State and Local Taxes, Air Force 
57X6875 Suspense, Air Force 

Defense Business Operations Fund 
97X4930 Defense Business Operllti.ons Fund (DBOF) 

Reporting Snb-entities: 
Army-DBOF 
Navy-DBOF 
Air Force - DBOF 
Defense Logil>tics Agency - DBOF 
Defense Information Sy:st.ems Agency - DBOF 
Defense Finance and Acccunting Service - DBOF 
Defense Commissary Agency - DBOF 
Joint Logistics Systems Center - DBOF 
U.S. Transportation Command- DBOF 

97X8097 Department of Defense Military Retirement Fund 

97X4555 National Defense Stockpile Transaction Fund 
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Other Defense Organizations 
Entity Funds 

97 0040 Payments to Military Retirement Fund, Defense (fiscal year) 
97XOIOO Operation and Maintenance, Defense-Wide 
97 0100 Operation and Maintenance, Defense-Wide (fiscal year) 
97 0101 Cuntingencies, Defeuse 
97 0102 Claims, Defense 
97 0103 Base Realignment and Closure Account, Part I, Defense (fiscal year) 
97 0104 Court ofMiJitary Appeals, Defense (fiscal year) 
97 0105 Drug Interdiction and Co'unter-Drug Activities, Defense (fiscal year) 
97 0106 Goodwill Games, Defense (fiscal year) 
97 0107 Office of the Inspector General (fiscal year) 
97 0108 Emergency Expenses, Defense Account 
97X0110 Persian Gulf Regional Defense Fund, Defense 
97 0115 Corporate Information Management (Business Process Reengineering) 
97 0116 Swnmer Olympics. Defense (fiscal year} 
97 OIJO Defense Health Program. Defense (fiscal year} 
97 0131 Real Property Maintenance, Defense (fiscal year) 
97XOl32 Claims, Mount Pinatubo, Defense 
97 0132 Claims, Mount Pinatubo, Defense (fiscal year) 
97 0133 Payment to Coast Guard, Defense (fiscal year) 
97X0134 Fonner Soviet Union Ihrcat Reduction, Defense 
97 0300 Procurement, Defense· Wide (fiscal year) 
97 0350 National Guard and ReseIVe Equipment, Defense (fiscal year) 
97X0360 Defense Production Act Purchases, Defense 
97 0360 Defense Production Act Purchases. Defense (fiscal year) 
97 0370 NATO Cooperative Defense Fund 
97X0390 Chi::mical Agents and Mw:Litions Destruction, Defense 
97 0390 Chemical Agents and Munitions Demuction, Defense (fiscal year) 
97X0400 Research. Development, Test, and Evaluatioo., Defense-Wide 
97 04-00 Research, Development. Test. and Evaluation, Defeillle-Wide {fiscal year) 
97 0450 Developmental Test and Evaluation, Defense (fiscal year) 
97 0460 Operational Test and EVJtlualion, Defense (fiscal year) 
97 0500 Military Construction, Defense-Wide (fiscal year) 
97XOS10 Base Realignment and Closure Account. Part II, Defense 
97 0706 Family Housing, Defense-Wide (fiscal year) 
97 0800 Special Foreign Cwrency ProgrEIIll, Defense 
97X080l Foreign Currency Fluctuations, Defense 
97X0803 Foreign CUIJency Fluctuation, Construction, Defense 
97X0804 North Atlantic Treaty Organization Infrastructure, Defense 
97 0805 Milcon Reserve Components 
97 0809 Acquisition, Construction. and Improvements, Coast Guard. Defense (fiscal year) 
97X0810 Environmental Restoration, Defense 
97X0819 Humanitarian Assist2111ce, Deforusc 
97 0819 llumanitari2111 Assistance, Defense (fiscal year) 
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97 0826 Mildred & Claude Pepper Foundation 
97 0827 World Univt:r.sily Games. Defense (fiscal year) 
97 0828 Defense Reinvestment for Economic Growth, Defense (fiscal year) 
97 0829 World Cup USA, Defense (fiscal year) 
97 0832 Special Olympics - World Games 
97X3910 ADP Equipment Mam.gement Fund, Defense 
97X4090 Homeowners Assistance Fund, Defense 
91 4090 Homeowners Assistance Fund, Defense (fiscal year) 
97X4093 William Langer Jewel Bearing Plant Revolving Fund, Defense 
97X4931 Buildings Maintenance Fund 
!>7X4950 Pentagon Reservation Maintenance Revolving Fund 
97X4965 Emergency Response Fund, Defense 
97 5186 Defense Cooperation Account 
97X5187 Defense Cooperation Account, Defense 
97X5188 Disposal ofDepartment ofDefense Real Property 
97X5189 Lease ofDepartmenfofDefense Real Property 
97X5193 Department of Defense Overseas Military Facility Investment Recovery Account 
97X5195 Use ofProceeds from the Transfer or Disposition ofCommissary Facilities, Defense 
97X5196 Thcalcr Missile Dc:f=.se Cooperation Account, Defe11se 
97X5441 Burdensharing Contribution. Defense 
97X8096 Department ofDefense Dependents' Education Gift Fimd 
97X8098 Department ofDeteose, Education Benefits Fund 
97 8164 Surcharge Collections, Sales ofCommissary Stores 
97X8165 Foreign National Employees Separation Pay Acco'llllt, Defense 
97X8168 National Security Education Trust Fund 
97X8311 U nifonncd Services University of the Health Sciences Gift Fund 
97X833S Voluntary Separation Incentive Trust Fund 

Non-enlitv Funds 
97X6001 Proceeds ofSales ofLost, Abandoned, or Unclaimed Personal Property, Office of 

Secretary ofDefense 
97.X6050 Employees Payroll Allotment Account, U.S. Savings Bonds 
97X6130 Employee and Employer Contributions, Fmeign Government Social Security and 

Related Programs, Office of Secretary ofDefense 
97X6131 Employee and Employer Contributions, Insurance Plans, Office of SeL-relary of 

Defense 
97X6147 NATO Airborne Early Warning Program. Office of Secretary ofDefense 
97X6149 Cooperative Research & Development Project Fund, Defense Intelligence Agency 
97X6275 Withheld State and Local Taxes 
97X6875 Deposit Fund Suspense 

U.S. Army Corps ofEngineers 
Entity Funds 

96X3l 12 Flood Control, Mississippi River and Tributaries, Corps ofEngineeIS. Civil 
96X3121 General Investigations, Corps ofEnginecrs, Civil 
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96X3122 	 Construction, General, Corps ofEngineers, Civil 
96X3123 	 Ope.ration and Maintenance, General, Corps ofEngineers, Civil 
96 3123 	 Opemion and Maintenance, General, Corps of Engineers, Civil {fiscal year) 
96X3124 	 General Expenses, Corps ofEngineers, Civil 
96 3124 	 General Expenses, Corps ofEngineers, Civil 
96X3125 	 Flood Conlrul 11Dd Cuas!al Emergcncic::s, Curps ofEng.i.ueel's, Civil 
96 3125 	 Flood Control and Coastal Emergencies, Corps ofEne,oinccrs, Civil (fiscal year) 
96X3126 	 General Regulator Functions, Corps ofEngineers., Civil 
%X3930 	 Consolidated Working Fund, Anny, Engineers., Ci,,il 
96X4902 Revolving 1'1md, Corps of Engineers. Civil 
96X5007 S~ial Recreation Use Fees, Corps ofEngineers. Civil 
96X5066 Hyd1aulic Mining ill California, Debris Fund 
96XS090 	 Paymenti; to States, Flood Control Act of 1954 
96XS12S 	 Maintenance and Operation ofDams and Other Improvements of Navigable Waters 
96X8333 	 Coastal Wetlands Restoration Trust J'und 
96X8862 	 Rivers and Harbors Contributed and Advance Fwids, Corps ofEngineers, Civil 
96X8868 	 Oil Spill Research, Corps ofEngineers, Civil 
96X6999 	 Accowit Payable, Check Issue Overdrafts, Corps ofEngineers, Civil 

Non-entity Fvnds 
9b"X6075 	 Withheld Allotment ofCompensation for Payment ofEmployee Organization Dues, 

Corps of Engineers, CMI 
96X6083 	 Withheld Allotment ofCompensation for Charitable Contn"butions, Corps of 

Engineers, Civil 
96X6094 	 Advances from the District ofColumbia, Corps ofEngineers, CjviJ 
96X6134 	 AmOlints Withheld fur Civilian l'ay Allotments, Corps of Engineers 
96X6145 	 Technical Assistance, United States Dollars Advanced from Foreign GO'lremment, 

Corps ofE11g.i.11eers, Civil 
%X6302 	 Moneys Withheld from Contmctors, Corps ofEngineers, Civil 
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• 
INSPECTOR GENERAL 
[IEP'AlllMENT CF CEFEN5E 

.tOO ~ NAVY CJAVS 
~ON.-GNA22-

May 14. 1997 

MEMORANDUM FOR UNDER SECRETARY OF DEFENSE (COMPT.R.Oll.ER) AND 
CHIEF FINANClAL OFFICER 

DIRECTOR, DEFENSEFINANCE AND ACCOUNTlNG SER.VICE 

SUBJECT: Disolaimcr ofOpinit111 on Ille Depamnent ofDefense Comolidaiecl F'uuuiei..i 
sw.emenrsforFY 19~(ProjectNo. SFH-2026.01) . 

The Chief Financial Otl'icers Ace of 1990, as &111C11dcd by 1he Fedcnol Finan~ 
Man.agimient Act of 1994, requires financial 51atanent auctits by the Ulspettors Genenl and 
prescribes the rc&ponsibilitii:s of management and the auditors for fimncial -is. imemal 
controls, and campli....,., with laws and rc:gulalions. As lht ChicfF'mancial Officet oJ"DoD. 1he 
Under Secretary ofl>efense (C.::omptroUer), is responsible for eslablishing and maintaining an 
internal control structure and for eomplying with laws and roglliations applic.hle to DoD. Our 
respomM"bili1y is to render an opinion on the financial ~e&llS based on '°"' .udit, to detennlne 
whether internal controls were adequate, and to dcm:nnine whelhcf' DoD complied with laws and 
regulations. 

Disdaimel" ofOpinion. We were Ullable to render an opinion on tile DoD Consolidated 
Financi~ .Stuements tar FY 1996. Although progress has been made, significant deficiencies in 
the aoc:ounling system$ and the lack of a .sound internal c:oimol siructure prevencmd the 
pn:paration ora.c:curatc financial 5ui.ti::m~ls. Withou1 .. suund intc:ma.I o;ontrul suuctun:, the 
financial statements provided to mllfts.gement for DoD openu:ions cannot be relied on for ma.king 
decioions or ass.,ssing performance. The acCou.nting data were not reliable. and we were unabl" 
to a.pply other auditing procedures to :satisfy Ollrselves that the data in the financial statements 
were accurate and complete. Thett:fore. rhe scope of our work was not sufficient lo allow us to 
render an opinion en these :financial statirments. 

Internal ConlrOls. We reviewed the intern.al control struClllre for the eight reponing 
entities included in !he DoD consolidated fmancial !ll'atements. The internal control structure 
consists of the overall control environn>etU, .accounting systems, and coatrol procedUTes 
established to provide reasonable assurance thlll management uses to regulate and guide its 
operations 

The DoD inlemal control structure was not adequate to ensure th1u resources were 
properly mana,ged and a::counted for and that financial statements were free of material 
misstatements. Also, DoD accounting systems were not integrated, and DoD did not provide 
adequate docume11ta1ion, 11udi1 trails, •nil gcncr.d l"dgcr cootrals. Control proclOdu...,s over assets 
were inadequate and caused inaccurate reporting of real propcny, cap11al leases, construcuon 10 
progress, inventory, and preparation offootnotes. The FY 1996 Annual Statements of Assuranee 
fO'I DoD and Inc Defense l'inoru:e and Accounting Service identified as matmal weaknesses the 
most significant conditions we found. 

. Managers improved the financial reporting at many DoD entilies by taking correcc;ve 
actions. However. these actions did not improve the overall reponing of fmam:ial infonnation 111 
the consolidated statement level DoD has also iniiiated a Prog,am Management Office to 
manage the ccmsolidotion and modemizacian ofall migratory, interim migratory, and legacy 
accounting systems in order tu achi<:•r• ,;talutoiy and regulatoty compliance and improve financial 
management reponing witltin DoD. We believe this centralized approach will improve 
accountability and reportins capabili1ies. 
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Co121plilinee With Laws and Regulations. We assessed c:ompliance with laws aJld 
regula!ions related to the DaD consolidated ~ stuemems. Ncmcoznpli1U1ce with laws and 
re.gul.V.ons is a reportable condition ifthe noncompliance aJUld readt in 1D....u.J mWt.atcmcnl£ in 
tha finanda.I staumenu. 

Noncompliance with Jaw51111d rir:gulati1;ms conlin.ued to exist withinDoD. Ac:counting 
.cyst.ans. and in1eilial contl"ols did not completely or IM:CW'atcl)' di.:lose the fillancial condition of 
DaD as required by title 31. United States Code. Nuinerou1 fimanci.al ll')'Btem& did not meet the 
requirements of Oflicc ofManagemenl and Budget (OMB) Circul.- No. A· 127, "Financial 
Management SyRems, •July 23, 1993, wbicb requires inlegmed financial management systems 
and fully doeumonted transac:io11s. Additionally, DoD d"ld not alway& comply with OMB Bulletin 
No. 94-0 I, MFonn and Content ofAgency YtmlllC'ial StatcmcnlS," NoYCIDber lo, 1993, in a.re.as 
suc:h as Accounls Receivable, Operating M.ul!:lials and Supplies, Accoums Payable, Contingent 
Liabili'lies, Prior Period Adjustments. and !he Overview. 

Additional Repons. Tllis is the seCQnd in a series of'reporu related 10 the DoD 
Consolidated Fi1U1ncial Statements !hr FY 1996. Inspectoc GcntraL DoD. Report No. 97-117, 
'"Eliminating Entries," March 31, 1997, discusses the repartllls oEeliminating entries. This report 
briefly summarizes the major deficiencies afl'..aing DoD. We plan to issue: repons with funhcir 
details on internal conlr'Ols and compliance witb laws and regulations. 

/'~#dA
~(~ebennan

Assisiant Inspector General 
ror Anditin& 

http:fimanci.al


Appendix C. Summary of Prior Coverage 


General Accounting Office 

Report No. Title Date 

AIMD/NSIAD 	
97-61 	

Financial Management: An Overview of 
Finance and Accounting Activities in 
DoD (OSD Case No. 1270) 

February 19, 1997 

AIMD-97-45 	 Financial Management: Improved 
Management Needed for DoD Disbursement 
Process Reforms (OSD Case No. 1300) 

March 31, 1997 

AIMD-97-29 	 Financial Management: DoD Inventory 
of Financial Management Systems Is 
Incomplete (OSD Case No. 1273) 

January 31, 1997 

AIMD-96-99 	 DoD Accounting Systems: Efforts to 
Improve System for Navy Need Overall 
Structure (OSD Case No. 1210) 

September 30, 1996 

AIMD-96-94 	 Navy Financial Management: Improved 
Management of Operating Materials and 
Supplies Could Yield Significant Savings 
(OSD Case No. 1168) 

August 16, 1996 

AIMD-96-65 	 CFO Act Financial Audits: Navy Plant 
Property Accounting and Reporting Is 
Unreliable (OSD Case No. 1050-D) 

July 8, 1996 

AIMD-96-54 	 Defense Business Operations Fund (DBOF): 
DoD Is Experiencing Difficulty in 
Managing the Fund's Cash (OSD Case 
No. 1109) 

April 10, 1996 

NSIAD-95-127 	 DoD Infrastructure: DoD's Planned 
Finance and Accounting Structure Is 
Not Well Justified (OSD Case No. 9921) 

September 18, 1995 

AIMD-95-79 	 DBOF: Management Issues Challenge 
Fund Implementation (OSD Case No. 9859) 
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Report No. Title Date 

AIMD-95-73 Financial Management: Control 
Weaknesses Increase Risk of Improper 
Navy Civilian Payroll Payments 
(OSD Case No. 9763-A) 

May 8, 1995 

AIMD-94-132 DBOF: Improved Pricing Practices and 
Financial Reports Are Needed to Set 
Accurate Prices (OSD Case No. 9339-F) 

June 22, 1994 

AIMD-94-80 Financial Management, Status of the DBOF: 
(OSD Case No. 9339-D) 

March 9, 1994 

AIMD-94-12 Financial Management: Strong Leadership 
Needed to Improve Army's Financial 
Accountability (OSD Case No. 9276-D) 

December 22, 1993 

AIMD-94-9 Financial Management: Army Real Property 
Accounting and Reporting Weaknesses 
Impede Management Decision-Making (OSD 
Case No. 9276-B) 

November 2, 1993 

Inspector General, Department of Defense 

97-178 	 Audit on Internal Controls and Compliance 
With Laws and Regulations for the Defense 
Business Operations Fund Financial Statements 
for FY 1996 

June 26, 1997 

97-177 	 Audit on Internal Controls and Compliance 
With Laws and Regulations for the DoD Military 
Retirement Trust Fund Financial Statements 
for FY 1996 

June 25, 1997 

97-176 	 Internal Controls and Compliance With Laws 
and Regulations for the National Defense 
Stockpile Transaction Fund Financial Statements 
for FY 1996 

June 25, 1997 

97-155 	 Internal Controls and Compliance With Laws 
and Regulations for the Other Defense 
Organizations Receiving 97 Appropriations 

June 11, 1997 

97-117 	 Eliminating Entries March 31, 1997 

97-112 	 Air Mobility Command Financial Reporting 
of Property, Plant and Equipment 

March 19, 1997 
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Report No. 	 Title Date 

97-110 	 Material Accounting and Management 
Control Weaknesses in the Defense 
Agencies' FYs 1995 and 1996 Financial 
Information 

March 17, 1997 

97-107 	 Defense Contract Management Command 
Capitalization of Fixed Assets 

March 10, 1997 

97-100 	 Asset Presentation on Military Department 
General Fund Financial Statements 

February 25, 1997 

97-073 	 Reliability of the FY 1995 Financial 
Statements for the Defense Logistics 
Agency General Fund 

January 15, 1997 

97-051 	 Corps of Engineers Financial 
Management System 

December 18, 1996 

97-047 	 Consolidated Financial Report on 
the National Guard and Reserve 
Equipment Appropriation for the Army 
National Guard 

December 13, 1996 

97-044 	 Army National Guard Military Equipment December 11, 1996 

97-026 	 Major Deficiencies Preventing Auditors 
From Rendering Audit Opinions on FY 1995 
DoD General Fund Financial Statements 

November 19, 1996 

97-025 	 Consolidated Financial Report on the 
National Guard and Reserve Equipment 
Appropriation for the Army Reserve 

November 19, 1996 

97-020 	 Capitalization of Defense Technology 
Security Administration Equipment 

November 4, 1996 

97-017 	 Consolidated FY 1995 Financial Report 
on Defense Organizations Receiving 
Department 97 Appropriations 

October 31, 1996 

97-008 	 Summary Report on the FY 1994 Financial 
Statement Audits of Defense Agencies 

October 25, 1996 

97-006 	 Major Accounting and Management Control 
Deficiencies in the Defense Business 
Operations Fund in FY 1995 

October 15, 1996 

96-231 	 Accounting for Unliquidated Obligations 
for the Defense Fuel Supply Center 

September 25, 1996 
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Report No. Title Date 

96-216 Evaluation of FY 1995 Defense 
Reutilization and Marketing Service 
Financial Data 

September 4, 1996 

96-215 Financial Management at the Defense 
Advanced Research Projects Agency 

August 28, 1996 

96-213 Financial Accounting at the National 
Security Agency 

August 20, 1996 

96-212 Capitalization of DoD General Property, 
Plant, and Equipment 

August 19, 1996 

96-198 Defense Logistics Agency Revenue 
Eliminations 

July 22, 1996 

96-180 The General Fund Interim Migratory 
Accounting Strategy 

June 26, 1996 

96-169 Internal Controls and Compliance with 
Laws and Regulations for the DoD Military 
Retirement Trust Fund Financial Statements 
for FY 1995 

June 19, 1996 

96-161 Compilation of FY 1995 and FY 1996 DoD 
Financial Statements at the Defense Finance 
and Accounting Service Indianapolis Center 

June 13, 1996 

96-160 Defense Business Operations Fund 
Equity Transfer -- Defense Commissary 
Agency 

June 13, 1996 

96-159 Quick-Reaction Report on Potential 
Antideficiency Act Violations at the 
Department of Defense Education Activity 

June 13, 1996 

96-155 The Defense Information Systems Agency 
General Ledger Military Equipment Account 

June 10, 1996 

96-098 Inspector General, DoD, Oversight of the 
Air Force Audit Agency Audit of the 
FY 1995 Air Force Consolidated Financial 
Statements 

April 18, 1996 

96-094 Inspector General, DoD, Oversight of the 
Army Audit Agency Examination of the 
Army's Financial Statements for Fiscal 
Years 1995 and 1994 
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April 10, 1996 
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Report No. Title Date 

96-083 Accounting Support for Preparation of 
Joint Chiefs of Staff Financial Statements 

March 12, 1996 

96-068 Accounting Support for Preparation of 
Ballistic Missile Defense Organization 
Financial Statements 

February 9, 1996 

96-048 Defense Accounting Office, Washington 
Headquarters Services, Procedures for 
Preparing FY 1994 Financial Statements 
for the Advanced Research Projects Agency 

December 19, 1995 

96-039 Financial Accounting for the Defense 
Nuclear Agency 

December 11, 1995 

96-021 Defense Finance and Accounting Service 
Work on the FY 1994 Air Force Defense 
Business Operations Fund Financial 
Statements 

November 6, 1995 

96-003 Defense Information Systems Agency 
FY 1994 General-Purpose Financial 
Statements 

October 5, 1995 

95-301 Major Deficiencies Preventing Auditors 
From Rendering Audit Opinions on DoD 
General Fund Financial Statements 

August 29, 1995 

95-294 Major Accounting Deficiencies in the 
DBOF in FY 1994 

August 18, 1995 

95-267 DBOF Consolidated Statement of Financial 
Position for FY 1994 

June 30, 1995 

95-264 Defense Finance and Accounting Service 
Work on the Air Force FY 1994 Financial 
Statements 

June 29, 1995 

95-259 Internal Controls for the Military 
Sealift Command Portion of the 
Transportation Business Area of the 
FY 1994 DBOF Financial Statements 

June 28, 1995 

95-228 Statement of Financial Position for the 
Commissary Resale Stock Fund, as of 
September 30, 1994 

June 8, 1995 
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Report No. Title Date 

95-220 Financial Statements of the Defense 
Logistics Agency Reutilization and 
Marketing Service Business Area of the 
DBOF for FY 1994 

June 5, 1995 

95-219 DBOF-Communications Information Services 
Activity Financial Statements for FY 1994 

June 5, 1995 

95-218 Statement of Financial Position for the 
Commissary Surcharge Collections Fund, as 
of September 30, 1994 

June 5, 1995 

95-217 Financial Statements for the Commissary 
Operations Fund, as of September 30, 1994 

June 2, 1995 

95-209 DBOF-Defense Information Service 
Organization Financial Statements 
for FY 1994 

May 31, 1995 

95-197 Statement of Financial Position for the 
Defense Logistics Agency Distribution 
Depot Business Area of the DBOF, as of 
September 30, 1994 

May 19, 1995 

95-195 Statement of Financial Position for the 
Defense Logistics Agency Supply 
Management Business Area of the DBOF, 
as of September 30, 1994 

May 17, 1995 

95-072 Defense Finance and Accounting 
Service Work on the FY 1993 
Air Force DBOF Financial Statements 

January 11, 1995 

95-067 Defense Finance and Accounting 
Service Work on the Air Force FY 1993 
Financial Statements 

December 30, 1994 

95-066 Application Controls - Navy Inventories December 30, 1994 

95-034 Development of Property, Plant and 
Equipment Systems 

November 21, 1994 

95-023 Application Controls Over Selected 
Portions of the Standard Army 
Intermediate Level Supply System 

November 4, 1994 
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Army Audit Agency 


Report No. 
 Title 

AA 97-136 
 FY 96 Financial Statements: U.S. Army 
Corps of Engineers, Civil Works 

February 28, 1997 

AA 97-133 
 Army's Principal Financial Statements 

for FYs 1996 and 1995 


February 21, 1997 

AA 96-155 
 Financial Reporting of Wholesale Munitions April 19, 1996 

AA 96-154 
 Examinations of the Army's Financial 
Statements for Fiscal Years 1995 and 1994: 
Report on Internal Controls and 
Compliance With Laws and Regulations 

July 11, 1996 

AA 96-152 
 Examination of the Army's Financial 
Statements for Fiscal Years 1995 and 1994: 
Auditor's Report 

March 15, 1996 

AA 96-73 
 DBOF, FY 95 Financial Statements-
Supply Management, Revenues and 
Expenses: U.S. Army Missile Command 

February 15, 1996 

NR 95-430 
 Army DBOF FY 94 Financial Statements July 19, 1995 

NR 94-471 
 Army DBOF FY 93 Financial Statements: 
Report of Management Issues 

June 30, 1994 NR 94-470 
 Army DBOF FY 93 Financial Statements: 
Audit Opinion 

September 29, 1994 

NR 94-457 
 DBOF, FY 92 Financial Statements: 
Common Management Issues 

March 30, 1994 

NR 94-456 
 DBOF, Transportation, Army FY 92 

Financial Statements: Report of 

Management Issues 


March 30, 1994 

NR 94-454 
 DBOF, Depot Maintenance, Army FY 92 

Financial Statements: Report of 

Management Issues 


March 30, 1994 
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Naval Audit Service 

Report No. 


029-97 Department of Navy FY 1996 Annual Financial 
Report: Report on Internal Controls and 
Compliance With Laws and Regulations 

April 15, 1997 


022-97 Department of the Navy Fiscal Year 1996 
Annual Financial Report: Report on 
Auditor's Opinion 

March 1, 1997 

044-95 FY 1994 Consolidating Financial Statements 
of the Department of the Navy DBOF 

May 30, 1995 

053-H-94 FY 1993 Consolidating Financial Statements 
of the Department of the Navy DBOF 

June 29, 1994 

053-H-93 FY 1992 Consolidating Financial Statements 
of the Department of the Navy DBOF 

June 30, 1993 

Air Force Audit Agency 

97053011 	 Eliminating Entries and N onoperating 
Changes, FY 1996 Air Force Consolidated 
Financial Statements 

April 15, 1997 

97053012 	 Contingent Liabilities, FY 1996 
Air Force Consolidated Financial 
Statements 

April 10, 1997 

96053019 	 Real Property and Nonmilitary Equipment, 
FY 1996 Air Force Consolidated Financial 
Statements 

February 11, 1997 

96053015 	 Military Pay, FY 1996 Air Force 
Consolidated Financial Statements 

April 15, 1997 

96053005 	 Operating Materials and Supplies, FY 1996 
Air Force Consolidated Financial Statements 

January 30, 1997 

96053004 	 Civilian Pay, FY 1996 Air Force 
Consolidated Financial Statements 

April 17, 1997 

96053003 	 Fund Control Process, FY 1996 
Air Force Consolidated Financial 
Statements 

February 7, 1997 



Appendix C. Summary of Prior Coverage 

Report No. Title Date 

96053002 Federal Mission Property, Plant and 
Equipment FY 1996 Air Force 
Consolidated Financial Statements 

February 3, 1997 

96053001 Opinion on FY 1996 Air Force Consolidated 
Financial Statements 

March 1, 1997 

94068020 Opinion on Air Force DBOF, FY 1993 Fund 
Balances With Treasury 

June 30, 1994 

94068019 Opinion on Air Force DBOF, FY 1993 
Property, Plant and Equipment Balances 

June 30, 1994 

94068018 Opinion on Air Force DBOF, FY 1993 
Inventories Not Held for Sale Balance 

June 30, 1994 

94068017 Opinion on Air Force DBOF, FY 1993 
Inventories Held for Sale Balance 

June 30, 1994 
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Appendix D. Laws and Regulations Reviewed 

Subtitle II, "The Budget Process," Title 31, United States Code (U.S.C.) 


Subtitle III, "Financial Management," 31 U.S.C. 


Historical and Statutory Notes to 10 U.S.C. 2208, "Working Capital Funds" 


Public Law 104-134, "Debt Collection Improvement Act of 1996," April 26, 

1996 


Public Law 103-356, "Federal Financial Management Act of 1994," 

October 13, 1994 


Public Law 103-356, "Government Management Reform Act of 1994," 

October 13, 1994 


Public Law 103-62, "Government Performance and Results Act of 1993," 

August 3, 1993 


Public Law 101-647, "Federal Debt Collection Procedures Act of 1990," 

November 29, 1990 


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

1990 


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


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


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

September 8, 1982 


Public Law 96-510, "Comprehensive Environmental Response, Compensation, 

and Liability Act," as amended by Public Law 99-499 


Public Law 96-427, "Federal Employees' Group Life Insurance Act of 1980," 

October 10, 1980 

Public Law 95-454, "Civil Service Reform Act of 1978," October 13, 1978 

Public Law 94-580, "Resource Conservation and Recovery Act of 1976," 
October 21, 1976 

Public Law 86-382, "Federal Employees' Health Benefits Act of 1959," 
September 28, 1959 

"Budget and Accounting Procedures Act of 1950," chapter 946 
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Fair Labor Standards Act of 1938 (codified, as amended, in 29 U.S.C. 

22201-219) 


Civil Service Retirement Act of 1930, as renumbered 31 July 1956, Title IV, 

(codified, as amended, in 5 U.S.C. 1308, 3323, and 8331-8348) 


Federal Employees' Compensation (codified, as amended, in various sections of 

5 U.S.C.) 


OMB Bulletin No. 97-01, "Form and Content of Agency Financial Statements," 

October 16, 1996 


OMB Bulletin No. 94-01, "Form and Content of Agency Financial Statements," 
November 16, 1993 

OMB Bulletin No. 93-18, "Audited Financial Statements," June 25, 1993 

OMB Circular A-34 (Revised), "Instructions on Budget Execution," August 8, 
1985 

OMB Circular No. A-123, "Management Accountability and Control," June 21, 
1995 

OMB Circular A-125 (Revised), "Prompt Payment," December 12, 1989 

OMB Circular No. A-127, "Financial Management Systems," July 23, 1993 

Statements of Federal Financial Accounting Concepts No. 1, "Objectives of 
Federal Financial Reporting," September 2, 1993 

Statements of Federal Financial Accounting Concepts No. 2, "Entity and 
Display," June 6, 1995 

Statements of Federal Financial Accounting Standards No. 1, "Accounting for 
Selected Assets and Liabilities, " March 30, 1993 

Statements of Federal Financial Accounting Standards No. 2, "Accounting for 
Direct Loans and Loan Guarantees," August 23," 1993 

Statements of Federal Financial Accounting Standards No. 3, "Accounting for 
Inventory and Related Property," October 27, 1993 

DoD Directive 5010.38_, "Management Control Program," August 26, 1996 

DoD Directive 7200.1, "Administrative Control of Appropriations," May 4, 
1995 

DoD Instruction 7000.14, "DoD Financial Management Policy and 
Procedures," November 15, 1992 
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DoD 7000.14-R, "Financial Management Regulation," volumes 1 through 15, 
issued August 1992 through March 1997 

DoD 7220.9-M, "DoD Accounting Manual," as amended June 17, 1991 

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

DFAS Financial Management Departmental Reporting Manual, Book 2, 
"Accounting Classification and Data Elements," April 1, 1995 



Appendix E. Summary of Work Performed 

Reporting 
Enti!Y.__ 

FY 1996 
Reported Assets 

(thousands) 

FY 1996 

Reported 
Expenses 

(thousands) 

Scope of 
Audit Work 
Performed 

Organizations 
Performing 
Audit Work Opinion 

Audit 

Report 


Number 


Army $ 201,042,450 $ 64,728,844 Limitedl Army Audit Agency Disclaimer AA 97-133 


Navy 	 453,423,799 63,266,297 Limited2 Naval Audit Service Disclaimer 022-97 


Air Force 342,141,469 59,556,746 Limitedl Air Force Audit Agency Disclaimer 96053001 


Defense Business 
Operations Fund 	

92,213,563 76,388,688 Limitedl IG, DoD 	
Army Audit Agency 

Naval Audit Service 

Air Force Audit Agency 


Disclaimer 97-178 


~ -0 Military Retirement 
Trust Fund 


135,335,904 47,591,489 Full IG, DoD Unqualified 97-177 


National Defense Stockpile 
Transaction Fund 


4,271,510 215,245 Full IG, DoD Qualified 97-176 


U.S. Corps of Engineers, 
Civil Works 


41,707,282 7,108,229 Limited3 Army Audit Agency Disclaimer AA 97-136 


Other Defense 
Organizations 


45,695,735 46,527,114 Limited4 IG, DoD No opinion 97-155 


Total5 $1,315,831, 712 $365,382,652 

lThe Military Department audit organizations and the IG, DoD, audited selected accounts in the Statements of Financial Position and the 

Statements of Operations and Changes in Net Position. 


2The Naval Audit Service audited the Statement of Financial Position. 


3The Army Audit Agency audited the Statement of Operations and Changes in Net Position. 


4The IG, DoD, reviewed the internal controls and compliance with laws and regulations. 


5These amounts represent the totals before eliminating entries are subtracted. 
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UNDER SECRETARY OF DEFENSE 
1100 DEFENSE PENTAGON 

WASHINGTON. DC 20301-1100 

COMPTROLLER 

MEMORANDUM FOR ASSISTANT INSPECTOR GENERAL FOR AUDITING, DOD 

SUBJECT: 	 Management Representation Letter for the PY l 996 DoD-wide Corn;olidated 

Financial Statements 


Reference is made to the FY 1996 Princ.ipal Financial Statements for the DoD-wide 
Consolidated Financial Statements (Project No. 5FH-ZCJ16). For the purpose of eKpressing an 
opinion on whether those l!tatemerns are presented fairly and In accordance with generally accepted 
accounting principlCll and Office ofManagement and Budget (OMB) Bulletin 94-01, "Fonu and 
Content of Agency Financial Statements," November 16, 1993, I conf"mn, to the best ofmy 
knowledge and belief, the following representations: 

• I am responsible for the fair presentation of the consolidated DoD-wide financial 

statements in accordance with OMB Bulletin 94-01. 


• To the best of my knowledge. all financial records and related data have been made 

a vallabl.e to you. 


• I undeistand that we have prepared the carrying value or classification ofassets and 
liabilitieio in a manner that conforms to our published policies and I have no plans or intentions to 
change it. 

• I know of no irregularities involving management personnel or employees who have 

significant roles i11 t11e internal control structure that are nor a matter of public record. 


• I know of no other employees being involved in irregularities that could materially affect 
the financial sratemenrs that are not a matter of public record. 

• I know of no communications from regulatory agencies or auditors concerning 
noncompliance with. or deficiencies in, financial reponing practices that could have a material effect 
on the f"mancial statements that are not a matter of public record. 

• We do not consider related third-party IIlmsactiom: and related amounts receivable or 
payable of interested panicipants, including assessments, loans, and guarantees as applicable and 
make no assurance in that regard. 
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• I know of no violations or possible violations of laws or regulations whose effects should 
be considered for disclosure .in the financial statements, or, as a basis for recarding a loss 
contingency. that are not a matter of public record. 

l know of no material Ii.abilities or gain or less contingencies that arc required to be 
accrued or disclosed by Financial Accounting Standards Board Statement No. 5, "Accounting for 
Contingencies," March 1975. 

• I know of no unasserted claims or assessments that our legal repieseritatives have advised 
us are probable of assenion and must be disclosed in accordance with Financial Accounting 
Standards Board Statement No. 5, beyond those that may be reported in the legal representation 
Jetter for the DoD-wide Consolidated Financial Statements that will be furnished shortly to you by 
the General Counsel of the Department ofDefense. 

• I have no knowledge of material transactions that have not been proper! y recorded in the 
accounting records underlying the financial statements that are not a matter of public record. 

• The offices responsible for the st.ewardship of equipment and stock.age inventories have 
made plans to reduce excess or obsolete inventories. The depanrru:nt has attempted to estimat.e this 
inventory va1ue consistent with established guidelines for net realizable value. 

• To my knowledge and based on the management representation letters of subordinate 
offices, the Federal Government has satisfactory title to all reported assetli, and there are no liens or 
encumbrances on such assets, nor has any asset been pledged as collateral. 

I knew of no plans to avoid compliance with any aspect of contractual agreements that 
would have a material effect on the .financial statements in the event ofnoncompliance. 

• I know of no events that have occurred after the balance sheet date that would require 
adjustment to or disclosure in the financial statements that have not been previously identified on the 
slatements. 

Attached are identified procedural and systemic deficiencies that may prevent an auditor fmm 
expressing an llllqrnili.fied opinion on the financial statemenlS. 

My staff contact for this matter is Mr. Oscar G. C-Ovcll. He may be reached at ~mail: 
covello@ousdc.osd.mil or (703) 697-6149. 

' ' r ! , 
I 

JftM.?-: '~----
. John(.·E"amre 
l . !"J ,

Attachment 
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DEFENSE-WIDE CONSOLIDAlED FINANCIAL STATEMENTS 

IDENTIFIED PROCEDURAL AND SYSTEMIC DEFICIENCIES 


Part 1. Departures from Published Accounting Policies and Procedures 

Systemic and procedural def"JCi.encies existed in the Department's accounting and financial 
management systems during FY 1996. The following list :summarizes the known deficiencies 
within the accounting and financial management systems used co account for and report on 
financial activity for the Defense-wide consolidated financial statements. 

A. General Ledger Control/Lack of Unifunn Accounting Sysk:!JUI. The accounting systemlS 
in use by the Department do not provide consistency in financial reporting or comparability of 
information. Integrated agency accounting and financial management systems am expected to 
provide for complete. reliable, consistent, and timely information thar. is prepared on a uniform 
basis and responsive to the financial information needs of agency management. However, the 
Depanment must rely on e:tlsting accounting systems--systems that often are not integrated and 
that provide OoD Component unique infonnation. The summarized information must be 
collected from several DoD Component-unique sources, which results in a further lack of 
comparability. 

In gene:ral.. activities do not havi:: an efftl(;tive reporting system that systematically 
summarizes f"mancial infonnation and. in some cases, documented procedures do not exist to 
determine which geneml. ledger accounts were used to develop the various account classifications 
on the fmanc.iJtl statements. Additionally, the U.S. Government Standard General Ledger 
(USGSGL) accolints have not been fully inccrporated into Defense Finance and Accounting 
Servict' (DFAS) accounting systems. Consequently, for lhe FY 1996 financial statements. 
preparers had to crosswalk general ledger accounts to the DoD unifonn chart ofaccounts, then 
crosswalk lhe DoD accounts to the account classifications on the financial statements. In 
addition, integrated general ledgeT systems were not alway!: available for use in producing the 
FY 1996 f"mancial statements. Instead. re_pons from departmental budget and reponing systems 
sometimes were relied on to prepare financial reportS. Similarly, some activities were not 
supported by a fully h•tegrated double-entry accounting system. In those instances, information 
was gathered from automated and manual systems to create a consolidated general ledger. 
Procedures used to CTl".ate the general ledgers were not always fully documented, and procedures 
were not a1ways in place to assure that all transactions were recorded. Automated accounting 
systems were not always in place to collect and report expenses as required, and the accounting 
systems did not always generate sufficient and suitable accounting data to permit the review and 
certification of fiscal year financial statement$, 

B. Integrated General Ledger. Noc all of the Department's accounting systems use an inte
grated general ledger double-entry type system, from which financial statements can be produced. 
Not all acrounting activities or reporting entities have ctmtrols in place to ensure that all valid 
transactions are properly recorded, processed, and summarized in order to always provide totally 
accurate f"mancial infonnation to fund managers. Rather than using the general ledger to account 
for major alisets, moot reporting entities frequently rely on inforrnatioo derived from operational 
and logistics systems. In addition, there is a lack ofassurance that source data always is accurate 
because some discrepancies in the operational and logistics systems are not investigated in a 

Attachment 
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DEFENSE-WIDE CONSOUDATED FINANCIAL STATEMENTS 

IDENTIFIED PROCEDURAL AND SYSTEMIC DEFICIENCIES 


limely manner. 'Il1e. absenc.e of systems with ft1lly integrated general ledger accounts, to capture 
all required f"mancial infannation relative to DoD assets. limits the Depmment's capabllicy to 
ascertain whether all assets are included in irnancial statement amounts. Consequently, there is no 
standard financial control over the amounts reported. 

C. Standard C".eneral Ledger. The USGSGL has not been fully implementoo throughout the 
Depanment ofDefense. DuringFY 1996, many differern general ledger structures were in use by 
activities across tile Department. The USOSGL is intended to standardize Federal accounting and 
meet the basic federal financial statement and budget execution reponing requirements. The DoD 
Components are using Component-unique charts of accounts and are cross.walking the financial · 
data from the activities' general ledger accounts to the USGSGL for preparation of management 
repons and financial statements. The Jack of a uniform geneml ledger incieases l11e potential Ior 
accounting erron and increases the level ofeffort req11ired to prepare and audil financial 
statements or management repons for the use ofother government offices, such as the Treasury 
Department and the Office ofManagement and Budget (OMR). Since t.he cmsswal kl\ in use do 
not always have a one-for-one relationship to accounts in lhe USGSGL. transactiOllS may noc 
always be reconied and accounted for in a manner permitting 1.he preparation of rmancial state
ments in strict accordance with OMB guidance. 

ln addition, the absence of standard general ledger accounting systems makes it difficult to 
ascertain whether like items are reported in the same general ledger accounts and balances. The 
Depanment has developed iill interim migration strategy Lo consolidate DoD accounting systems. 
Once the interim migratory 5ystems become functional, the Department expects to improve its 
accounting and reporting capabilities. and save resources, by using fewer systems and consoli
dating accounting functions. Interim migratory systems have been de-~ignated in the DoD Chief 
Financial Officer's Financial Management Status Report and 5-Year Plan for 19%-2000. 'These 
systems will be used in 1he future as the transition is made from many accow1ting sysrems to 
fewer, and standard, accounting systems that arc transaction driven, integmted, and use the 
USGSGL. 

D. Integrated Sy6.tellll!. The issue of integrating accounting systems with personnel, logistics, 
acquisition, and other systems has been a long-standing problem for the Department. The DPAS 
is evaluating the interface of systems and the sharing of data bases both within accounting and 
finance functional areas and with other functional areas such as personnel, logistics, and 
acquisition. 

E. Inadequare Systems. In the preparation of the Defense-wide financial statements for 
FY 1996, some functional systems that feed data to the accounting systems were not reviewed 
adequately for conformance with applicable accounting requirements. Internal controls may have 
been inadequate in these feeder systems to ensure that items were inventoried or accounted for 
properly. 
F. lruu:lequate Codini:; Structure. The coding structure within the aQXll.lnting and financial 
management systems employed by DoD Component activities has not been developed to 
adequately capture and repon all of the data necessary for preparing rrnanc.ial statements. 
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DEFENSE-WIDE CONSOLIDATED FINANCIAL STATEMENTS 

IDENTIFIED PROCEDURAL AND SYSTEMIC DEFlCIENCIES 


Part 2. Internal Controls 

A. Fund Balances With Treasuzy Not Reconciled. Unreconciled differences in disbursement 
and collection transactions n".Sllltt'.d in accounting discrepancies betwee.n mntrol accounts and 
installation level subsidiary accounting records. 

B. Internal Controls. The internal controls governing the processes for preparing financial 
statements still are not adequate for significant portions ofthe adjustment and financial statement 
prepamtion processes. 

C. Unmatched Disbursements. The auditors have reported that. contrary to policy. proce
dures do not ensure, necessarily. that disbur.;ements always are posted to the correct obligation. 
or that possible duplicate payments are prevented. 

D. Neiative Unliquidated Obli2ations. Auditors have concluded that accounting offices, and 
the installations that they suppon, do not always effectively monitor or accurately report negative 
unliquidatcd obligation balances. 

E. In-Transit Disbursement<;. The auditors have reponed that, contrary to policy. procedures 
do not ensure, necessarily. that disbursements always are pos1ed to lhe correct obligation on a 
timely basis. 

F. Reponing of Plant Property and EQ!Jipment. Although the auditors have noted some 
progress over prior years, overall procedures and controli may not be adequate to ensure that all 
plant, propeny a11d equipment are accurately reported in the Statement of Finandal Position. 

G. Adjustments to General l.edi:er Accounts. Adjusting entries sometimes may be made 
without require.d supponing documents. As a resulr, accowitlng adjustments or relate.d account 
balances reported in the financial statements may not be substantiated. Some program managers 
may make incorrect or unsupponed entries Lo year-end accounts on lhe financial statements 
because effective procedures for making adjusting entries have not yet been implemented or there 
are problems adhering to procedures that are in place. 

H. Reconcrnation of Propeny_Records. Additional improvements were needed in accounting 
for equipment, and reconciling equipment values with subsi<liary i:ecords. 

J. RecondljaJ:jon of Subskliary Record&. Some required monthly reconciliations of 
disbursement and. collection transactions in the disburaing system were not performed or only 
panially perfonned. 

J. Accovntinil for Receivables and Payables. Accounts Receivable and Accounts Payable are 
not always recorded in the proper accoW1ting period or reconciled to general ledger account 
balances. Weak internal controls may cause reimbursements to be collected but not posted or 
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DEFENSE-WIDE CONSOLIDATED ANANCIAL SfATEMENTS 

IDENTIFIED PROCEDURAL AND SYSTEMIC DEFICIENCIES 


recorded: a1so, some funding documents were not received. which prevented the activities from 
billing customers. 

K. Classification ofAssets. Some equipment, inventories held for sale and inventories not 
lield for sale may have been classified incorrectly. 

L. Anal.vtical Reyiew ofAccoynt Balances. The reMOllableness of amounts reported in the 
accounting recom-; and financial statements was not always adequately reviewed. 

M. Intrafund BliminaUorn1. Auditors have stated that the consolidated flnancial statements do 
not al.ways include the requiIOO Intmfund Elimin11tioll9 Ilote to the financial statements. Those 
statements should include billions of dollars of transactions relating to collections and disburse
ments in the lntrafund Rliminatinns nnle. 

N. Support.in& Documentation. Adequate documentation to suppott lhc validity and 
accuracy of fund control lr.Plsac:tion& was not always obtained or maintained. 

0. fn-'fnmsit Accounts. The Department has, in the past, reported negative balances in an in
transi.t account. The auditoIS have concluded !hat the existence oI a negative balance in an 
inventory account i.s inaccurate, and that one may not be able to rely on the systems that produced 
such figures. 

P. Ya]uati<m oflnventmy The auditors have reponed that inventory was incorrectly valued 
They also have stated thitt some maintenance activities valued all inventoi:y at standard price, 
regardless ofcondition, which result.$ in overvalued excess and unserviceable inventory. 

Q. Exceu 'Material Valued Incorrectly. Excess material may be valued at late11T ac.quisition 
cost vice the prescribed percent of lat.est acquisition CO!!t.. 

R. Accrual Accounting Procedures. General ledger and subsidiary accounts may not always 
be established as required and, in some cases, miscellaneous revenues either may not have been 
recorded when eamed or not recolded at all. Reporting entities do not. alway11 promptly pmcei;.<i 
all receip information. Consequently. expenses fl"e'luently are not recomed prior to 
dis.bursements. 

S. Audit Trails. Some reporting entities may not have established adequate audit trails to 
enable managers or auditors to verify disbuISements. ln some cases. due to inadequate system 
capabilities, payments posred to records may not be traceable to the records of the DoD 
Components that recorded the paymeocs. 

b.d..l. Compliance 

A. Interfacing ofAccounting Systems. OMB Circular A-127, "Financial Management 
Systems," requires that accounting systems interface with logistical systems and meet other 
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.requirements such as system documentation, audit trails. and general ledger control. The majority 
of the Department's financial management systems do not meet the requirements ofOMB 
Circular A-127. "Ille auditors have. in the past, concluded that many of the systems perform 
&imilllr funaions, which rcsults in incfficicocies and disparate business practices. 

B. SgndardGenml I...edi;er. The DoD Financial Mana~ementRe,i::ulation, Volume l, 
"General Financial Management Information, Systems and Requirements," requires that activities 
use the U.S. Government standard genem.I ledger chart of accounts. The under secretary of 
Defense (c.om.ptroller) (USD(C)) acknowledges that the standard general ledger has not been 
fully implemented throughout the Department. Most of the noncompliant systems have a 
conversion program that crosswalks obsolete general ledger accounts or data bases to the 
standard general accountq. 

C. Propen.y. Pblnt. and Equipment. The DoD Financial Management ReirulaJjan requires 
that activities separately depreciate each buildlng. However, existing accounting systems 
generally preclude detenninawm ofdeprec.iation expense. For example, many activities do not 
have an accounting system rhat allows them to compute dqireciation on separate buildings. 

D. Inventozy Valuation. DoD policy requires that inventory be revalued IO iu latest 
acquisition cost at year end. This policy also i:equires that excess, obsolete, and unserviceable 
material. be valued at its net realizable value. Maintenance activities sometimes value inventory at 
standard price, regald]ess of condition. 'lb.is results in overvalued excess and unserviceable 
inventory. 
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Director, Accounting Policy 
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Department of the Army 
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Assistant Secretary of the Air Force (Financial Management and Comptroller) 
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Other Defense Organizations 

Director, Administration and Management 
Director, Defense Contract Audit Agency 
Director, Defense Finance and Accounting Service 
Director, Defense Logistics Agency 
Director, National Security Agency 

Inspector General, National Security Agency 
Inspector General, Defense Intelligence Agency 

Non-Defense Federal Organizations 

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

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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