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SUBJECT: Audit Report on Foreign Military Sales Administrative Surcharge Fund
(Report No. 97-227)

We are providing this report for review and comment. The Navy did not
respond to the draft report; however, comments from the Under Secretary of Defense
(Comptroller), the Army, the Air Force, and the Defense Security Assistance Agency
were considered in preparing the final report.

DoD Directive 7650.3 requires that all recommendations be resolved promptly.
As a result of the consolidation of the U.S. Army Missile Command and the U.S.
Army Aviation and Troop Command into the U.S. Army Aviation and Missile
Command, we redirected draft Recommendation A.2. and deleted draft
Recommendation A.4. The Under Secretary of Defense (Comptroller), Army, Air
Force and Defense Security Assistance Agency comments were partially responsive.
We request that additional comments on all recommendations be provided by
November 28, 1997.

We appreciate the courtesies extended to the audit staff. Questions on the audit
should be directed to Ms. Evelyn R. Klemstine, Audit Program Director, at
(703) 604-9172 (DSN 664-9172) or Ms. Catherine M. Schneiter, Acting Audit Project
Manager, at (703) 604-9609 (DSN 664-9609). See Appendix G for the report
distribution. Audit team members are listed inside the back cover.

Rober:J . Lieberman

Assistant Inspector General
for Auditing



Office of the Inspector General, DoD

Report No. 97-227 September 30, 1997
(Project No. 61.G-0071)

Foreign Military Sales
Administrative Surcharge Fund

Executive Summary

Introduction. The Foreign Military Sales (FMS) Program is an element of
Security Assistance, a group of programs through which the United States
provides Defense articles, services, and military training by cash sale, grant,
lease, or loan. FMS includes government-to-government sales of Defense
articles or services from DoD inventories or through new procurements under
DoD-managed contracts, regardless of the source of funding. The FMS
Program within DoD is administered and supervised by the Defense Security
Assistance Agency. The Military Departments primarily execute the FMS
Program. Public Law 90-629, "The Arms Export Control Act," October 22,
1968, as amended, is the primary law under which the FMS Program is
governed. The Arms Export Control Act requires that letters of offer and
acceptance for the sale of Defense articles or services shall include a charge for
administrative services to recover the full cost of administering sales made
under the Act.

Audit Objectives. The audit objective was to determine the adequacy of the
administrative surcharge rates applied to Defense articles and services procured
by FMS customers. Specifically, the audit was to determine whether funds
collected from the assessment of the administrative surcharge covered the full
cost to DoD of implementing the FMS Program. In addition, the audit
reviewed the management control program under which FMS activities were
conducted.

Audit Results. The Defense Security Assistance Agency and the Military
Departments did not have reliable information on either the full cost of the FMS
Program or the cost of tasks integral to the FMS Program, such as preparing a
letter of offer and acceptance or closing a case. As a result, administrative
personnel costs of about $85.2 million for FY 1995 and $85.6 million for

FY 1996 that the Defense Security Assistance Agency and the Military
Departments reported could not be verified. Additionally, the Defense Security
Assistance Agency and the Military Departments did not have sufficient
information to determine administrative fund budget requirements, to plan for



unexpected requirements, or to evaluate efficiencies and effectiveness of the
FMS Program. Also, it could not be determined whether funds collected from
the assessment of the 3-percent administrative surcharge and the 3. 1-percent
logistics support charge were adequate to cover the actual DoD cost of
implementing the FMS Program (Finding A).

The Military Departments did not fully comply with the Financial Management
Regulation and the Security Assistance Manual requirements by charging
routine administrative functions to program management lines. As a result, all
routine administrative functions were not charged to the administrative
surcharge fund, including $2.6 million at the F-16 System Program Office in
management augmentation fees in FYs 1992 through 1994 (Finding B).

The management control program could be improved because we identified
previously unreported material weaknesses.

Summary of Recommendations. We recommend that the Director, Defense
Security Assistance Agency; the Army; the Navy; and the Air Force use
existing systems to identify and track all FMS administrative personnel costs by
tasks performed and maintain a database to support requests for reimbursement
of administrative funds. We recommend that the Commander, Naval Air
Systems Command, reprogram the FMS Timekeeping System to search for
missing time sheets for partially dedicated administrative personnel. We
recommend that the Under Secretary of Defense (Comptroller) and the Director,
Defense Security Assistance Agency, jointly establish a process action team to
develop specific criteria for the proper allocation of administrative surcharge
funds and program management line funds and adjust the Financial Management
Regulation and the Security Assistance Manual to incorporate the criteria
developed by the process action team. We recommend that the Commander,
F-16 System Program Office, correct the charges to the program management
lines for management augmentation fees.

Management Comments. The Defense Security Assistance Agency supported
the intent of the recommendation to identify and track all FMS administrative
personnel costs, stating that it would use workload surveys and begin to develop
workload measures and program metrics. The U.S. Army Aviation and Missile
Command nonconcurred with the recommendation, stating that systems in
place, other than the system recommended for use, would meet the intent of the
recommendation. The U.S. Army Security Assistance Command concurred
with the recommendation to identify and track all time expended on specific
FMS tasks, stating that it will establish codes that will provide the ability to
gather and track all employee time associated with FMS tasks. The Air Force
nonconcurred with the recommendation to maintain a database of FMS
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employees to support requests for reimbursement of administrative funds,
stating that a standard system does not exist to track time expended by Air
Force FMS employees on specific FMS tasks and that such a system should be
incorporated in the development of the Defense Security Assistance
Management System. The Under Secretary of Defense (Comptroller) and the
Defense Security Assistance Agency nonconcurred with the recommendations to
develop a process action team to clarify the Financial Management Regulation
and the Security Assistance Manual, stating that those regulations were adequate
and no additional guidance was required. The Air Force concurred with
exception to correcting the charges to the program management lines for
management augmentation fees because the Deputy Under Secretary of the Air
Force (International Affairs) had approved the use of management augmentation
fees. The Navy did not comment on the draft report. A discussion of
management comments is in Part I and the complete text is in Part III.

Audit Response. The Defense Security Assistance Agency comments on
personnel tracking are generally responsive; however, we are requesting more
specific details on the annual survey, the development of workload measures
and program metrics, and an implementation date. Comments from the U.S.
Army Aviation and Missile Command on using the existing Army Time and
Attendance Productivity System to identify and track all FMS administrative
personnel costs by tasks performed were nonresponsive and we request that they
reconsider their position and provide comments on the final report. We request
that the Air Force reconsider its position about the ability of current Air Force
systems in place to track time expended on FMS tasks. Comments from the
Under Secretary of Defense (Comptroller) and the Defense Security Assistance
Agency on developing a process action team to clarify FMS regulations are not
fully responsive, because they did not see the need to develop a process action
team, stating that the current regulations were adequate. We request that they
reconsider their position and provide comments on the final report. The Air
Force comments on the use of management augmentation fees are also
nonresponsive, because those fees were used to charge routine FMS
administrative services directly to FMS cases. We request that the Air Force
reconsider its position and provide comments on the final report. We request
that the Under Secretary of Defense (Comptroller), Army, Navy, Air Force,
and Defense Security Assistance Agency provide comments on the final report
by November 28, 1997.
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Part I - Audit Results



Audit Background

Foreign Military Sales Program. The Foreign Military Sales (FMS) Program,
an element of Security Assistance, is a group of programs through which the
United States provides Defense articles, services, and military training by cash
sale, grant, lease, or loan. FMS includes government-to-government sales of
Defense articles or services from DoD inventories or through new procurements
under DoD-managed contracts, regardless of the source of funding. The
management of the FMS Program within DoD is administered and supervised
by the Defense Security Assistance Agency (DSAA). The Military Departments
primarily execute the FMS Program.1

Recovery of Full Cost to Administer the FMS Program. Public Law 90-629,
"The Arms Export Control Act,” October 22, 1968, as amended, is the primary
law under which the FMS Program is governed. The Arms Export Control Act
requires that letters of offer and acceptance2 (cases) for the sale of Defense
articles or services shall include a charge for administrative services to recover
the full cost of administering sales made under the Act. The Arms Export
Control Act states:

(b) Charges for administrative services calculated under . . . this Act

shall include recovery of administrative expenses . . . when (1) such
functions are primarily for the benefit of any foreign country; (2)
such expenses are not directly and fully charged to, and reimbursed
from amounts received for, sale of defense services under . . . this
Act; and (3) such expenses are neither salaries of the Armed Forces of
the United States nor represent unfunded estimated costs of civilian
retirement and other benefits.

The DSAA implemented the administrative surcharge referred to in the Arms
Export Control Act in January 1970. In April 1987, a logistics support charge
(LSC) was implemented to recover the logistics costs incurred in implementing

'For FY 1996, the Military Departments executed about 93 percent of the FMS
Program and other DoD Components executed the remaining 7 percent.

?A letter of offer and acceptance is a contract between the U.S. Government and
a foreign government, in which the foreign government agrees to allow U.S.
Government representatives to act on its behalf to procure Defense articles and
services. For management and information purposes, the case is divided into
separate lines for each category of articles or services to be delivered.



assessment of the administrative surcharge and the LSC are deposited into the
FMS Administrative Cost Clearing account.” The Defense Finance and
Accounting Service Denver Center maintains that account.

Administrative Surcharge. The DoD Financial Management

Regulation 7000.14, volume 15, "Financial Management Regulation: Security
Assistance Policy and Procedures," March 1993, requires that an administrative
surcharge be applied to every line of a case, except program management lines.
Program management lines are usually included in letters of offer and
acceptance to cover extraordinary case management functions directly related to
the item or service being delivered and when it is necessary that DoD undertake
some system or program management effort in order to successfully deliver the
item that has been ordered by the FMS customer. For each case signed after
September 30, 1977, the administrative surcharge was increased from 2 percent
to 3 percent.4 The administrative surcharge can be waived when there is
legislative authority; however, the Military Department implementing the case
is required to pay the administrative surcharge using its Operations and
Maintenance appropriations.

Revenue Enhancement and Fair Pricing. The LSC rate of 3.1 percent was
created in 1987 as a revenue enhancement device, and fair pricing was
incorporated into the Financial Management Regulation in FY 1990 as a cost
reduction device. DSAA implemented LSC because it believed that logistics
support case lines generated costs that were disproportionately higher than the
administrative surcharge revenues provided by those sales. This charge is added
to deliveries of spares, modifications to equipment, repair and rehabilitation of
equipment, secondary support equipment, and non-working capital fund
supplies; however, it is not added to any working capital fund items.”
According to DSAA officials, the LSC was implemented because FMS moved
away from high dollar systems sales to sustainment type support for previous
sales. In FY 1990, to reduce costs attributable to the FMS Program, DoD
implemented a fair pricing policy. That policy prohibited DSAA and the

*A cost clearing account is an account used when standard rates are employed.
The actual expenses are debited to the cost clearing account and the amounts
billed to customers are credited to that account.

*The administrative surcharge is 5 percent on Cooperative Logistics Supply
Support Arrangement cases and orders of nonstandard articles and services
unless a contractor is the source of supply for the nonstandard article or service
or a program management line is included in the case.

5Working capital fund items include supplies, materials, repairables, drawings
and technical data, and forgings and castings.



Military Departments from using FMS administrative funds for military
personnel costs and unfunded civilian retirement costs incurred in supporting the
FMS Program. With the LSC and the fair pricing policy, the available-to-spend
balance in the FMS Administrative Cost Clearing account increased from a
negative $389 million in FY 1988 to a positive $473 million in FY 1996 (see
Appendix D).

Congressional Ceiling. Each fiscal year, Congress approves a ceiling (a limit)
on the amount of administrative and LSC funds that can be obligated in each
fiscal year. Each year since FY 1993, DSAA has included the proposed ceiling
on FMS administrative obligations in the Congressional Presentation Document,
which summarizes the U.S. foreign operations budget request. Congress
approved a ceiling of $335 million for FY 1995 and subsequently increased the
FY 1995 ceiling to $351 million. Congress approved a ceiling of $355 million
for FY 1996.

Audit Objectives

The audit objective was to determine the adequacy of the administrative
surcharge rates applied to Defense articles and services procured by FMS
customers. Specifically, the audit was to determine whether funds collected
from the assessment of the administrative surcharge covered the full cost to
DoD of implementing the FMS Program. In addition, the audit reviewed the
management control program under which FMS activities were conducted. See
Appendix A for a discussion of the audit scope and methodology and our review
of the management control program. See Appendix B for a summary of prior
audit coverage related to the audit objectives.



Finding A. FMS Administrative Costs

The DSAA and the Military Departments did not have reliable
information on either the full cost of the FMS Program or the cost of
tasks integral to the FMS Program, such as preparing a letter of offer
and acceptance or closing a case. Reliable information was not available
because DSAA and the Military Departments did not use accounting
procedures or cost accounting systems that ensured the inclusion of all
costs incurred in support of the FMS Program. As a result,
administrative personnel costs of about $85.2 million for FY 1995 and
$85.6 million for FY 1996 that DSAA and the Military Departments
reported could not be verified. Additionally, DSAA and the Military
Departments did not have sufficient information to determine
administrative fund budget requirements, to plan for unexpected
requirements, or to evaluate efficiencies and effectiveness of the FMS
Program. Also, it could not be determined whether funds collected from
the assessment of the 3-percent administrative surcharge and the
3.1-percent LSC were adequate to cover the actual DoD cost of
implementing the FMS Program.

Personnel Cost Verification

Cost Accounting Procedures and Systems. Public Law 101-576, "Chief
Financial Officers Act of 1990," November 15, 1990, as amended, requires
Federal organizations to develop and report cost information and to
systematically measure performance. As a result of those requirements, the
Federal Accounting Standards Advisory Board issued Statement of Federal
Financial Accounting Standard No. 4, "Managerial Cost Accounting Concepts
and Standards for the Federal Government (SFFAS No. 4)," July 31, 1995,
which contains guidance aimed at providing reliable and timely information on
the full cost of Federal programs and their activities and outputs. SFFAS No. 4
recognizes that setting prices is a policy matter, sometimes governed by
statutory provisions and regulations and other times governed by managerial or
public policies. It requires that cost accounting systems or cost finding
techniques, such as observation or statistical sampling, be used to accumulate
the full cost of a program. SFFAS No. 4 requires that the managerial
accounting standards become effective for fiscal periods beginning after
September 30, 1996. SFFAS No. 4 states that managerial cost accounting
should be an essential element of proper financial planning, control, and
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Finding A. FMS Administrative Costs

evaluation for any organization that uses resources having monetary value.
SFFAS No. 4 also requires the development of performance measures as a
means of reporting the efficiency, effectiveness, and results of a program.

Defense Civilian Payroll System. DoD Financial Management Regulation
7000.14, volume 8, "Civilian Pay Policy and Procedures," January 1995,
requires DoD organizations to use the Defense Civilian Payroll System to pay
DoD personnel. The Regulation requires that the Defense Civilian Payroll
System be integrated or interfaced with:

o personnel systems to obtain information on which to process pay;

o general ledger systems to provide information to prepare various
financial statements;

0 cost accounting systems to distribute and charge payroll labor cost
data to appropriations, jobs, projects, programs, and departments to help in
properly evaluating operations and management and to support budget
conception and development; and

o other financial management systems to meet reporting and
management objectives.

Implementation of the Defense Civilian Payroll System began in May 1992 and
is scheduled for completion in FY 1998. All organizations visited during the
audit had implemented the Defense Civilian Payroll System.

Partially Dedicated Administrative Work Years. Personnel working in
support of the FMS Program are either fully dedicated or partially dedicated
personnel. Fully dedicated personnel are those who are employed at least

90 percent of the time, specifically for purposes of administering the FMS
Program. Partially dedicated administrative personnel are those who spend less
than 90 percent of their time administering the FMS Program. The Financial
Management Regulation states:

The personnel portion of actual administrative expenses shall include
a pro rate share of those personnel who spend 10 percent or more of
their time performing FMS duties. If an organization's manpower
staffing is based upon routinely maintained workload statistics (such
as the number of travel orders processed), the FMS administrative
personnel expense shall be determined from equivalent FMS workload
statistics. In other words, if FMS workload is 25 percent of total
workload, then 25 percent of the organization's payroll cost shall be
funded through FMS administrative surcharges.



Finding A. FMS Administrative Costs

Based on that regulation, DSAA and the Military Departments are required to
track the actual civilian personnel costs for personnel working at least

10 percent of the time on the FMS Program. Alternatively, the Military
Departments and DSAA could use workload statistics to allocate the civilian
personnel costs.

Integral Tasks. DoD Manual 5105.38, "Security Assistance Management
Manual," October 1, 1988, states that the objectives of every case are to
provide all articles or services on schedule and within the stated case value and
to close the case as planned. To meet those three objectives, DoD must
perform certain tasks that are integral to every case. Those tasks include, but
are not limited to, preparing the letter of offer and acceptance; preparing
amendments and modifications (if needed); procuring the Defense articles being
purchased under the case; reviewing and verifying funding against program
requirements; recording all financial and logistical transactions; validating that
the case has been accurately billed; reconciling case records maintained by the
implementing agency with the Defense Finance and Accounting Service records;
and closing the case. Those tasks must be performed regardless of the size of
the case of the Defense article being purchased.

Reliability of Information on the Uses of FMS Administrative
Funds

The DSAA and the Military Departments did not have reliable information on
either the full cost of the FMS Program or the cost of tasks integral to the FMS
Program. DSAA and the Military Departments did not use accounting
procedures or cost accounting systems that ensured the inclusion of all personnel
costs in support of the FMS Program. DSAA and the Military Departments
used administrative funds to pay for various costs incurred in support of the
FMS Program, including, but not limited to, civilian personnel costs, travel,
training, and other services. Of the $351 million administrative budget for

FY 1995, DSAA and the Military Departments obligated about $271.9 million
for civilian personnel cost, travel, training, and other services. Of the

$355 million administrative budget for FY 1996, DSAA and the Military
Departments obligated about $286.3 million for civilian personnel cost, travel,
training, and other services. We reviewed personnel costs at the organizations
listed in Table 1 to determine whether the administrative funding provided to
those organizations was sufficient to cover the personnel costs incurred in
implementing the FMS Program. We did not review costs for travel, training,
or other services because of the extensive audit work required and the limited
resources available to perform that audit work.



Finding A. FMS Administrative Costs

Table 1. Obligations for Personnel Costs
(in millions)

FY 1995 Obligations FY 1996 Obligations

Personnel  Other Total Personnel Other Total

DSAA $7.2  $87 $15.9 $7.1 $28.4  $35.5°
MICOM? 10.2 2.0 12.2 10.5 1.8 12.3
USASAC3 24.2 6.7 30.9 23.1 7.5 30.6
ATCOM* 5.5 1.4 6.9 5.8 0.7 6.5
Navy IPOS 4.4 1.6 6.0 4.5 2.3 6.8
NAVAIRS 8.5 5.3 13.8 8.1 6.0 14.1
AFSAC’ 19.3 5.4 24.7 21.6 2.1 23.7
F-16 SPO8 5.9 0.0 5.9 4.9 0.0 4.9
Total $85.2 $31.1  $116.3 $85.6 $48.8 $134.4

Increase due to the development of the Defense Security Assistance Management System.
2U.8. Army Missile Command (currently the U.S. Army Aviation and Missile Command).
3U.S. Army Security Assistance Command.

4U.S. Army Aviation and Troop Command (currently the U.S. Army Aviation and Missile
Command).

SInternational Program Office.

®Naval Air Systems Command.

7Air Force Security Assistance Center.

8System Program Office.

Reliability of DSAA Personnel Cost Information. The DSAA did not have
reliable information on either the full cost of the FMS Program or the cost of
integral tasks. DSAA did not use accounting procedures or cost accounting
systems that ensured the inclusion of all personnel costs in support of the FMS
Program. Additionally, DSAA did not track the cost to perform tasks integral
to the FMS Program. DSAA was a dedicated FMS organization and received
only FMS administrative and foreign military financing funds.® For each pay
period, DSAA entered hourly data directly into the Defense Civilian Payroll
System, which paid civilian personnel costs directly from the FMS
Administrative Cost Clearing account. The Defense Civilian Payroll System did
not maintain a personnel database to track the hours expended on tasks integral
to the FMS Program and DSAA did not maintain a separate employee database
to accumulate the hours worked on an FMS task. DSAA is the only

6Foreign military financing funds are used to cover the cost of administrative
activities related to non-FMS security assistance programs implemented by
DSAA and the Military Departments, including the Foreign Military Financing
Program and the International Military Education and Training Program.



Finding A. FMS Administrative Costs

organization within DoD that paid all civilian personnel costs directly from the
FMS Administrative Cost Clearing account and reimbursed the account with
foreign military financing funds for work performed in support of the foreign
military financing program. DSAA determined the amount of foreign military
financing funds to be reimbursed to the FMS administrative fund based on each
department heads' estimate of the amount of time spent supporting that
program. DSAA did not maintain separate supporting time sheets or other
documentation showing the actual hours worked in support of the FMS Program
versus the actual hours worked in support of the foreign military financing
program. DSAA personnel stated that they did not need to use a system to track
personnel costs by task because DSAA was essentially a policy organization and
its work load remained constant. Without the supporting time sheets or
documentation for the amount of time and resources expended supporting the
foreign military financing program, we could not verify the validity of the
civilian personnel costs of $7.2 million and $7.1 million for FYs 1995 and
1996, respectively, attributable to the FMS Program.

Reliability of Army Personnel Cost Information. The Army did not have
reliable information on either the full cost of the FMS Program or the cost of
integral tasks. The Army did not have accounting procedures and cost
accounting systems that ensured the inclusion of all personnel costs incurred in
support of the FMS Program. Additionally, the Army did not track the cost to
perform tasks integral to the FMS Program. The Army paid personnel costs for
fully dedicated FMS administrative personnel by direct cite to administrative
fund obligation authority7 within the Program Budget and Accounting System,
an Army standard system. The Army paid personnel costs for partially
dedicated FMS administrative personnel and partially dedicated program
management personnel with Army Operations and Maintenance appropriations
and subsequently prepared requests for reimbursement of either administrative
or program management line funds. We visited three Army organizations, the
U.S. Army Missile Command (Missile Command); the U.S. Security
Assistance Command (USASAC); and the U.S. Army Aviation and Troop
Command (Aviation and Troop Command). Subsequent to our review, Missile
Command and Aviation and Troop Command were consolidated into the

U.S. Army Aviation and Missile Command. Each organization used a variety

7Obligation authority is provided by the Defense Finance and Accounting
Service Denver Center and allows obligations to be incurred directly against the
FMS Trust fund in an amount not to exceed the value specified in the obligation
authority. For the FMS Program, obligation authority is provided concurrently
with expenditure authority, which allows expenditures against obligations
previously recorded.



Finding A. FMS Administrative Costs

of processes and computer systems to track the use of administrative funds for
personnel costs of $39.9 million for FY 1995 and $39.4 million for FY 1996.

Missile Command Procedures. Accounting procedures at the Missile
Command did not ensure the inclusion of all personnel costs incurred. Until
July 1996, the Missile Command used its Automated Timecard Entry System,
an internal timekeeping system, to accumulate total hours worked. After
July 1996, the Missile Command used the Army Time and Attendance
Productivity System (ATAAPS), a standard Army Materiel Command system
that accumulated total hours worked. The hourly information from ATAAPS
was transmitted to the Defense Civilian Payroll System, which paid all Missile
Command personnel from either the administrative fund obligation authority in
the Program Budget and Accounting System or the Army Operations and
Maintenance appropriation. However, the hourly data from the Automated
Timecard Entry System and ATAAPS was not used to support use of
administrative or program management funds. Additionally, the Missile
Command did not have a system, such as the Time and Productivity System
used by the Aviation and Troop Command, to create and maintain a personnel
labor database for all employees. Instead, at the beginning of each fiscal year,
the Missile Command assigned six-digit job order numbers in the Standard
Operations and Maintenance Army Research and Development System (Army
Accounting System) to each employee designated as fully dedicated to
performing FMS Program-related work, whether administrative or program
management.

Initially, all FMS Program-related work was either paid from or reimbursed
with FMS administrative funds. Managers were then required to complete an
electronic exception labor transaction, which enabled their respective
timekeepers to manually perform a bill labor transaction. The bill labor
transaction reimbursed the FMS administrative funds with program management
funds for all activities relating to program management. However, controls
were not in place to ensure that exception labor transactions were completed;
thus, there was no assurance that administrative funds were reimbursed for
program management costs. Although ATAAPS could electronically transfer
the labor hours to the Army Accounting System, eliminating the need for the
exception labor transactions and the bill labor transaction, the Missile Command
did not use that interface capability. The Missile Command instead entered
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Finding A. FMS Administrative Costs

dummy job order numbers and object class codes® into the Army Accounting
System, which limited its ability to identify all costs incurred to support the
FMS Program.

We were unable to obtain supporting documentation identifying all partially
dedicated FMS administrative personnel. Missile Command personnel did not
believe that the true FMS administrative cost could be tracked or determined.
In FY 1996, the Missile Command was authorized 60 partially dedicated work
years. However, the FY 1996 actual obligations did not report any partially
dedicated FMS personnel costs. Specifically, the Acquisition Center received
44 spaces for partially dedicated work years funded at about $2.2 million; the
Corporate Information Center received 5 spaces for partially dedicated work
years funded at about $415,000; and the Integrated Material Management
Center received 10 spaces for partially dedicated work years funded at about
$380,000. The legal office received 1 work year for one person at about
$89,000. Those organizations did not have a mechanism to support the actual
time spent on FMS taskings. Specifically:

o the Acquisition Center was unable to identify all personnel performing
FMS-related duties.

o the Corporate Information Center identified the personnel costs for
nine employees to be reimbursed with FMS administrative funds; however,
those employees were not fully dedicated to FMS, but were chosen to represent
all partially dedicated work years.

o the Integrated Material Management Center used a local system,
Automated Resource Management Systems, which identified the time spent on
FMS administrative duties for their partially dedicated employees. However,
the supervisors did not provide supporting documentation for assigning the labor
percentage codes for fully and partially dedicated employees.

o the legal office assigned one partially dedicated person to perform all
FMS-related taskings. However, the Missile Command could not verify the
time spent on FMS taskings.

8Object class codes identify the type of cost, such as, but not limited to,
personnel compensation; personnel benefits; travel and transportation of
persons; rent, communications, and utilities; printing and reproduction;
consulting and other services; supplies and materials; and equipment.

11



Finding A. FMS Administrative Costs

Because of the adjustments made to the Army Accounting System and the
difficulty in identifying partially dedicated FMS personnel, we were unable to
validate the Missile Command's civilian personnel costs of $10.2 million for
FY 1995 and $10.5 million for FY 1996.

USASAC Procedures. The USASAC did not fully use a cost
accounting system or cost finding techniques to accumulate the full costs
incurred in support of its FMS Program or to determine the cost of performing
tasks integral to the FMS Program. USASAC used the Electronic Timekeeping
System, a USASAC internal timekeeping system, to accumulate total hours
worked. The Electronic Timekeeping System had the capability to track the
number of individual hours to perform specific taskings; however, USASAC did
not fully use that capability. For each pay period, personnel performing work
related to the FMS Program completed either a manual or an electronic time
sheet showing the hours worked on administrative taskings and program
management taskings and on non-FMS taskings. A supervisor electronically
certified the time sheets; however, certification only entailed ensuring that the
total hours for the pay period were correct. The supervisor did not verify the
time spent performing specific administrative tasks integral to the FMS
Program.- The hourly information from the Electronic Timekeeping System was
transmitted to the Defense Civilian Payroll System, which paid all USASAC
personnel, regardless of whether they were fully or partially dedicated to the
FMS Program, from the administrative fund obligation authority in the Program
Budget and Accounting System. USASAC did not have a system, such as the
Time and Productivity System used by the Aviation and Troop Command, to
create and maintain a personnel labor database for all employees. To reimburse
the administrative fund obligation authority for non-FMS administrative
taskings, USASAC used a labor hours report generated by the Electronic
Timekeeping System as support for a Standard Form 1081, "Voucher and
Schedule of Withdrawals and Credits." The Standard Form 1081 provided
yearend summary totals to the Standard Depot System for reimbursement from
Army Operations and Maintenance funds, program management funds, and
foreign military financing funds. However, the USASAC individual preparing
the Standard Form 1081 made some adjustments without supporting
documentation. Because of the volume of payroll data; the lack of supporting
documentation for some of the adjustments; and the fact that no logs for
adjustments were maintained, we were unable to determine whether the
adjustments made were material. We were also unable to validate the full FMS
personnel costs that should have been paid from FMS administrative funds.

Aviation and Troop Command Procedures. The Aviation and Troop
Command accounting procedures did not ensure the inclusion of all personnel
costs incurred. The Aviation and Troop Command used ATAAPS along with
the Time and Productivity System to track personnel costs and to provide total

12



Finding A. FMS Administrative Costs

hours worked. The Time and Productivity System created a personnel labor
database to ensure that all labor hours recorded in ATAAPS were identified to
an employee. For each employee, the Time and Productivity System database
identified organization, job order numbers, and social security number. The
Time and Productivity System also had the capability to identify labor hour
types;” however, the Aviation and Troop Command used it only to identify total
hours worked on FMS and non-FMS taskings and hours associated with leave
and holidays. The Aviation and Troop Command, unlike the Missile
Command, used the interface between ATAAPS and the Army Accounting
System for the reimbursement of the Operations and Maintenance appropriation
with administrative funds for partially dedicated personnel. Additionally, the
Aviation and Troop Command used the interface between ATAAPS and the
Army Accounting System for the reimbursement of administrative funds with
program management funds. However, when the Aviation and Troop
Command personnel made adjustments (referred to as cost transfers) to the
Army Accounting System, they did not ensure that the same adjustment was
made to the Time and Productivity System. Finally, it could not be determined
whether civilian benefits, such as leave (annual, sick, and administrative);
holiday; and training, were reimbursed with FMS administrative funds.

We were unable to validate all the Aviation and Troop Command fully and
partially dedicated FMS administrative personnel costs. In FY 1996, about

$2 million of the $5.8 million administrative personnel costs for the Aviation
and Troop Command were allocated to partially dedicated personnel. However,
the FY 1996 actual obligations did not report any partially dedicated FMS
personnel costs. We were unable to verify the percentage of work partially
dedicated personnel performed on FMS administrative taskings. For example,
Aviation and Troop Command FMS personnel agreed that all FMS taskings
performed outside of the Security Assistance Management Directorate were for
partially dedicated personnel. Aviation and Troop Command personnel based
partially dedicated work years primarily on historical allocations. Organizations
providing partially dedicated FMS work years agreed that their personnel
expended more than 10 percent of their time on FMS administrative duties;
however, they did not always track the hours expended. Additionally, the
Aviation and Troop Command personnel did not ensure that FMS job order
numbers were assigned to FMS fully and partially dedicated employees. Thus,
we could not determine whether the Aviation and Troop Command identified

’Labor hour types include FMS administrative taskings as well as leave (annual,
sick, and administrative) and holidays.
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the full cost incurred in support of the FMS Program or whether the

$5.5 million reimbursed in FY 1995 and the $5.8 million reimbursed in

FY 1996 covered all the personnel costs incurred by the Aviation and Troop
Command in support of the FMS Program.

Reliability of Navy Personnel Cost Information. The Navy did not have
reliable information on either the full cost of the FMS Program or the cost of
integral tasks. The Navy did not use accounting procedures and cost accounting
systems that ensured the inclusion of all personnel costs incurred in support of
the FMS Program. Additionally, the Navy did not track the cost to perform
tasks integral to the FMS Program. We visited two Navy organizations, the
Navy International Program Office and the Naval Air Systems Command
(NAVAIR). Each organization used a variety of processes and computer
systems to prepare requests for reimbursement of administrative funds for
personnel costs of $12.9 million for FY 1995 and $12.6 million for FY 1996.

Navy International Program Office Procedures. The Navy
International Program Office did not use a cost accounting system or any other
system to track the hours worked performing specific tasks in support of the
FMS Program. Navy International Program Office personnel stated that they
did not see a need for a cost accounting system to track the hours worked
performing specific tasks because they did not see any benefit in tracking
specific tasks. For each pay period, the Navy International Program Office
entered hourly data directly into the Defense Civilian Payroll System, which
paid civilian personnel costs from the Navy Operations and Maintenance
appropriation. The Defense Civilian Payroll System did not maintain a separate
personnel database to track the hours expended on tasks integral to the FMS
Program, and the Navy International Program Office did not maintain a separate
employee database to accumulate the hours worked by labor hour type. The
Navy International Program Office did reimburse its Operation and Maintenance
appropriation with FMS administrative funds, foreign military financing funds,
program management funds, and foreign comparative testing funds.'® To obtain
support for the reimbursement request, the Navy International Program Office
designated 69 of its 144 civilian personnel as fully dedicated to the FMS
Program and manually summarized their payroll data from the Defense Civilian
Payroll System. The Navy International Program Office did not require its
personnel to track the actual time expended performing specific tasks in support
of the FMS Program or any other program for which it received funding.

%Foreign comparative testing funds are used to evaluate items from foreign
manufacturers against DoD requirements.
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While we were able to validate expenditures of $4.4 million in FY 1995 and
$4.5 million in FY 1996 attributed to supporting the FMS Program, we were
unable to validate whether those personnel designated as FMS dedicated worked
solely in support of the FMS Program.

NAVAIR Procedures. The NAVAIR did not retain accounting records
supporting FY 1995 requests for reimbursement of administrative funds for
personnel costs incurred. Additionally, NAVAIR could not readily provide the
information needed to track data from accounting records supporting FY 1996
requests for reimbursement to time sheets or other supporting documentation for
each employee performing administrative tasks in support of the FMS Program.
NAVAIR personnel stated that personnel turnovers and moves resulting from
reorganizations, normal attrition, and the scheduled relocation to Patuxent
River, Maryland, resulted in some accounting records being mistakenly
discarded. NAVAIR personnel explained that they could not readily provide
supporting documentation needed to track data from accounting records to
source time sheets or other documents for FY 1996 because the information was
electronically archived on computer tape and personnel who were needed to
readily extract the information were no longer available. As of April 30, 1997,
NAVAIR had not provided supporting documentation for the FY 1996 requests
for reimbursement. Because we could not track data from accounting records
supporting requests for reimbursement to supporting time sheets and other
documents, we could not verify the validity of the civilian personnel costs of
$8.5 million in FY 1995 and $8.1 million in FY 1996 charged to FMS
administrative funds.

Although support for FY 1995 and FY 1996 requests for reimbursement was
not readily available, NAVAIR implemented new accounting procedures in

FY 1997 to ensure that support for requests for reimbursement would be readily
available. NAVAIR implemented a new FMS Timekeeping System at the
beginning of FY 1997; however, that system did not contain controls to ensure
that costs for personnel partially dedicated to the FMS Program were included
in requests for reimbursement of administrative funds. For each pay period,
NAVAIR required all personnel performing FMS administrative tasks to record
on time sheets the hours worked performing those tasks, program tasks, and
non-FMS tasks. The time sheets were certified by their supervisors and entered
into the FMS Timekeeping System. The FMS Timekeeping System
electronically matched authorized fully dedicated FMS personnel with the time
sheet data for fully dedicated FMS personnel, biweekly, and generated an
exception report showing missing time sheets. The NAVAIR data input clerk
used that report to contact personnel with missing time sheets. The FMS
Timekeeping System did not perform the same match for partially dedicated
FMS personnel. Unless controls are in place to ensure that time sheet data for
partially dedicated FMS personnel are entered into the FMS Timekeeping
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System, there is no assurance that all personnel costs incurred in support of the
FMS program will be reimbursed with administrative funds. Because the new
FMS Timekeeping System was under revision during the audit, NAVAIR
agreed to consider implementing controls to detect missing time sheets for
partially dedicated FMS administrative personnel.

Reliability of Air Force Personnel Cost Information. The Air Force did not
have reliable information on either the full cost of the FMS Program or the cost
of integral tasks. The Air Force did not use accounting procedures and cost
accounting systems that ensured the inclusion of all personnel costs incurred in
support of the FMS Program. Additionally, the Air Force did not track the cost
to perform tasks integral to the FMS Program. We visited two Air Force
organizations, the Air Force Security Assistance Center (AFSAC) and the
Aeronautical Systems Center/F-16 System Program Office (SPO). Each
organization used a variety of processes and computer systems to prepare
requests for reimbursement of administrative funds for personnel costs of

$25.2 million for FY 1995 and $26.5 million for FY 1996.

AFSAC Procedures. The AFSAC did not use a cost accounting system
to accumulate the full cost incurred in support of the FMS Program. AFSAC
did not see the need for a cost accounting system because it was a dedicated
security assistance organization. For each pay period, AFSAC entered hourly
data directly into the Defense Civilian Payroll System, which paid civilian
personnel costs from the Air Force Operations and Maintenance appropriation.
The Defense Civilian Payroll System did not maintain a personnel database to
track the hours expended on tasks integral to the FMS Program and AFSAC did
not maintain a separate employee database to accumulate the hours worked by
labor hour type. To obtain support for the reimbursement request, AFSAC
obtained payroll data from the Defense Civilian Payroll System that identified
administrative and program management personnel by using a program element
code. Personnel at AFSAC assumed that if the program element code
designated an individual as FMS administrative, then 100 percent of that
individual's time was spent performing administrative tasks. Personnel at
AFSAC also assumed that if the program element code designated an individual
as program management, then 100 percent of that individual's time was spent
performing program management tasks. However, AFSAC did not have a
mechanism to verify whether an individual was performing administrative or
program management tasks because AFSAC did not require its personnel to
track time spent performing administrative tasks and time spent performing
program management tasks. Without documentation supporting the actual hours
worked on administrative and program management tasks, we could not validate
the AFSAC civilian personnel costs of $19.3 million for FY 1995 and
$21.6 million for FY 1996.
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Aeronautical Systems Center/F-16 SPO Procedures. The
Aeronautical Systems Center prepared the F-16 SPO reimbursement requests for
FMS administrative funds and program management funds; however, it did not
use a cost accounting system to generate the data to support the reimbursement
requests. The F-16 SPO entered hourly data directly into the Defense Civilian
Payroll System, which paid civilian personnel costs from the Air Force
Operations and Maintenance appropriation. The Defense Civilian Payroll
System did not maintain a personnel database to track the hours expended on
tasks integral to the FMS Program, and the F-16 SPO did not maintain a
separate employee database to accumulate the hours worked by labor hour type.
To obtain support for the reimbursement request, the Aeronautical System
Center obtained payroll data from the Defense Civilian Payroll System and
combined that data with manual spreadsheets that identified administrative and
program management personnel by using a program element code. Personnel at
the Aeronautical Systems Center assumed that if the program element code
‘designated an individual as FMS administrative, then 100 percent of that
individual's time was spent performing administrative tasks unless the
Aeronautical Systems Center knew otherwise.'' Personnel at the Aeronautical
Systems Center also assumed that if the program element code designated an
individual as program management, then 100 percent of that individual's time
was spent performing program management tasks. The Aeronautical System
Center did not require F-16 SPO personnel to prepare time sheets documenting
actual hours worked on Air Force, FMS administrative, and program
management taskings; therefore, the Aeronautical Systems Center had no
mechanism for verifying the percentage of time that an individual spent
performing administrative or program management taskings. Without preparing
time sheets documenting the actual hours worked on FMS administrative
taskings, we could not verify the civilian personnel costs of $5.9 million for
FY 1995 and $4.9 million for FY 1996.

The F-16 SPO implemented the SPO Tools System in June 1996 as an internal
work-hour tracking system. The SPO Tools System had the capability to track
the number of hours each individual worked to perform specific tasks integral to
the FMS Program. However, the F-16 SPO used the SPO Tools System only
as an internal management tool to track the total hours worked in support of the

HFor example, one individual at the F-16 SPO spent 100 percent of the time
working on technology transfer issues. Even though that person was assigned
an administrative program element code, the personnel costs were not
reimbursed with administrative funds because technology transfer issues are
required to be funded with Operations and Maintenance appropriations.
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U.S. Air Force and each FMS customer. The SPO Tools System did not
contain payroll or cost information and was not used as support for the
reimbursement of administrative or program management line funds.

Determining the Administrative Fund Budget Requirements

The DSAA and the Military Departments did not have sufficient information to
determine administrative fund budget requirements, to plan for unexpected
requirements, or to evaluate efficiencies and effectiveness of the FMS Program.
Additionally, we were unable to determine whether funds collected from the
assessment of the 3-percent administrative surcharge and the 3.1-percent LSC
were adequate to cover the actual DoD cost of implementing the FMS Program.

Administrative Fund Budget Requirements. The Military Departments
received an imposed administrative fund budget rather than a budget based on
requirements, because DSAA did not obtain adequate cost information to
determine the full cost for each Military Department to execute the FMS
Program. DSAA did not require the Military Departments to prepare budgets
by task for those tasks integral to the FMS Program. In a March 10, 1995,
memorandum, DSAA imposed administrative fund budget caps for FY 1996
through FY 2002, based on an anticipated decline in future revenue and the
approved FY 1995 budget execution plans, adjusted for changes in the FMS
Program (see Appendix E). DSAA estimated that annual sales for FY 1996
through FY 2000 would be about $9 billion and would result in reduced FMS
work load. Thus, the administrative fund budget caps represented all the funds
expected to be available to administer the FMS Program. Table 2 shows the
budget caps per fiscal year for DSAA and each Military Department.
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Table 2. Administrative Fund Budget Caps
for FY 1996 Through FY 2000
(in millions)

_FY Army Navy Air Force DSAA!
1996 $91.7 $60.92 $98.3 $25.13
1997 85.7 58.0 94.3 36.7
1998 80.7 54.0 88.3 39.1
1999 77.0 51.3 82.3 38.2
2000 75.0 49.0 76.3 34.5

ncludes funding for development of the Defense Security Assistance
Management System.

2Increased to $61.2 million in the fourth quarter of FY 1996.
3Increased to $35.8 million in the fourth quarter of FY 1996.

As Table 2 shows, DSAA reduced the Army funding by about 18.2 percent, the
Navy funding by about 19.6 percent, and the Air Force funding by about

22.4 percent over the 5 fiscal years. DSAA provided revised administrative
fund budget caps to the Military Departments in a December 9, 1996,
memorandum (see Table 3).

Table 3. Revised Administrative Fund Budget Caps
(in millions)

FY Army Navy Air Force
1998 $83.4 $55 $89.3
1999 80.3 53 84.3
2000 77.9 51 78.3
2001 76.4 50 71.3
2002 75.0 49 76.3

As Table 3 shows, DSAA allowed the Military Departments 2 additional years
to accommodate the budget reductions required in the DSAA memorandum of
March 10, 1995. However, because DSAA did not have sufficient information
regarding the actual cost of the FMS Program, DSAA did not have a sound
basis for projecting the Military Departments' administrative budget fund
requirements for future years.
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Plan for Unexpected Requirements. Without having adequate cost data on
performing tasks integral to the FMS Program, DSAA and the Military
Departments could not effectively plan and provide resources for unexpected
requirements, such as Presidential initiatives. For example, in July 1996, the
Air Force signed two F-16 aircraft leases and a letter of offer and acceptance
with Jordan. The first lease provided 13 aircraft and associated equipment,
valued at about $46.6 million, to Jordan at no cost. The second lease, for three
aircraft valued at about $17.5 million, required rental payments of $4.6 million.
The letter of offer and acceptance, valued at about $209.2 million, provided
materiel and services to update and support the aircraft. The leases and letter of
offer and acceptance were signed after DSAA had established the Air Force

FY 1996 and FY 1997 administrative fund budgets and DSAA did not provide
the Air Force with additional funding resources to support the new requirement.
DSAA stated that the Military Departments were required to execute the FMS
Program within their budgets and to effectively use the available resources.

Evaluate Efficiencies and Effectiveness of the FMS Program. The FMS
Program should be run efficiently and effectively and the full cost of the
program should be accumulated and reported. The SFFAS No. 4 requires the
development of performance measures as a means for reporting the efficiency
and effectiveness of a program. DSAA established performance measures for
the FMS Program (see Appendix F). Those performance measures summarized
the number of tasks completed (for example, the number and value of new cases
accepted; the value of Defense articles and services delivered; and the number
and value of cases closed). The performance measures did not show the cost to
perform the various tasks. DSAA provided performance measures that showed
that DoD closed 2,581 cases, valued at $9.2 billion, in FY 1996. However,
neither DSAA nor the Military Departments provided a performance measure
showing how much of the FY 1996 administrative budget was expended on case
closure tasks. Without determining the actual cost of performing various tasks
integral to the FMS Program, DSAA could not fully evaluate efficiencies and
effectiveness of the FMS Program.

Information on the costs of FMS tasks can be used as a basis to estimate future
costs in preparing and reviewing budgets. After budgets are approved and
executed, cost information serves as a feedback to budgets to show how well an
organization is meeting its goals and where potential cost reductions could be
achieved. Using cost information, Federal managers can control and reduce
costs and find and avoid wastes. DoD managers need to know the costs of tasks
performed in support of the FMS program to evaluate the efficiencies and
effectiveness of current versus proposed actions. For example, the Navy is in
the process of streamlining the letter of offer and acceptance preparation
process. The Navy determined that it took about 73 days to process a letter of
offer and acceptance; however, the Navy could not calculate the dollar value of
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the resources (personnel costs) used in the letter of offer and acceptance
preparation process. The Navy expected that reducing the overall processing
time would reduce the overall resources used in the process. However, it was
unable to determine whether reducing the letter of offer and acceptance
processing time reduced personnel costs incurred because the Navy did not track
personnel costs by the type of functions being performed.

DSAA Administrative Surcharge Review. Funds generated from the
assessment of the administrative surcharge and the LSC are expected to cover
the full cost of implementing the FMS Program. The Security Assistance
Manual requires DoD to review the administrative surcharge at least every

2 years to ensure that DoD is recovering the full cost of implementing the FMS
Program. However, SFFAS No. 4 recognizes that setting prices is a policy
matter, sometimes governed by statutory provisions and regulations and other
times governed by managerial or public policies. If fees or reimbursements
either exceed or do not recover the full costs due to policy or economic
constraints, management needs to be aware of the difference between cost and
price. The administrative surcharge had not been adjusted since FY 1977 and
the LSC had not been adjusted since its implementation in FY 1987, although
significant changes in the balance of the FMS Administrative Cost Clearing
account occurred. The FMS Administrative Cost Clearing account balance
increased from a negative $389 million to a positive $473 million, a net change
of $862 million.

The DSAA was required to review the administrative surcharge to ensure
recovery of the full cost of the program. However, when asked how the
administrative surcharge was reviewed, DSAA responded in an October 18,
1996, memorandum:

DSAA Budget Division monitors the status of revenues and
collections in the FMS administrative arena on a monthly and annual
basis, producing a monthly report to DSAA Comptroller. Since
FY 1989, the financial records of the administrative and LSC cost
clearing accounts of the FMS Trust Fund (maintained by DFAS-DE
[Defense Finance and Accounting Service Denver Center]) show that
revenues have exceeded costs in all but one vear. “Revenues are

covering costs.”

The DSAA review appeared to be merely a review of the Military Departments
actual obligations and disbursements. Those obligations and disbursements
were limited by the imposed administrative fund budgets that DSAA
established.
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Summary

The FMS Program should operate like a business in which the revenue
generated from the assessment of various fees is used to recover the full cost to
execute the program. DoD did not use the cost accounting systems necessary to
determine whether the funds generated from the assessment of the administrative
surcharge and LSC were adequate to recover the full cost incurred to implement
the FMS Program. Additionally, DoD did not know whether the resources
committed to the FMS Program were adequate to perform all required tasks.
Without determining the cost of the program and the cost of performing tasks
and without developing performance measures that show the cost to perform
various tasks integral to the FMS Program, DoD could not adequately evaluate
the FMS Program or make informed management decisions related to
controlling program costs and streamlining processes.

Management Comments on the Finding and Audit Response

The Office of the Under Secretary of Defense (Comptroller) Comments.
The Office of the Under Secretary was not required to comment on Finding A
but chose to do so. The Office of the Under Secretary disagreed with the
finding because section 21 of the Arms Export Control Act requires DoD to
recover administrative costs by charging an average percentage. By statute,
DoD must recover administrative costs through the use of a percentage and must
operate the FMS Program within the constraints of the administrative charges
collected and authorized to be spent by Congress. The budget process
administered by DSAA for the administrative support fund is intended to ensure
that DoD Components operate within the FMS Program’s anticipated
administrative surcharge collections and the ceiling authorized by Congress.
The DSAA budget process provides an opportunity to evaluate the adequacy of
the administrative surcharge percentage and the requirements of the DoD
Components, including opportunities for efficiencies and effectiveness. The
Office of the Under Secretary further stated that through the DSAA
administrative support budget process, allocation of administrative budget
authority, and monitoring of the FMS Program, DSAA is cognizant of the
Military Departments’ requirements and the adequacy of the percentages. In the
future, if sales drop considerably and the collection of the administrative
surcharge is inadequate to maintain the current level of FMS case support
infrastructure, the percentage may need to be increased or the infrastructure
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decreased accordingly. However, at the present time, the Office of the Under
Secretary believes that the percentages are adequate to recover the costs of DoD
with an acceptable level of support infrastructure.

Audit Response. We reviewed accounting procedures and cost accounting
systems used to accumulate and report costs associated with the FMS Program.
Our work encompassed about 24 percent of the total administrative surcharge
funds provided in FYs 1995 and 1996. DSAA and the Military Departments
did not have accounting procedures or cost accounting systems that ensured the
inclusion of only the costs incurred in support of the FMS Program.
Overcharging and undercharging of the administrative fund may be occurring.
Because of this, DSAA could not be assured that the cost to DoD to execute the
program was being recovered as required by the Arms Export Control Act. In
addition, DSAA could not determine whether the assessment of the
administrative surcharge and the LSC were generating sufficient funding to meet
FMS Program requirements or were generating excess funds above FMS
Program requirements. Through the assessment of the administrative surcharge
and the LSC, DSAA has accumulated $683.6 million in the FMS
Administrative Cost Clearing account as of the end of FY 1996 (see

Appendix D).

The DSAA budget process does not provide sufficient information to evaluate
the efficiencies and effectiveness of the FMS Program because cost information
on specific tasks integral to the FMS Program is not accumulated. SFFAS

No. 4 requires the development of performance measures as a means for
reporting the efficiency and effectiveness of a program. We maintain that DoD
cannot fully evaluate the efficiency of the FMS Program until DoD can
determine the cost to perform various tasks required by regulation to identify
the efficiencies and inefficiencies within the program. Additionally, Public Law
103-62, “Government Performance and Results Act of 1993,” August 3, 1993,
requires that each organization prepare an annual performance plan covering
each program activity in the organization’s budget, starting in FY 1999. The
performance plan is to include performance goals to define the level of
performance to be achieved by a program activity expressed in objective,
quantifiable, and measurable form. The performance plan is required to include
a description of the operational processes, skills, and technology, and the
human, capital, information, or other resources required to meet the
performance goals. Also, the performance plan is required to establish
performance indicators to be used in measuring or assessing the relevant
outputs, service levels, and outcomes of each program activity; provide a basis
for comparing actual program results with the established performance goals;
and describe the means to be used to verify and validate measured values. The
current budget process does not provide DSAA or the Military Departments
with sufficient information to determine whether they improve the efficiency
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and effectiveness of the FMS Program. Without adequate accounting
procedures or cost accounting systems, the Military Departments will not be
able to comply with the Government Performance and Results Act.

We agree that DoD is required to recover administrative costs through the
application of a percentage to FMS cases; however, to evaluate whether the
application of the percentage is generating sufficient funds to cover the DoD
costs to run the FMS Program requires that DoD know the program costs. We
maintain, based on the audit work performed, that DoD does not have sufficient
information to evaluate the adequacy of the administrative surcharge and the
LSC. We also maintain that the DSAA review of the administrative surcharge
does not address the adequacy of the surcharge because of the inadequacy of the
cost accounting systems. Because the Military Departments are limited by the
budget authority provided by DSAA, we could not determine whether the
obligations reported by the Military Departments reflected only the costs
incurred in support of the FMS Program; whether FMS Program costs above
the budgeted amounts were shifted to other funding sources (see Finding B); or
whether costs for other programs were shifted to the FMS Program.

Recommendations, Management Comments, and Audit
Response

Deleted, Redirected, and Renumbered Recommendations. As a result of the
consolidation of Missile Command and Aviation and Troop Command into the
U.S. Army Aviation and Missile Command, we redirected draft
Recommendation A.2. and deleted draft Recommendation A.4. We also
renumbered draft Recommendations A.5., A.6., and A.7. to Recommendations
A.4., A5., and A.6.

A.1. We recommend that the Director, Defense Security Assistance
Agency, maintain a database for all employees to support requests for
reimbursement of foreign military financing funds and identify and track
all time expended on specific foreign military sales tasks.

DSAA Comments. The DSAA supported the intent of the recommendation but
did not agree that it should track all time on FMS and foreign military financing
tasks. DSAA stated that it is not cost-effective to develop and operate a system
to track the time spent on FMS and foreign military financing tasks by all
DSAA employees. However, DSAA would resume the practice of conducting
an annual survey of employees for the amount of FMS vice foreign military
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financing work performed. Additionally, DSAA stated that it would initiate an
effort to develop workload measures and program metrics, and it would request
the implementing agencies to participate and develop similar programs.

Audit Response. We consider the DSAA comments to be generally responsive.
Using the annual survey to distinguish between FMS tasks and foreign military
financing tasks may meet the intent of the recommendation. However, we
maintain the position that DSAA will have to track time spent performing tasks
integral to the FMS Program in order to comply with the Government
Performance and Results Act. DSAA comments were not specific enough to
determine whether its effort to develop workload measures and program metrics
will meet the intent of the recommendation. We request that DSAA provide
more specific details on its annual survey and development of workload
measures and program metrics and specify an implementation date in response
to the final report.

A.2. We recommend that the Commander, U.S. Army Aviation and
Missile Command:

a. Use the Army Time and Attendance Productivity System and
Standard Operations and Maintenance Army Research and Development
System capabilities to identify and track all time expended on specific
foreign military sales tasks.

Army Comments. The Army nonconcurred with the recommendation, stating
that local procedures require the use of the Army Accounting System to identify
and track time expended to the task level. That system provides full capabilities
to charge all labor costs to specific tasks. The use of ATAAPS would add no
additional capabilities but would require significant additional resources to
maintain the data and reconcile that data to the Army Accounting System. The
Army stated that the Army Accounting System provides the capability to
identify and track all time expended on specific FMS tasks via exception labor
reporting. The Army also nonconcurred with the management control weakness
identified, stating that determining personnel staffing based on computed
equivalent FMS workload statistics and using that equivalent workload data as
support for the use of FMS administrative funds complies with the intent of the
Financial Management Regulation.

Audit Response. The Army comments are nonresponsive. ATAAPS capability
already exists at the U.S. Army Aviation and Missile Command; therefore,
significant additional resources would not be required. Additionally, ATAAPS
can electronically interface with the Army Accounting System and using that
interface would eliminate the need for and the resources used for exception
labor reporting. The Army stated that the Army Accounting System has the
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capability to track the time spent performing tasks integral to the FMS Program.
However, our audit work on the Army Accounting System did not show that the
system had that capability. The Army assertion that using computed equivalent
FMS workload statistics as support for the use of FMS administrative funds
complies with the intent of the Financial Management Regulation would be
acceptable; however, the Army was unable to provide documentation to support
its computations. We request that the Army reconsider its position and provide
comments on the final report.

b. Evaluate the Time and Productivity System to create and
maintain a personnel labor database for all employees.

Army Comments. The Army nonconcurred with the recommendation, stating
that a team of subject matter experts evaluated the Time and Productivity
System in conjunction with formulating a decision on how the new U.S. Army
Aviation and Missile Command (a combination of Missile Command and
Aviation and Troop Command) would conduct their business. A
recommendation was proposed to the executive steering committee to
incorporate the Time and Productivity System into the business plan for the new
command. The executive steering committee decided that the Time and
Productivity System could not be utilized at the new U.S. Army Aviation and
Missile Command.

Audit Response. Although the Army nonconcurred, its actions met the intent
of the recommendation. However, the Time and Productivity System was
created to maintain a historical database of hours worked and specific tasks
performed by each employee supporting the FMS Program. Therefore, we
request that the Army provide us their plan to maintain historical labor hours for
employees in response to the final report.

A.3. We recommend that the Commander, U.S. Army Security Assistance
Command:

a. Use the Electronic Timekeeping System to identify and track all
time expended on specific foreign military sales tasks.

b. Evaluate the Time and Productivity System to create and
maintain a personnel labor database for all employees.

Army Comments. The Army concurred with the recommendation, stating that
the USASAC Budget and Manpower Division will establish codes that will
provide the ability to gather and track all employee time associated with FMS
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tasks. This information will be accumulated in a personnel labor database to
evaluate program costs. This program is scheduled to be implemented during
the first quarter of FY 1998.

A.4. We recommend that the Commander, Navy International Program
Office, and the Commander, Air Force Security Assistance Center,
maintain a database for all employees to support requests for
reimbursement of administrative funds and identify and track all time
expended on specific foreign military sales tasks.

A.5. We recommend that the Commander, Naval Air Systems Command,
reprogram the Foreign Military Sales Timekeeping System to search for
missing time sheets for partially dedicated administrative personnel.

Navy Comments. The Navy did not comment on a draft of this report. We
request that the Navy provide comments on the final report.

A.6. We recommend that the Commander, F-16 System Program Office,
use the System Program Office Tools System to maintain a database for all
employees to support requests for reimbursement of administrative funds
and identify and track all time expended on specific foreign military sales
tasks.

Air Force Comments. The Air Force nonconcurred with

Recommendations A.4. and A.6., stating that a standard system did not exist to
track time expended by Air Force FMS employees on specific FMS tasks. With
DSAA’s development of the Defense Security Assistance Management System,
the Air Force is restricted from developing any Air Force-unique systems.
Directing the Air Force Security Assistance Center and the F-16 SPO to develop
unique databases within their organizations does not solve the DoD-wide issue
of ensuring that scarce resources are efficiently used and realigned as workload
shifts. DSAA has no system, nor does it use any management indicators, to
identify workload shifts among the Military Departments and accordingly
realign the FMS administrative budget. The Air Force is of the opinion that the
Defense Security Assistance Management System and the Defense Joint
Accounting System should address the issue and develop a standard system to
identify the total cost of administering the FMS program.

Audit Response. The Air Force comments are nonresponsive. We recognize
that DSAA has precluded the Air Force from new system development.
However, we are not recommending that the Air Force Security Assistance
Center and the F-16 SPO develop new systems, but that they fully utilize the
Defense Civilian Payroll System and the SPO Tools system currently in place.
Additionally, we recognize that DSAA is in the process of developing the
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Defense Security Assistance Management System as the DoD standard security
assistance system. However, at the time of our audit, DSAA had no plans to
include a personnel tracking function in that system. Although we are also of
the opinion that the Defense Security Assistance Management System would be
a viable alternative, our audit was limited to the administrative funds and the
computer systems used to report personnel costs incurred in support of the FMS
Program. We did not review the capabilities of the Defense Security Assistance
Management System. However, there is no prohibition against the Air Force
working with DSAA to develop such an alternative. We request that the Air
Force reconsider its position and provide comments on the final report.
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Finding B. Management of FMS
Program Costs

The Military Departments did not fully comply with the Financial
Management Regulation and the Security Assistance Manual
requirements by charging routine administrative functions to program
management lines. The Office of the Under Secretary of Defense
(Comptroller) and DSAA had not differentiated between routine and
extraordinary levels of effort or adjusted FMS guidance to account for
imposed administrative fund budgets and the desire to improve customer
service for the delivery of weapon systems. As a result, all routine
administrative functions were not charged to the administrative surcharge
fund, including $2.6 million at the F-16 SPO in management
augmentation fees in FYs 1992 through 1994.

Guidance for Charging Personnel Costs

Financial Management Regulation Guidance. The Financial Management
Regulation requires that ". . . an administrative surcharge shall be added to all
FMS cases . . . to recover DoD expenses related to the functions of sales
negotiations, case implementation, procurement, program control, computer
programming, accounting and budgeting . . . .” The Financial Management
Regulation defines program management lines, stating that "[a] case
management line [DSAA renamed as program management lines in 1992] shall
be included in FMS cases when there will be provision of non-routine levels of
DoD case management effort in support of a case." Accounting, budgeting, and
procurement tasks are to be funded with administrative surcharge funds (not
program management funds), because such routine tasks must be performed on
all FMS cases and are not necessarily extraordinary case management functions.

Security Assistance Manual Guidance. The Security Assistance Manual
identifies administrative case management functions that, when performed at
routine levels, are to be reimbursed with administrative funds. Those functions
include, but are not limited to:

o development of a financial and logistics management plan;

o review and verification of program funding requirements;
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o validation that costs are accurate and billed;

o responding to requirements of counterpart managers, functional
activities, and other supporting agencies in the resolution of interface or
operating problems;

o providing status, progress, and forecast reports; and

o ensuring that DIFS (Defense Integrated Finance System) and 1A
(implementing agency) records are in agreement.

The Security Assistance Manual also states that, "Administrative LOA [letter of
offer and acceptance] program management services which demonstrably are
executed at a level of effort beyond that generally performed on routine FMS
LOAs," are to be reimbursed from program management funds.

Charging Administrative Costs

The Military Departments did not fully comply with the Financial Management
Regulation and the Security Assistance Manual requirements by charging
routine administrative functions to program management lines.

Routine Versus Extraordinary Level of Effort. The Financial Management
Regulation requires that costs for accounting, budgeting, and procurement
should be reimbursed with administrative surcharge funds. However, our
review of 30 FMS cases found that those costs were charged to program
management lines. For example, the Aviation and Troop Command charged
accounting, budgeting, and procurement personnel costs to program
management lines on four case