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INSPECTOR GENERAL
DEPARTMENT OF DEFENSE
400 ARMY NAVY DRIVE
ARLINGTON, VIRGINIA 222024704

April 8, 2009
MEMORANDUM FOR DISTRIBUTION

SUBJECT: DoD Components’ Use of Global War on Terror Supplemental Funding
Provided for Procurement and Research, Development, Test, and Evaluation
(Report No. D-2009-073)

We are providing this report for review and comment. We considered comments from the
Office of the Under Secretary of Defense (Comptroller); the Department of the Army, the
Department of the Navy, the Marine Corps, and Washington Headquarters Services.

DoD Directive 7650.3 requires that all recommendations be resolved promptly. The
Assistant Secretary of Army (Financial Management and Comptroller) and the Acting
Director, Washington Headquarters Services agreed with the recommendation addressed to
them. The Director, Investments Directorate, Office of the Under Secretary of Defense
(Comptroller) and Commandant of the Marine Corps, Headquarters Marine Corps agreed
with recommendations addressed to them; however, their comments did not support their
agreement. The Assistant Secretary of the Navy (Financial Management and Comptroller)
disagreed with the recommendation addressed to it. Therefore, we request that the Director,
Investments Directorate, the Office of the Under Secretary of Defense (Comptroller); the
Assistant Secretary of the Navy (Financial Management and Comptroller); and the
Commandant of the Marine Corps, Headquarters Marine Corps provide additional
comments on Recommendations 1., 3., and 4., respectively, by May 8, 2009.

Please provide comments that conform to the requirements of DoD Directive 7650.3. If
possible, send your comments in electronic format (Adobe Acrobat file only) to
audacm@dodig.mil. Copies of your comments must have the actual signature of the
authorizing official for your organization. We are unable to accept the / Signed / symbol in
place of the actual signature. If you arrange to send classified comments electronically,
you must send them over the SECRET Internet Protocol Router Network (SIPRNET).

We appreciate the courtesies extended to the staff. Please direct questions to me at
(703) 604-9201 (DSN 664-9201).

Richard B. Jolliffe
Assistant Inspector General
Acquisition and Contract Management
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Results in Brief: DoD Components’ Use of
_._,:- Global War on Terror Supplemental Funding
Provided for Procurement and Research,

Development, Test, and Evaluation

What We Did

We reviewed 130 sample dollar points
associated with Global War on Terror
supplemental and bridge funds provided to the
Army, Navy, Marine Corps, Defense-wide
agencies, National Guard, and Reserve
Components to determine whether the funds
were obligated for the efforts stipulated by
Congress and used in support of the Global War
on Terror.

What We Found

Of the 130 sample points, we could not
determine whether 59 sample dollar points,
associated with $6.23 billion in appropriated
funds, were obligated for the purposes
authorized by Congress or used in support of the
Global War on Terror. We concluded that the
Office of the Under Secretary of Defense
(Comptroller) and four DoD Components (the
Army, the Navy, the Marine Corps, and the
Washington Headquarters Service) did not
consistently maintain adequate audit trails or
separate Global War on Terror supplemental and
bridge funding from annual and other
supplemental appropriations in their accounting
systems.

What We Recommend

We recommend that the Office of the Under
Secretary of Defense (Comptroller)/DoD Chief
Financial Officer follow procedures requiring
that financial transactions be traceable to
individual source records. We also recommend
that the Director, Investments Directorate,
Assistant Secretary of the Army (Financial
Management and Comptroller); the Director,
Office of Budget, Operations Division, Assistant
Secretary of the Navy (Financial Management

and Comptroller); the Deputy Commandant for
Programs and Resources, Headquarters Marine
Corps; and the Director, Financial Management
Directorate, Washington Headquarters Service
draft and finalize standard operating procedures
for reporting investment contingency operations
costs that include a requirement that budget
officers separately identify supplemental, bridge,
and annual appropriated funds in their
accounting systems and follow procedures
requiring that financial transactions be traceable
to individual source records.

Management Comments and
Our Response

The Assistant Secretary of Army (Financial
Management and Comptroller) and Director
Washington Headquarters Service agreed with
the recommendations. The Director,
Investments Directorate, Office of the Under
Secretary of Defense (Comptroller) and
Commandant of the Marine Corps, Headquarters
Marine Corps agreed with recommendations;
however, their comments were only partially
responsive. The Assistant Secretary of the Navy
(Financial Management and Comptroller)
disagreed with recommendations addressed to
the Navy and Marine Corps. We request that the
Director, Investments Directorate, Office of the
Under Secretary of Defense (Comptroller); the
Assistant Secretary of the Navy (Financial
Management and Comptroller); and the
Commandant of the Marine Corps, Headquarters
Marine Corps provide additional comments on
Recommendations 1., 3., and 4., respectively, by
May 8, 20009.
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Recommendations Table
Management Recommendations No Additional Comments
Requiring Comment Required

Director, Investments Directorate, 1.
Under Secretary of Defense
(Comptroller)

Assistant Secretary of the Army 2.a., 2.b.
(Financial Management and

Comptroller)

Assistant Secretary of the Navy 3.

(Financial Management and

Comptroller)

Commandant of the Marine 4.

Corps, Headquarters Marine

Corps

Director, Washington 4,
Headquarters Services

Please provide comments by May 8, 2009.



Table of Contents

Results in Brief
Introduction

Objectives
Background
Review of Internal Controls

Finding. DoD Financial Controls Over Global War on Terror Spending

Management Actions

Management Comments on the Finding and Appendices and
Our Response

Recommendations, Management Comments, and Our Response

Appendices

A. Scope and Methodology
Prior Coverage
B. Sampling Methodology
C. Apportionment Process for Supplemental and Bridge Funds
D. Glossary
E. Management Comments on the Finding and Appendices
and Our Response

Management Comments

Office of the Under Secretary of Defense (Comptroller)
Department of the Army

Department of the Navy

Marine Corps

Washington Headquarters Services

15
18
21
26
29

31

35
53
55
57
62



THIS PAGE LEFT INTENTIONALLY BLANK



Introduction

Objectives

The primary audit objective was to evaluate the adequacy of Army, Navy, Marine Corps,
Defense-wide agencies, National Guard, and Reserve Components financial controls over
the use of Global War on Terror (GWOT) supplemental and bridge funding provided for
procurement and research, development, test, and evaluation (RDT&E). We also
determined whether the funds were placed on contracts and used for the purposes
stipulated by Congress. See Appendix A for a discussion of the scope and methodology
and prior coverage related to the audit objectives.

Background

This report is the last in a series of reports on the adequacy of DoD financial controls
over the use of GWOT supplemental funding provided for procurement and RDT&E.
This report addresses the adequacy of the Army, Navy, Marine Corps, Defense-wide
agencies, National Guard, and Reserve Components financial controls over the use of
GWOT funding provided for procurement and RDT&E. The first report addressed the
Air Force’s financial controls for issuing, identifying, and using GWOT supplemental
funding. The second report addressed the internal controls for preparing the DoD
Supplemental and Cost of War Execution Report pertaining to obligations of
procurement and RDT&E funds.

Global War on Terror

Following the terrorist attacks of September 11, 2001, the United States initiated military
operations to combat terrorism in the United States, Irag, and Afghanistan. Military
operations related to Iraq and Afghanistan are known as Operation Iragi Freedom and
Operation Enduring Freedom, respectively. Efforts to defend the United States from
airborne attacks and to maintain United States air sovereignty are referred to as Operation
Noble Eagle. The audit team referred to these three operations collectively as GWOT.

Funding Provided for the Global War on Terror

The Office of the Under Secretary of Defense (Comptroller) (OUSD[C]) considers
GWOT a contingency operation and requests funding from Congress for GWOT through
supplemental and bridge appropriations. In response to DoD requests for GWOT funding
to cover the costs associated with conducting operations in support of GWOT, Congress
enacts supplemental and bridge appropriations. Supplemental appropriations are
additions to regular annual appropriations and provide budget authority beyond the
original estimates for programs or activities that are too urgent to be postponed until the
next regular appropriation. Bridge funds are funds contained within an annual
appropriation to cover contingency operations costs for the coming fiscal year. From
August 2002 through December 2005, Congress provided the DoD $28.69 billion in
supplemental and bridge funding for unclassified procurement and RDT&E activities.



The Air Force received $1.50 billion of the $28.69 billion. The following table shows
how much of the remaining $27.19 billion the other DoD Components received for
procurement and RDT&E.

Table 1. Funding for the Global War on Terror August 2002 through
December 2005

DoD Components PrF’C“r.er.“e”‘ RDT&E
($ in billions) ($ in millions)

Army $17.62 $65.17
Navy 1.45 52.39
Marine Corps 5.26 0
Defense-wide agencies 1.52 173.10
National Guard and Reserve
Components 1.05 0

Total $26.90 $290.66

Apportionment Process

According to an OUSD(C) representative, the OUSD(C) issues an apportionment request
for supplemental funding to the Office of Management and Budget. In addition, the
OUSD(C) representative stated that the Office of Management and Budget reviews and
approves the request and forwards it to the OUSD(C) Investment Directorate for
disbursement of the funds to the DoD Components. A flowchart of the OUSD(C)
apportionment process can be found in Appendix C of this report.

Cost of War Reporting

According to Government Accountability Office (GAO) Report No. GAO-05-882,
“Global War on Terrorism: DoD Needs to Improve the Reliability of Cost Data and
Provide Additional Guidance to Control Costs,” September 2005, the DoD tracks
obligations made to support GWOT and develops a monthly Supplemental and Cost of
War Execution Report, which budget officers use to formulate future budget requests to
fund GWOT and senior DoD leadership uses to discuss the cost of war. This cost of war
report identifies the monthly and cumulative GWOT obligations by Service, Defense
agency, contingency operation, and appropriation. Using these reports, the Comptroller
General of the United States provides Congress with quarterly updates on the costs of the
war.

Statistical and Judgmental Samples

We statistically sampled approximately $28.69 billion in supplemental and bridge funds
provided to the DoD from August 2002 through December 2005 for unclassified
procurement and RDT&E activities to determine whether the DoD Components placed
the funds on contracts for the purposes stipulated in congressional legislation. The
statisticians in the Quantitative Methods and Analysis Division designed and selected a
random sample of 600 dollar points from the universe of $28.69 billion in supplemental
and bridge funds provided to DoD for procurement and RDT&E. After our review of the
28 Air Force sample dollar points and based on the preliminary results of our review of
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the other DoD Components, we revised the audit scope and conducted a judgmental
sample from the remaining sample dollar points selected in the statistical sample. We
selected 158 sample dollar points, including the 28 Air Force sample dollar points, in the
judgmental sample. This report discusses the remaining 130 sample dollar points
selected in the judgmental sample. A detailed description of the sample methodology can
be found in Appendix B of this report.

DoD Components’ Results

The following table shows the results of our review of the 130 sample dollar points
associated with GWOT supplemental and bridge funding provided to the Army, Navy,
Marine Corps, select Defense-wide agencies, National Guard, and Reserve Components.

Table 2. Results of DoD Components’ Sample Dollar Point Review

Obligated for the

Number : 1
of Pu rposes Stipulated
DoD Components sample | @nd Used in Supportof | not opligated
Dollar GWOT
ol Yes No | Ind.?

Army 60 17 0 43 0
Navy 3 1 0 2 0
Marine Corps 40 27 0 13 0
Defense-wide agencies

U.S. Special Operations

Command 4 3 0 0 1

Chemical and Biological

Defense Office 1 1 0 0 0

Defense Information

Systems Agency 1 1 0 0 0

Missile Defense Agency 1 1 0 0 0

Washington Headquarters

Service 1 0 0 1 0
National Guard and Reserve Components

Army National Guard 11 10 0 0 1

Air National Guard 6 5 0 0 1

Army Reserves 2 2 0 0 0

Totals 130 68 0 59 3

! This objective refers to whether sample dollar points were obligated for the purposes stipulated
by Congress in the supplemental and bridge appropriations.

2 Indeterminable sample dollar points are those for which we could not determine whether the

supplemental and bridge funds were obligated for the purposes stipulated by Congress or

supported GWOT.

® Air National Guard budget officers used the bridge funds for the five sample dollar points for

homeland defense and hurricane recovery efforts, which were congressionally directed.




Of the 130 sample dollar points, only 2 sample dollar points were associated with
RDT&E funding, the remaining 128 sample dollar points were associated with
procurement funds. See the finding for a discussion of the Army, Navy, Marine Corps,
and Washington Headquarters Service financial control weaknesses we identified during
our review of the sample dollar points. We determined that the Army, Navy, and Marine
Corps sample dollar points not addressed in the finding discussion were obligated for the
purposes stipulated in congressional language and supported GWOT. In addition, we
determined that the U.S. Special Operations Command, Chemical and Biological Defense
Office, Defense Information Systems Agency, Missile Defense Agency, Army National
Guard, Air National Guard, and Army Reserves sample dollar points were obligated for
the purposes stipulated in congressional language and supported GWOT. Based on the
sample points we reviewed, we determined that the U.S. Special Operations Command,
Chemical and Biological Defense Office, Defense Information Systems Agency, Missile
Defense Agency, Army National Guard, Air National Guard, and Army Reserves
financial controls over the use of procurement and RDT&E supplemental and bridge
funding provided for GWOT were adequate. A description of the methodology the audit
team used to track the sample dollar points from the public laws through to the obligation
documents can be found in Appendix A of this report. For a detailed discussion of the
statistical and judgmental sampling methodologies, see Appendix B.

Review of Internal Controls

We identified internal control weaknesses in the OUSD(C) and the DoD Components’
financial controls over the use of supplemental and bridge funding provided for
procurement and RDT&E, as defined by DoD Instruction 5010.40, “Managers’ Internal
Control (MIC) Program Procedures,” January 4, 2006. Although the internal controls
outlined in the DoD Financial Management Regulation 7000.14-R, volume 1, chapter 3,
“Accounting Systems Conformance, Evaluation, and Reporting,” August 2000,* and
volume 12, chapter 23, “Contingency Operations,” September 2005,? were adequate for
maintaining audit trails and for capturing costs associated with contingency operations,
the OUSD(C) and DoD Components did not consistently follow them for the sample
dollar points we reviewed. Implementing the recommendations in this report will
improve financial and internal controls so that the DoD Components can accurately
report on the cost of the war. We will provide a copy of this report to the senior official
responsible for internal controls in the OUSD(C) and DoD Components reviewed.

! DoD FMR 7000.14-R, volume 1, chapter 3, was updated in September 2007. The criteria found in
volume 1, chapter 3 was subsequently incorporated into volume 6A, chapter 2 and contains the same
requirements as the previous version. This update did not affect the results of our audit .

% The audit team used the September 2005 version of the FMR. The September 2007 update version
contained the same criteria that we used. This update did not affect the results of our audit.
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Finding. DoD Financial Controls Over Global
War on Terror Spending

The OUSD(C) and four DoD Components (Army, Navy, Marine Corps, and Washington
Headquarters Service) financial controls over the use of procurement and RDT&E
supplemental and bridge funding provided for GWOT need improvement. The financial
controls over GWOT funding need improvement because the OUSD(C) and DoD
Components did not ensure compliance with DoD Financial Management Regulation
(FMR) procedures. Specifically:

e the OUSD(C) and DoD Components did not follow procedures for establishing
audit trails, and

e the DoD Components did not follow procedures for capturing costs associated
with contingency operations.

As a result, the DoD Components did not have adequate internal controls to verify that
funds placed on contracts were used for the purposes stipulated in the congressional
language, which authorized the supplemental and bridge funding for GWOT. Further,
the DoD Components could not accurately report to Congress their progress in obligating
GWOT funds.

DoD and Office of Management and Budget Guidance
for Audit Trails, Capturing Costs, and Internal Controls

DoD FMR 7000.14-R, volume 1, chapter 3, and volume 12, chapter 23, and Office of
Management and Budget Circular A-123, “Management’s Responsibility for Internal
Control,” December 21, 2004, provide guidance on establishing audit trails, accounting
for funds provided for contingency operations, and management’s responsibility for
internal control, respectively.

DoD Financial Management Regulation on Audit Trails

The FMR requires that financial transactions within the accounting system must be
adequately supported with pertinent documents and source records. In addition, it states
that all transactions, including those that are computer-generated and computer-
processed, must be traceable to individual source records. The FMR states that the
adequacy of an audit trail can be tested by tracing a transaction forward from the source
or back from the result and verifying the amount recorded or reported.

DoD Financial Management Regulation on Contingency
Operations

The FMR requires that costs incurred in support of contingency operations be properly
identified and recorded through the use of controls, accounting systems, and procedures.

It states that each Service Component command should collect all applicable costs related
to specific contingency operations. To do this, the FMR specifies that, upon being
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alerted of an impending contingency operation, each participating DoD Component
should establish a unique special program code to capture costs. To ensure that the costs
of contingency operations are accurately reported, the FMR further states that each DoD
Component will develop and publish a standard operating procedure (SOP) or other
supplemental guidance to cover Component-specific items for cost reporting and
disseminate that guidance to the appropriate subordinate organizations.

Office of Management and Budget Circular A-123

Office of Management and Budget Circular A-123 identifies the objectives of internal
control as “effectiveness and efficiency of operations, reliability of financial reporting,
and compliance with applicable laws and regulations.” The Circular states that
management has a fundamental responsibility to develop and maintain effective internal
controls. The Circular requires that effective internal controls over financial reporting
provide reasonable assurance that misstatements, losses, or noncompliance with
applicable laws and regulations, material in relation to financial reports, would be
prevented or detected.

Sample Results

In reviewing 104 sample dollar points at the 4 DoD Components, we identified internal
control weaknesses with the OUSD(C) and these DoD Components’ accountability and
reporting of GWOT costs. The OUSD(C) did not consistently follow procedures for
establishing an audit trail needed to track GWOT supplemental and bridge funds
provided for procurement activities to the DoD Components. Specifically, the OUSD(C)
did not separate conference report line items when issuing funds to three of the DoD
Components. Similarly, the DoD Components did not maintain an audit trail or separate
supplemental, bridge, and annual funds in their accounting systems. As a result, we were
unable to determine whether the 4 DoD Components used supplemental and bridge funds
for 59 of the 104 sample dollar points, associated with $6.23 billion in appropriated
funds, for the purposes authorized by Congress or in support of GWOT. The following
summarizes the results of our review.

Army

Army budget officers either did not maintain an audit trail or did not separate
supplemental and bridge funds from annual and other supplemental funds in their
accounting systems to track funds to obligation documents for 38 of the 60 Army sample
dollar points we reviewed. Specifically, for:

e 34 of the 38 sample dollar points, associated with $2.63 billion in appropriations,
Army budget officers at the program offices did not differentiate GWOT
supplemental and bridge funds from annual funds in the accounting system;

e 1 of the 38 sample dollar points, associated with $344.69 million in
appropriations, the Army budget officer at the program office did not separate
GWOT supplemental funds from other supplemental funds in the accounting
system; and



e 3 of the 38 sample dollar points, associated with $302.55 million in
appropriations, Army budget officers at the Office of the Assistant Secretary of
the Army (Financial Management and Comptroller) did not maintain an audit trail
to show which Army program offices received the GWOT supplemental funds.

In addition, the OUSD(C) combined supplemental and bridge funds for multiple
conference report line items on funding documents issued to the Army for 5 of the

60 Army sample dollar points we reviewed. Specifically, the OUSD(C) combined
GWOT supplemental and bridge funds for different conference report line items on the
funding documents issued to the Army for four of the five sample dollar points,
associated with $1.29 billion in appropriations. For the remaining sample dollar point,
associated with $42.2 million in appropriations, the OUSD(C) did not maintain an
adequate audit trail to show which Army program received GWOT bridge funds.

Navy

At one program office, the Navy budget officer did not separate GWOT supplemental
funds from annual funds in the accounting system for one of the three Navy sample dollar
points we reviewed, associated with $262 million in appropriations. In addition, the
OUSD(C) combined different conference report line items together on the funding
document issued to the Navy for another of the three Navy sample dollar points,
associated with $15.9 million in appropriations. Subsequently, when the Navy issued the
bridge funds to the program office, the program office loaded the bridge funds into the
accounting system the same way they received them and combined bridge funds for two
conference report line items.

Marine Corps

Marine Corps budget officers at program offices did not separate GWOT supplemental
and bridge funds from annual and other supplemental funds in the accounting system for
10 of the 40 Marine Corps sample dollar points we reviewed. Specifically, Marine Corps
budget officers combined GWOT supplemental and bridge funds with annual funds in the
accounting system for 9 of the 10 dollar points, associated with $897.29 million in
appropriations. For the other sample dollar point, associated with $72 million in
appropriations, Marine Corps budget officers combined bridge funds with supplemental
funds in the accounting system. In addition, OUSD(C) combined bridge funding for
multiple conference report line items on funding documents provided to the Marine
Corps for another 3 of the 40 sample dollar points, associated with $376.7 million in
appropriations.

Washington Headquarters Service

Washington Headquarters Service budget officers did not separate GWOT supplemental
funds from annual funds in the accounting system for the one sample dollar point
associated with $25.2 million in appropriations that we reviewed.



Capturing Costs Associated With Contingency
Operations

We were unable to determine the use of the supplemental and bridge funds for

59 sample dollar points because the OUSD(C) and four DoD Components did not follow
existing procedures for establishing audit trails and capturing contingency operations
costs to include using special program codes to capture those costs, as required in the
DoD Financial Management Regulation. A discussion of the breakdown in the internal
controls at OUSD(C) and the four DoD components follows.

Office of the Under Secretary of the Defense Comptroller

The OUSD(C) did not consistently separate supplemental and bridge funds for
conference report line items when it disbursed funds to the DoD Components and did not
adhere to the FMR requirement for establishing audit trails so that financial transactions
are traceable to individual source records. From a financial management and
congressional reporting perspective, the DoD Components need to have the GWOT funds
separated by conference report line item in order to prepare DoD annual budget
justification materials and to meet congressional reporting requirements.

Army

The Office of the Assistant Secretary of the Army (Financial Management and
Comptroller) did not issue guidance for capturing procurement and RDT&E costs to
support contingency operations or require Army budget officers to establish and use
special program codes in their accounting systems to differentiate between the use of
supplemental, bridge, and annual funds. In addition, budget officers did not adhere to the
FMR requirement that DoD Components maintain an audit trail so that financial
transactions are adequately supported with pertinent documents and traceable to source
records.

Navy

The Office of the Assistant Secretary of the Navy (Financial Management and
Comptroller) did not issue guidance for capturing contingency operation costs or require
Navy budget officers to use special program codes to differentiate between the use of
supplemental and annual funds in their accounting systems.

Marine Corps

The Programs and Resources Department, Headquarters Marine Corps established
guidance requiring Marine Corps budget officers to use special interest codes to capture
costs associated with GWOT. However, the guidance did not require Marine Corps
budget officers to separate supplemental, bridge, and annual funds in the accounting
system. Because supplemental, bridge, and annual funds were not separated in the
accounting system, we could not trace the funds from the accounting system to source
documents to determine how the supplemental and bridge funds were used.



Washington Headquarters Service

The Financial Management Directorate, Washington Headquarters Service did not issue
guidance requiring budget officers to use special program codes to differentiate
supplemental and bridge funds from annual funds in the accounting system.

Effects on Congressional Reporting Requirement

As a result of the OUSD(C) and four DoD Components either not maintaining adequate
audit trails to trace supplemental and bridge funds or not using special program codes to
separate GWOT supplemental and bridge funds in their accounting systems, the Army,
Navy, Marine Corps, and Washington Headquarters Service financial communities did
not have the means to ensure that supplemental and bridge funds placed on contracts
were used for the purposes stipulated in congressional language or supported GWOT.
Consequently, the four DoD Components were not able to track obligations incurred to
support GWOT through the accounting system and could not therefore accurately report
to Congress their progress in obligating supplemental and bridge funds.

Management Actions

Army

The Investments Directorate, Assistant Secretary of the Army (Financial Management
and Comptroller) is drafting SOPs for capturing and reporting procurement and RDT&E
costs in support of contingency operations. The draft guidance states that beginning in
FY 2008, funding authorization documents will include special program codes to indicate
whether the funds are annual or GWOT. The draft guidance does not require Army
budget officers to establish a special program code to differentiate supplemental, bridge,
and annual funds in the accounting system. As of March 2009, the Army had not
finalized the SOPs.

Navy

On September 29, 2008, Office of the Assistant Secretary of the Navy (Financial
Management and Comptroller) issued supplemental guidance for accounting for
contingency operation funds. The guidance, however, does not require the Navy
comptroller and budget personnel to establish unique codes in the accounting systems to
differentiate between annual, supplemental, and bridge funds.

Management Comments on the Finding and Appendices and

Our Response
Summaries of management comments on the finding and appendices of this report and
our responses are in Appendix E.

Recommendations, Management Comments, and
Our Response

1. We recommend that the Under Secretary of Defense (Comptroller)/DoD Chief
Financial Officer consistently adhere to procedures requiring financial transactions
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to be traceable to individual source records by separating Global War on Terror
supplemental and bridge appropriations by conference report line item on the
funding documents issued to the DoD Components to enable DoD Component
budget officers to obligate, track, and report on their use of Global War on Terror
funds, in accordance with DoD Financial Management Regulation 7000.14-R,
volume 6A, chapter 2, “Financial Reports, Roles and Responsibilities,” November
2008.

Office of the Under Secretary of Defense Comments

The Director, Investments Directorate, OUSD(C) agreed with the report
recommendation, stating that the OUSD(C) has been and will continue to issue funds to
the DoD Components by conference report line item and not by budget line item. He
stated that the annual budget has been and will continue to be issued separately from the
supplemental budget and therefore is traceable to individual source records.

Our Response

We did not assert in the finding that the OUSD(C) combined annual and supplemental
funds when it issued the funds to the DoD Components. The finding stated that
OUSD(C) combined supplemental and bridge funds for different conference report line
items when it issued funds to the DoD Components. Because the OUSD(C) combined
conference report line items into one funding amount, there was no audit trail to permit
transactions to be traced to source documentation. Without an audit trail to facilitate
transparency in the accounting systems, there is no assurance that funds are being used
for the purposes stipulated by Congress and that reports to Congress on GWOT
obligations are accurate. Accordingly, we request that the Director, Investments
Directorate, OUSD(C) provide additional comments to the recommendation in response
to the final report.

2. We recommend that the Director, Investments Directorate, Assistant Secretary
of the Army (Financial Management and Comptroller):

a. Revise the draft standard operating procedures for the reporting of
investment contingency operations costs, before finalizing, to require Army budget
officers to separately identify supplemental, bridge, and annual appropriated funds
in their accounting systems to enable the budget officers to accurately track and
report obligations against each funding source, to conform with requirements in the
DoD Financial Management Regulation 7000.14-R, volume 12, chapter 23,
“Contingency Operations,” September 2005.

Assistant Secretary of the Army (Financial Management and
Comptroller)

The Acting Assistant Secretary of the Army (Financial Management and Comptroller)
agreed with the recommendation. He stated that the Army is revising its SOPs for
reporting investment contingency operations costs to require the use of accounting codes
that will separately identify funding sources for all investment transactions. The Acting
Assistant Secretary stated that the Army plans to complete the revised SOPs by
December 31, 2008.
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Our Response
The Acting Assistant Secretary’s comments were responsive to the recommendation;
however, as of March 2009, the Army had not issued the revised SOPs.

b. Direct Army budget officers to adhere to procedures in DoD Financial
Management Regulation 7000.14-R, volume 6A, chapter 2, “Financial Reports Roles
and Responsibilities,” November 2008, requiring that financial transactions be
traceable to individual source records to enable Army budget officers to obligate,
track, and report on their use of Global War on Terror funds.

Assistant Secretary of the Army (Financial Management and
Comptroller)

The Acting Assistant Secretary of the Army (Financial Management and Comptroller)
agreed with the recommendation. He stated that the Army is working to ensure that the
audit trail measures that are in place for annual funding financial transactions are
replicated for supplemental funding financial transactions. The Acting Assistant
Secretary stated that the Army plans to complete this effort by December 31, 2008.

Our Response
The Acting Assistant Secretary’s comments were responsive to the recommendation;
however, as of March 2009, the Army had not issued the revised SOPs.

3. We recommend that the Director, Office of Budget, Operations Division,
Assistant Secretary of the Navy (Financial Management and Comptroller) finalize
and issue standard operating procedures to require Navy budget officers to
separately identify supplemental, bridge, and annual appropriated funds in their
accounting systems to enable the budget officers to accurately track and report
obligations against each funding source, in accordance with DoD Financial
Management Regulation 7000.14-R, volume 12, chapter 23, “Contingency
Operations,” September 2005.

Assistant Secretary of the Navy (Financial Management and
Comptroller)

The Assistant Secretary of the Navy (Financial Management and Comptroller) did not
agree with the recommendation, stating that his office issued guidance on capturing and
reporting of contingency operation costs in the various Navy accounting systems. Concerned
that the DoD Inspector General (IG) misconstrued the direction and intent of the FMR,
volume 12, chapter 23, the Assistant Secretary stated that the FMR does not require that
supplemental, bridge, and annual appropriated funds be separately identified in the
accounting systems but instead requires DoD to report all incremental costs incurred as part
of a contingency operation, regardless of fund source. The Assistant Secretary stated that
issuing guidance to capture the distribution, obligation, and expenditure of supplemental
funding for contingency operations would result in noncompliance with the FMR and would
not provide an accurate record of the total incremental costs of the contingency operation. In
conclusion, he stated that the Navy’s guidance provides for the reporting and tracking of all
costs, regardless of source.
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Our Response

On September 29, 2008, the Office of the Assistant Secretary of the Navy (Financial
Management and Comptroller) issued supplemental guidance for accounting and reporting
contingency operations. Although the guidance establishes codes to differentiate between
GWOT contingency operations in the accounting system, it does not require Navy
comptroller and budget personnel to establish unique codes in the accounting systems to
differentiate between annual, supplemental, and bridge funds.

While the FMR, volume 12, chapter 23, does not specifically require the separation of
annual, supplemental, and bridge funds in the accounting system, the FMR does require that
audit trails be established to enable transactions to be traced forward from its source to the
resulting record and back from the resulting record to its source. Therefore, we still
maintain that the Navy needs to separately identify annual, supplemental, and bridge
funds in its accounting systems to enable the budget officers to accurately track and
report obligations against each funding source for each GWOT contingency operation.
Accordingly, we request that the Assistant Secretary of the Navy (Financial Management
and Comptroller) review his office’s position on this recommendation and provide
additional comments in response to the final report.

4. We recommend that the Deputy Commandant for Programs and Resources,
Headquarters Marine Corps and the Director, Financial Management Directorate,
Washington Headquarters Services develop and issue standard operating
procedures to require budget officers to separately identify supplemental, bridge,
and annual appropriated funds in their accounting systems to enable the budget
officers to accurately track and report obligations against each funding source, in
accordance with DoD Financial Management Regulation 7000.14-R, volume 12,
chapter 23, “Contingency Operations,” September 2005.

Assistant Secretary of the Navy (Financial Management and
Comptroller)

The Assistant Secretary of the Navy (Financial Management and Comptroller), assuming
responsibility for both Navy and the Marine Corps financial management, did not agree with
this recommendation for the same reasons he did not agree with Recommendation 3. The
Assistant Secretary stated that the Navy’s policy and procedures, which also apply to the
Marine Corps, are sufficient for capturing and reporting contingency operations costs. In this
regard, he stated that the Deputy Commandant for Programs and Resources, Headquarters
Marine Corps, has the authority to issue further guidance, if necessary.

Our Response

On September 29, 2008, the Office of the Assistant Secretary of the Navy (Financial
Management and Comptroller) issued supplemental guidance for accounting and reporting
contingency operations. Although the Assistant Secretary stated that the Navy’s guidance
applied to the Marine Corps, the guidance clearly states that the Marine Corps issues specific
reporting guidance for its accounting system, the Standard Accounting, Budget, and
Reporting System.
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Commandant of the Marine Corps Comments

The Commandant of the Marine Corps agreed with the recommendation , stating that the
Marine Corps separately identifies supplemental, bridge, and annual funds in the
accounting system for investment appropriations and that obligations against each
funding source for these appropriations are tracked. The Commandant stated that
beginning in FY 2009, the Marine Corps plans to allocate Operations and Maintenance,
Marine Corps/Operations and Maintenance, and Marine Corps Reserve funds to budget
officers by funding source and require budget officers to separately obligate the funds by
source.

On behalf of the Commander, Marine Corps Systems Command (the Command), the
Deputy Commander stated that in early FY 2007, the Command changed its practice of
mixing baseline, bridge, and supplemental funds. Before the change in practice, the
Deputy Commander stated that the Command reprogrammed annual funds to make up for
shortfalls in supplemental accounts, and that generally, the Command identified GWOT
funding sources for GWOT reprogramming requirements. In addition, the Deputy
Commander stated that the Command did not add supplemental funds to baseline funds
for programs of record. Further, the Deputy Commander listed several controls that the
Command uses to track appropriations and minimize the risk of inappropriately using
funds. These controls include assigning a different line of accounting to each type of
funding, using Special Interest Codes, and verifying that funds coded with a Special
Interest Code were used in recording GWOT obligations.

Our Response

The Command’s change of practice in early FY 2007 to not mix baseline, bridge, and
supplemental funds is commendable and partially meets the intent of the
recommendation. To fully be responsive to the recommendation, the Deputy
Commander needs to issue SOPs that formally implement the change in practice.
Accordingly, we request that the Office of the Commandant of the Marine Corps, in
coordination with the Deputy Commander, Marine Corps Systems Command, provide
additional comments on the recommendation in response to the final report.

Director, Financial Management Directorate, Washington
Headquarters Services

The Acting Director, Financial Management Directorate, Washington Headquarters
Services agreed with the recommendation. The director stated that the SOPS will be
issued as an Administrative Instruction and ready for signature in March 20009.

Our Response
The director’s comments were responsive to the recommendation.
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Appendix A. Scope and Methodology

We conducted this audit from August 2006 through March 2009, in accordance with
generally accepted government auditing standards. Those standards require that we plan
and perform the audit to obtain sufficient, appropriate evidence to provide a reasonable
basis for our findings and conclusions based on our audit objectives. We believe that the
evidence obtained provides a reasonable basis for our findings and conclusions based on
our audit objectives.

During the audit we evaluated whether the Army, Navy, Marine Corps, Defense-wide
agencies, National Guard, and Reserve Components had adequate financial controls over
the use of GWOT supplemental and bridge funding provided for procurement and
RDT&E to determine whether the funds were placed on contracts and used for the
purposes stipulated by Congress.

Documentation and Information Reviewed

To accomplish the audit objective, we reviewed the following documentation and
information dated from July 2002 through December 2007:

e procurement and RDT&E supplemental and bridge funds in Public Law 107-206,
#2002 Supplemental Appropriations Act for Further Recovery From and
Response to Terrorist Attacks on the United States,” August 2, 2002; Public
Law 108-11, “Emergency Wartime Supplemental Appropriations Act, 2003,”
April 16, 2003; Public Law 108-106, “Emergency Supplemental Appropriations
Act for Defense and for the Reconstruction of Iraq and Afghanistan, 2004,”
November 6, 2003; Public Law 108-287, “Department of Defense Appropriations
Act, 2005,” August 5, 2004; Public Law 109-13, “Emergency Supplemental
Appropriations Act for Defense, the Global War on Terror, and Tsunami Relief,
2005,” May 11, 2005; and Public Law 109-148, “Department of Defense,
Emergency Supplemental Appropriations to Address Hurricanes in the Gulf of
Mexico, and Pandemic Influenza Act, 2006,” December 30, 2005;

e procurement and RDT&E supplemental and bridge funds in Conference
Report 107-593, “Making Supplemental Appropriations for Further Recovery
From and Response to Terrorist Attacks on the United States for the Fiscal Year
Ending September 30, 2002, and for Other Purposes,” July 19, 2002; Conference
Report 108-76, “Making Emergency Wartime Supplemental Appropriations for
the Fiscal Year 2003, and for Other Purposes,” April 12, 2003; Conference
Report 108-337, “Making Emergency Supplemental Appropriations for Defense
and for the Reconstruction of Iraq and Afghanistan for the Fiscal Year Ending
September 30, 2004, and for Other Purposes,” October 30, 2003; Conference
Report 108-622, “Making Appropriations for the Department of Defense for the
Fiscal Year Ending September 30, 2005, and for Other Purposes,” July 20, 2004;
Conference Report 109-72, “Making Emergency Supplemental Appropriations for
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the Fiscal Year Ending September 30, 2005, and for Other Purposes,” May 3,
2005; and Conference Report 109-359, “Making Appropriations for the
Department of Defense for the Fiscal Year Ending September 30, 2006, and for
Other Purposes,” December 18, 2005;

e financial documents relating to GWOT supplemental and bridge funds including
investment program/fund approvals for direct obligations, funding authorization
documents, procurement program releases for direction obligations, funding
allowance documents, program directive change requests for procurement,
program authorization documents, resource realignment documents,
reprogramming actions, military interdepartmental purchase requests, acceptance
of military interdepartmental purchase requests, purchase requests, and
procurement work directives; and

e contractual documents for obligating GWOT supplemental and bridge funds
including modifications of contract and orders for supplies or services.

Staff Contacted

We contacted the staffs of the Under Secretary of Defense Comptroller, Assistant
Secretary of the Army (Financial Management and Comptroller), Assistant Secretary of
the Navy (Financial Management and Comptroller), Marine Corps Systems Command,
U.S. Special Operations Command (Comptroller), Missile Defense Agency, Defense
Information Systems Agency, Joint Program Executive Office for Chemical and
Biological Defense, Washington Headquarters Services, TACOM Life Cycle
Management Command, Communications Electronics Lifecycle Management Command,
Program Executive Office Soldier, Program Executive Office Ammunition, Program
Executive Office Missiles and Space, Project Manager Apache, U.S. Army Corps of
Engineers, Naval Sea Systems Command, Naval Air Systems Command, Field Support
Activity, Military Sealift Command, Army National Guard Comptroller and Materiel
Programs Division, Office of the Chief Army Reserve, Air National Guard Plans and
Requirements Division, Warner Robins Air Logistics Center, and Oregon Air National
Guard 125" Special Tactics Squadron to determine whether the DoD Components were
maintaining effective financial controls over the use of GWOT supplemental funding
provided for procurement and RDT&E, and whether the funds were placed on contracts
and used for the purposes stipulated in the congressionally approved supplemental
funding for GWOT.

Audit Methodology

The audit team used computer-generated accounting reports, which listed the
commitment transactions applicable to our line items, to determine which commitment
documents pertained to our sample dollar points. The team arranged the commitment
transactions in date order. If multiple transactions had the same date, the audit team
arranged the transactions documents in alpha-numeric order based on the document
number. For accounting systems that could not generate commitment transactions by
date, the audit team arranged the transactions in the order they appeared on the
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accounting report. When accounting reports were not available, the audit team collected
the source documents applicable to the line items and arranged them in date order. The
audit team used the dollar value of each commitment transaction to develop a running
total of the funds committed to the line item. The running total added or subtracted the
amount of each transaction to the previous transaction. The audit team used the running
total as a means for establishing a continuous dollar range for the commitment
transactions. We determined which commitment documents applied to the sample dollar
points based on the dollar ranges that included the sample dollar points. If the sample
dollar point was committed but not put on contract yet, the fund status was committed.
If the funds were committed and put on contract, the fund status was obligated. If the
sample dollar point was not committed, meaning that the total of continuous range was
less than the sample dollar point, the fund status was unobligated. If the sample dollar
point was obligated on a contract with multiple contract line item numbers, we
determined which contract line item number contained the sample dollar point using the
methodology just described.

In conducting the statistical sample, we excluded classified programs and efforts from the
universe of GWOT appropriations. We concluded that the use of the audit results would
be limited if we issued a classified report. The scope of this audit did not include the
procurement and RDT&E funds provided to DoD under Public Law 109-234,
“Emergency Supplemental Appropriations Act for Defense, the Global War on Terror,
and Hurricane Recovery, 2006,” June 15, 2006, because when we started the audit, in
August 2006, DoD had obligated less than 35 percent of the procurement and RDT&E
funds. Consequently, the audit results would be distorted if we included this
supplemental appropriation in the sample universe.

In May 2007, the audit scope and sampling methodology changed from a statistical
sample to a judgmental sample. The audit scope changed because after reviewing the

28 Air Force sample dollar points, we determined that the same issues identified with the
Air Force would probably occur for the remaining dollar points at the other DoD
Components, based on preliminary results of our review of those transactions. As a
result, instead of reviewing 600 sample dollar points with the statistical sample, we
reviewed 158 sample dollar points as part of the judgmental sample. The 28 Air Force
sample dollar points are discussed in the DoD Inspector General Report No. D-2008-027,
“Air Force Use of Global War on Terror Supplemental Funding Provided for
Procurement and Research, Development, Test, and Evaluation,” November 21, 2007.
This report discusses the remaining 130 sample dollar points. For a detailed discussion
of the statistical and judgmental sampling methodologies, see Appendix B.

We were not able to trace the supplemental and bridge funds to commitment and
obligation documents for indeterminable sample dollar points. As a result, we did not
request source documents for these sample dollar points; therefore, we did not review the
documents to determine whether they had special program codes identifying the funds as
supplemental or bridge funds.
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Use of Computer-Processed Data

We used accounting reports generated from the General Accounting and Finance System;
Oracle Financial Management System; Standard Accounting, Budgeting, and Reporting
System; Standard Finance System; Standard Operation and Maintenance Army Research
and Development System; and Washington Headquarters Services Allotment Accounting
System. We did not perform a formal reliability assessment of the computer-processed
data because it was used only to execute our methodology for identifying which
commitment transactions were associated with the sample dollar points. The
computer-processed data was not used to support the finding, conclusions, or
recommendations. We determined that using the computer-processed data from the
accounting reports would not affect the reliability of the audit.

Use of Technical Assistance

The Quantitative Methods and Analysis Division within the DoD Office of Inspector
General assisted the audit team in conducting statistical and judgmental samples. For a
detailed discussion of the statistical and judgmental sampling methodologies, see
Appendix B.

Prior Coverage

During the last 5 years, the GAO, DoD IG, and Air Force Audit Agency (AFAA) issued
10 reports discussing supplemental funding authorized and obligated for the Global War
on Terror. Unrestricted GAO reports can be accessed over the Internet at
http://www.gao.gov. Unrestricted DoD IG reports can be accessed at
http://www.dodig.mil/audit/reports. Unrestricted Air Force reports can be accessed at
http://www.afaa.hg.af.mil.

GAO

GAO Report No. GAO-08-853R, “Global War on Terrorism: Reported Obligations for
the Department of Defense,” June 13, 2008

GAO Report No. GAO-07-783R, “Global War on Terrorism: Reported Obligations for
the Department of Defense,” May 18, 2007

GAO Report No. GAO-06-885T, “Global War on Terrorism: Observations on Funding,
Costs, and Future Commitments,” July 18, 2006

GAO Report No. GAO-05-882, “Global War on Terrorism: DoD Needs to Improve the
Reliability of Cost Data and Provide Additional Guidance to Control Costs,” September
2005

GAO Report No. GAO-04-915, “Military Operations: Fiscal Year 2004 Costs for the

Global War on Terrorism Will Exceed Supplemental, Requiring DoD to Shift Funds
From Other Uses,” July 2004
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GAO Report No. GA0O-04-668, “Military Operations: DoD’s Fiscal Year 2003 Funding
and Reported Obligations in Support of the Global War on Terrorism,” May 2004

GAO Report No. GAO-03-346, “Defense Budget: Tracking of Emergency Response
Funds for the War on Terrorism,” April 2003

DoD IG

DoD IG Report No. D-2009-058, “DoD Cost of War Reporting of Supplemental Funds
Provided for Procurement and Research, Development, Test, and Evaluation,”
February 27, 2009

DoD IG Report No. D-2008-027, “Air Force Use of Global War on Terrorism
Supplemental Funding Provided for Procurement and Research, Development, Test, and
Evaluation,” November 21, 2007

Air Force

AFAA Report No. F2005-0011-FB1000, “Global War on Terrorism Funds
Management,” June 20, 2005
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Appendix B. Sampling Methodology
Statistical Sampling Methodology

Sampling Objectives

The purpose of the statistical sampling was to select sample dollar points from the
population of the GWOT supplemental appropriations provided for procurement and
RDT&E activities and trace those sample dollar points through the appropriation,
commitment, and obligation processes to determine whether they were obligated in
support of GWOT and whether they were obligated as stipulated in the congressionally
approved supplemental and bridge appropriations.

Population

The population of the sample consisted of six GWOT supplementals that Congress
appropriated from August 2002 through December 2005. Public Law 107-206, Public
Law 108-11, Public Law 108-106, Public Law 108-287, Public Law 109-13, and Public
Law 109-148 enacted the six supplementals. The population totaled $28,685,407,000,
after the audit team excluded funding for classified programs and efforts.

Sample Design

For this sample, each population unit was a dollar point between 1 and 28,685,407,000.
The sample design used a sampling technique in which each population unit (dollar
point) had a probability of being selected that was proportional to its recorded amount,
which was the total amount of the conference report line item it fell on. The advantage to
using that sampling technique was that the larger recorded amounts had a higher
probability of being selected than units with smaller recorded amounts. For example, a
conference report line item totaling $450 million would have a higher probability of
having a population unit (dollar point) selected than a conference report line item totaling
$20 million would. The sample design called for using 95 percent confidence level for
statistical projection.

Sample Size

To determine which population unit to sample, statisticians from the Quantitative
Methods and Analysis Division aggregated the dollar values for the supplemental
appropriations by location, arranged them in descending order, and computed a running
sum of the dollar values for the supplemental appropriations. The statisticians randomly
generated 600 numbers without replacement between 1 and 28,685,407,000 and
correlated each random number to the corresponding dollar point for the running sum of
the supplemental dollar values. They then determined which location corresponded to
each of the 600 resulting dollar points. The distribution of the 600 dollar points was
361 for the Army, 156 for the Navy and Marine Corps, 28 for the Air Force, and 55 for
the National Guard and Defense agencies.
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Sample Result Categories

We initially anticipated issuing a summary report that projected the sample results across
DoD in three main categories. Specifically, we planned to determine whether the DoD
obligated the funds:

e insupport of GWOT;
e asstipulated in the congressionally approved supplementals and bridges; or

e for indeterminable purposes because the sample dollar points were commingled
with annual and other supplemental appropriations, commingled with other
conference report line-items, or because of insufficient audit documentation.

Change in Sample Methodology

At the completion of our review of Air Force transactions, we decided to use a
judgmental sample instead of continuing with a statistical sample to complete the overall
DoD Component audit because we determined that the same issues associated with the
Air Force would probably occur for the remaining dollar points based on preliminary
results of our review of transactions at the other DoD Components. As a result, the
results of the judgmental sample will not be projectable across DoD.

Judgmental Sampling Methodology

Sampling Objectives

The purpose of the judgmental sample was to select sample dollar points from the
statistical sample. We traced those sample dollar points through the appropriation,
commitment, and obligation processes to determine whether they were obligated in
support of the GWOT and whether they were obligated as stipulated in the
congressionally approved supplemental and bridge appropriations.

Population

The population of the judgmental sample consisted of the 572 statistical sample dollar
points selected for the Army, Navy, Marine Corps, Defense-wide agencies, National
Guard, and Reserve Components from 6 GWOT supplementals that Congress
appropriated from August 2002 through December 2005. Public Law 107-206, Public
Law 108-11, Public Law 108-106, Public Law 108-287, Public Law 109-13, and Public
Law 109-148 enacted the six supplementals. The other 28 of the 600 statistical sample
dollar points were discussed in DoD IG Report No. D-2008-027, “Air Force Use of
Global War on Terrorism Supplemental Funding Provided for Procurement and
Research, Development, Test, and Evaluation,” November 21, 2007.

Sample Size

For the purposes of selecting the number of judgmental sample dollar points, we formed
the following three DoD Component groups: Army; Navy and Marine Corps; and
Defense-wide agencies, National Guard, and Reserve Components. We decided to use
those DoD Component groups because that was how we anticipated reporting the results
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of the statistical sample dollar points. To determine the number of judgmental sample
dollar points to select for each DoD group, statisticians from the Quantitative Methods
and Analysis Division created a scale based on the number of statistical sample dollar
points selected for each DoD group, as shown in the following table.

Table B-1. Statistical Sample Dollar Point Range for Determining Number of
Judgmental Sample Dollar Points for Each DoD Component Group

Number of Statistical Number of Judgmental
Sample Dollar Points Sample Dollar Points
0-100 30
101-200 40
201-300 50
>300 60

The following table shows the DoD Component groups and the number of judgmental
sample dollar points we chose for those groups.

Table B-2. Number of Judgmental Sample Dollar Points Selected for DoD
Component Groups

Number of Statistical Jl\lljlé?ntzg;togl
DoD Component Group Sample Dollar Points sample Dollar
Points

Army 361 60

Navy and Marine Corps 156 40
Defense-wide agencies,

National Guard, and Reserve

Components 55 30

In May 2007, when we decided to use a judgmental sample, we had already completed 36
of the statistical sample dollar points for the Army. However, 9 of those 36 sample dollar
points did not provide any additional information.*

! We determined that a sample dollar point would not provide any additional information if it was
appropriated for the same purpose and obligated on the same contract and contract line item number as
another sample dollar point.
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We chose 361 dollar points for the Army in the statistical sample. To determine the
judgmental sample, we performed the following steps for the 325 dollar points that were
not complete as of the date the judgmental sample was conducted:

e used a random number generator to assign a random number to each of those
325 points, and then

e sorted those sample dollar points, in ascending order, based on that random
number.

Starting at the top of the randomly sorted Army list, we chose 33 sample dollar points,?
the number needed to satisfy the 60 judgmental sample dollar points for the Army as
determined by the range shown in Table C-1. If a judgmentally selected sample dollar
point did not provide any additional information or was used for a classified program or
effort, we removed that sample dollar point from the judgmental sample and selected a
replacement sample dollar point from the randomly sorted Army list.

We followed the same methodology for the Navy and Marine Corps Component group
and the Defense-wide agencies, National Guard, and Reserves Component group.

Sample Result Categories
We determined whether DoD obligated the funds:

e insupport of GWOT;
e asstipulated in the congressionally approved supplementals and bridges; or
e for indeterminable purposes because the sample dollar points were commingled

with annual appropriations, commingled with other conference report line-items,
or because of insufficient audit documentation.

2 Although 36 Army statistical sample dollar points were complete as of May 2007, 9 of those did not
provide any additional information and were removed from the judgmental sample. Therefore, we chose
33 additional Army sample dollar points to satisfy the 60 judgmental sample dollar points as determined by
the range, as shown in Table C-1.
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Appendix C. Apportionment Process for
Supplemental and Bridge Funds

The following chart illustrates the OUSD(C) apportionment process for GWOT
supplemental and bridge funds. We compiled the figure based on meetings with the
OUSD(C). The chart’s key can be found in the upper right hand corner of the page.
According to an OUSD(C) representative the following process is followed for the
apportionment of supplemental and bridge funds. The apportionment process begins
when Congress provides its Conference Report to the President for approval. When the
President signs the conference report into law, DoD is given the authority to distribute the
funds. Once OUSD(C) receives the conference report and the public law, it extracts the
apportionment values by subcategory and issues an apportionment request to the Office
of Management and Budget. The Office of Management and Budget checks the values,
applies spending restrictions as necessary, and approves the apportionment request. On
receipt of the approved apportionment request, the OUSD(C) Investment Directorate
issues funds to the DoD Components by line item totals, makes sure detailed line items
reconcile, and as necessary, withholds apportionment until congressional requirements
are met. The DoD Components receive the supplemental funds electronically from the
OUSD(C), Investment Directorate on a Form 440 issued through the Program Budget and
Accounting System.

26



OUSD(C) Flowchart

Conference
Report

The conference report is the
basis for the public law.

KEY FOR OUSD(C) APPORTIONMENT PROCESS

[ ]= Congressional Documents

[ ]= Office of the Under Secretary of Defense (Comptroller)
[[]= Office of Management and Budget

[ 1= DoD Components

Public Signed by the President
Law (gives the DoD authority
to distribute funds)
Office of the Under .
Secretary of Defense S —P> Oﬁlczggl\gzgagfment
(Comptroller) S g

Extracts apportionment Apportionment Checks values on
values* from the Request SF 132, asks questions,

Conference Report by
subcategory

*NOTE - The Army and Navy
extract their own values from the
Conference Report and forward them
to the OUSD (Comptroller). The
OUSD (Comptroller) then adds the

extracted Defense-wide amounts.

OUSD (Comptroller),
Investment Directorate

Issues funds by
conference report line
item, may withhold

may add spending
restrictions, then
approves apportionment
request

Apportionment

Request

SF 440

apportionment until
congressional
requirement is met

0

Investment Program/

DoD
Components

The OSD(C) uses the
SF 440 to distribute funds
to DoD Components.

Fund Approval for
Direct Obligation

27




PAGE LEFT INTENTIONALLY BLANK

28



Appendix D. Glossary

Bridge Funds

Bridge funds are emergency supplemental funds that are added to the regular annual
appropriation bill to pay a portion of the incremental funds needed for emergency
operations. Generally, bridge funds are in a separate title of the appropriation, usually
Title IX.

Budget Authority

Budget authority is provided by Congress and allows Government agencies to enter into
obligations that will result in immediate or future outlays. It may be classified by the
period of availability, by the timing of congressional action, or by the manner of
determining the amount available.

Commitment

The Defense Acquisition University Glossary defines commitment as an administrative
reservation of funds by the comptroller in anticipation of an obligation.

Contingency Operation

A contingency operation is a military operation that is designated by the Secretary of
Defense as an operation in which members of the armed forces are or may become
involved in military actions, operations, or hostilities against an enemy of the United
States or against an opposing military force. A contingency operation is also considered
a call or order to, or retention on, active duty of members of the uniformed services
during a war or during a national emergency declared by the President or Congress.

DoD Components

The DoD Components, as referred to in this report, are the Army, Navy, Marine Corps,
U.S. Special Operations Command, Chemical and Biological Defense Office, Defense
Information Systems Agency, Missile Defense Agency, Washington Headquarters
Service, Army National Guard, Air National Guard, and Army Reserves.

Obligation

The Defense Acquisition University Glossary defines an obligation as a duty to make a
future payment of money. The duty is incurred as soon as an order is placed or a contract
is awarded for the delivery of goods and the performance of services. An obligation is a
specified sum of money that will require expenditures in the future.

Operation Enduring Freedom

Operation Enduring Freedom is the continuing United States effort to track down

terrorists and provide stability, primarily in Afghanistan, but also in the Republic of the
Philippines and Cuba. The military objectives of Operation Enduring Freedom include
denying terrorist organizations access to training camps and infrastructure, capturing Al
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Qaeda leaders and fighters, stopping terrorist activities against the United States and its
allies, and preventing the re-emergence of international terrorist organizations. In
Afghanistan, the objectives include destroying the remaining Taliban and Al Qaeda
organization, training the Afghan National Army, conducting civil-military operations,
and providing support for the emerging government of Afghanistan. In Cuba, the United
States continues to hold terrorist detainees at Guantanamo Bay in order to obtain tactical
intelligence on current and future terrorists operations, remove Al Qaeda and Taliban
terrorists from the battlefield, and facilitate prosecution of those who have committed
crimes.

Operation Iragi Freedom

Operation Iraqi Freedom is the continuing United States efforts to stabilize Iraq, conduct
stability and support operations throughout Iraq, capture Hussein regime loyalists, and
stop terrorists from using lraq as a staging area for terrorism activities.

Operation Noble Eagle

Operation Noble Eagle is the continuing United States efforts to defend the United States
from airborne attacks and maintain United States air sovereignty.

Procurement

The Defense Acquisition University Glossary defines procurement as the act of buying
goods and services for the Government.

Research, Development, Test, and Evaluation

Research, development, test, and evaluation activities and funding are used to develop
new systems or expand the performance of fielded systems.

Supplemental Appropriation

Supplemental appropriations are approved by Congress and enacted by the President as
an addition to a regular annual appropriation. Supplemental appropriations provide
additional budget authority beyond original estimates for programs or activities that are
too urgent to be postponed until the next regular annual appropriation.
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Appendix E. Management Comments on the
Finding and Appendices and Our Response

Our detailed response to the comments from the Office of the Under Secretary of Defense
and the Marine Corps Systems Command on the draft report finding and appendices of
this report follow. The complete text of those comments can be found in the
Management Comments section of this report.

Office of the Under Secretary of Defense Comments

In a meeting with audit staff on October 9, 2008, the Director, Investments Directorate,
OUSD(C) provided additional comments to clarify his office’s position on the
recommendation in the draft of this report. He stated that the DoD IG indicated that their
office could not track supplemental funds for sub-line items for procurement (P-1) and
RDT&E (R-1) funding released to the DoD Components when those sub-lines were
combined with the existing P-1 and R-1 budget structure. The director stated that this
situation occurs when Congress appropriates funds into nonexistent program funding
lines and the OUSD(C) staff, working with the executing DoD Components, aligns the
funds into existing program funding lines. He stated that this does not occur often.
However, when it does occur, it is necessary for his office to ensure that the funds are
issued to the correct destination, can be tracked during execution, and will not cause an
administrative or contractual obstruction

At the meeting, the audit team provided the director an example of where his office did
not separate GWOT supplemental and bridge appropriations by conference report line
item on the funding documents issued to the DoD Components. In the example from the
FY 2006 conference report, the funding document issued to the Navy from the
Investments Directorate, OUSD(C) showed that all funding for the Navy’s AH-1W
helicopter procurement program, which included conference report line items for the
AH-1W Increased Survivability, $6.6 million; AH-1 Turned Exhaust, $15.9 million; and
AH-1 Turned Exhaust (spares), $1.3 million, were combined into one budget line, the
Navy AH-1W Series project line in Aircraft Procurement, Navy. In response, the director
stated that the audit team would want the Investments Directorate, OUSD(C) to issue the
supplemental funds in three distinct budget lines, to correspond with the conference
report. The director stated that he understood that it would be easier to track the
supplemental funding if the funds were released in separate funding lines; however, that
would have created an unreasonable administrative burden on the Navy’s program office,
and possibly result in changing production contracts, delaying obligations, and imposing
problems in tracking obligations and expenditures for the AH-1 program. Despite the
fact that the funds were issued in one budget line item, he stated that the Navy program
office was fully aware of the congressional intent and executed the funds as directed by
the Congress. The director further cited a situation that occurred in FY 2009, when
Congress appropriated $56.0 million for Dry Bridge Support program. Because no
budget line existed for that program, he stated that the Army requested that the funds be
realigned to the existing Tactical Bridging program budget line for execution. The
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director stated that the Army plans to follow congressional intent when executing the
funds, but needs the funding moved to the correct Other Procurement, Army budget line
for Tactical Bridging to ensure proper execution. Similarly, he stated that his office had
to do this for a conference report line item for Tactical Radios, $4.9 million, which had to
be realigned to the budget line for Radio, Improved HP (COTS) Family. The director
reiterated that the congressional intent will be adhered to. In conclusion, he stated that
the guidance section of the Form 440 references the public law from which the funds
were enacted and he believes that no additional clarification is required from his office
for the program office to follow congressional direction.

Our Response

We agree with the director and recognize that Congress sometimes appropriates funds
using program funding lines that do not exist. In those situations, we further understand
that the OUSD(C) must provide those funds to the DoD Components as part of an
existing program budget line. However, in situations when the GWOT funds for
different conference report line items are combined into one amount, the audit trail
disappears when they are issued to the DoD Components.

The FMR states that financial transactions should be supported with documentation that
permits transactions to be traced to source records. Further, because conference reports
and public law express the intent of the Congress and the President, it is critical that an
audit trail be maintained to ensure that appropriated funds are used in accordance with the
congressional language. It is not our intention that the creation of such audit trails be so
complex that they impact production contracts, delay obligations, or impose other
problems for OUSD(C) or the DoD Components. As such, we identified several alternate
methods to developing and maintaining an audit trail, which we discussed during our
October 9, 2008, meeting. For example, the OUSD(C) could either include remarks
directly on the Form 440 itself or include an attachment to the Form 440 that explains
which conference report line items were combined and identifies the amount of funding
provided for each line item. Thereby, when the Form 440s are subsequently issued to the
DoD Components, the DoD Components would be fully aware of which efforts received
congressional funding, could appropriately execute those funds, and could maintain audit
trails to ensure that appropriated funds are accurately obligated and reported.

Because the public law does not provide a detailed listing of the line items receiving
funds and the amount of funds each line item received, citing the public law on the Form
440 will not ensure that funds on the Form 440 are obligated as authorized by Congress.
An acceptable alternative would be to reference the conference report on the Form 440
which does provide a detailed listing of the line items receiving funds and the amount of
funds each line item received.

Without OUSD(C) providing this level of detail to the program offices, DoD has no
assurance that the program offices will implement the intent of congressional direction.
In summary, the OUSD(C) and the DoD Components must be held accountable for using
GWOT funds appropriately. To achieve this objective, OUSD(C) and DoD Components
need their accounting systems to provide transparency and the assurance that the funds
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are being used for the purposes stipulated by Congress. By maintaining transparency in
accounting systems, the DoD Components will also be able to accurately report to
Congress their progress in obligating GWOT funds.

Management Comments on Apportionment Process
Flowchart and Our Response

Office of the Under Secretary of Defense Comments

The Director, Investments Directorate, Office of the Under Secretary of Defense
(Comptroller) stated that the OUSD(C) apportionment process flowchart was not
accurate. He stated that funds are not issued by line item total; they are issued by
individual conference report line item. The director stated that the Form 440 is used to
issue funds to the Services and that the Program Budget and Accounting System is used
to issue funds to the Defense-wide agencies. He stated that the Program Budget and
Accounting System is not an electronic version of a Form 440.

Our Response

The audit team contacted the OUSD(C) regarding these comments and made the
appropriate revisions to the OUSD(C) apportionment process flowchart in Appendix C.
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Office of the Under Secretary of Defense (Comptroller)
Comments

OFFICE OF THE UNDER SECRETARY OF DEFENSE
1100 DEFENSE PENTAGON
WASHINGTON, DC 20301-1100

COMPTROLLER

(Program/Budget)

0CT 6 2008

MEMORANDUM FOR THE OFFICE OF THE DEPUTY INSPECTOR GENERAL
FOR AUDITING (ODIG-AUD)

SUBJECT:  DoD Components’ Use of Global War on Terror Supplemental Funding
Provided for Procurement and Research, Development, Test, and
Evaluation (Project No. D2006-D000AE-0241.002)

Thank you for the opportunity to review the draft DoD IG report on DoD
Components Use of Global War on Terror Supplemental Funding Provided for
Procurement and Research, Development, Test, and Evaluation.

We are gravely concerned about and disagree with the statement that *.. .OUSD(C)
did not separate conference report line items when issuing funds to three of the DoD
Components.” OUSD(Comptroller) Investment has been and will continue to issue funds
to the components by individual conference report line item. Additional comments with
examples are contained in enclosure (1).

We are available at your earliest convenience to review the details and work out
this misunderstanding. My point of contact on this subject is Cheryl Farley 697-9431.

Roberto Rodriguez
Director
Investment Directorate

Attachments:

Enclosure 1 — OUSD(C) Inv Comments

Enclosure 2 — OUSD(C) Inv Issuing Funds Tracking example
Enclosure 3 — Revised Apportionment Process Chart

USC002463-08
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We agree with the following statements:

“We recommend that the Office of the Under Secretary of Defense (Comptroller)/Chief
Financial Officer follow procedures requiring that financial transactions be traceable to
individual source records.” (Page 1)

1. The Under Secretary of Defense (Comptroller)/Chief Financial Officer consistently
adhere to procedures requiring financial transactions to be traceable to individual source
records by separating Global War on Terror supplemental and bridge appropriations by
conference report line item on the funding documents issued to the DoD Components to
enable DoD Component budget officers to obligate, track, and report on their use of
Global War on Terror funds, in accordance with DoD Financial Management Regulation

7000.14-R, Volume 1, Chapter 3, "Accounting Systems Conformance, Evaluation, and
Reporting," August 2000.” (Page 10)

OUSD (Comptroller) Investment has been and will continue to issue funds to the
components by conference report line item not by budget line item in the Form 440
(Services) and in PBAS (Defense-Wide Agencies). This means the base budget has been
and will be issued separately from the supplemental budget. Thus the funds issued are
traceable back to the individual source records (i.e. line item in conference report).

We disagree with the following statements:
“the OUSD(C) ...... did not follow procedures for establishing audit trails.” (Page 5)

“Specifically, the OUSD(C) did not separate conference report line items when issuing
funds to three of the DoD Components.” (Page 6, sample results)

“Specifically, the OUSD(C) combined GWOT supplemental and bridge funds for
different conference report line items on the funding documents issued to the Army for
four of the five sample dollar points.”...."the OUSD(C) did not maintain an adequate
audit trail to show which Army program received GWOT bridge funds.” (Page 7, Army)

“In addition, OUSD(C) combined bridge funding for multiple conference report line
items on funding documents provided to the Marine Corps.....” (Page 8)

“The OUSD(C) did not consistently separate supplemental and bridge funds for the

conference report line items. When it disbursed funds to the DoD Components...”
(Page 8)

Page 2 of 3
Enclosure (1)
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The above statements, which are basically all saying the same thing, are incorrect.
OUSD(C) Inv has been and will continue to issue funding to the components by

conference report line item which means the base budget will be issued separately from
the supplemental budgets.

Attached as enclosure (2) is an example from FY 2006 which includes the conference
report (109-359) (P.L.109-148) pages and the 440 funding documents tracking one
appropriation (Procurement of W&TCV,Army) from the conference report to the funding
documents (Form 440) by line item. OUSD(C) Investment issued the base funding

(Div. A, Title IV) separately from additional appropriation (Div A, Title IX) GWOT
supplemental and the emergency supplemental for hurricane Katrina (Div. B, Title 1,
Chap. 2). Additional examples can be provided.

Many samples of the 440s issued by OUSD(C) Inv for fiscal years 2002-2006 (the
timeframe you reviewed) were reviewed. In all cases the 440s were issued funds to the
components by individual conference report line item, consequently the base was separate
from the supplemental. In FY 2003 the base budget was apportioned/issued in November
2002 and the emergency supplemental budget was apportioned/issued in May 2003 so the
base and supplemental could not have been rolled together because they were not issued
in the same time frame. This has occurred during several fiscal years.

Also attached, as enclosure (3), is a marked up version of the OUSD(C) apportionment
process chart contained on page 24. The chart is not quite accurate for the OUSD(C) Inv
issuing process. Funds are not issued by line item total. They are issued by individual
conference report line item. The Form 440 is used for issuing funds to the Services. The
Program Budget and Accounting System (PBAS) is used to issue funds to the Defense-
Wide Agencies. PBAS is not an electronic version of a Form 440,

Page 3 of 3
Enclosure (1)
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10971 CONGRESS REPORT
1st Session HOUSE OF REPRESENTATIVES 109-359

MAKING APPROPRIATIONS FOR THE DEPARTMENT OF
DEFENSE FOR THE FISCAL YEAR ENDING SEPTEMBER
30, 2006, AND FOR OTHER PURPOSES

DECEMBER 18, 2005.—Ordered to be printed

Mr. YOUNG of Florida, from the committee of conference,
submitted the following

CONFERENCE REPORT

[To accompany H.R. 2863]

The committee of conference on the disagreeing votes of the
two Houses on the amendment of the Senate to the bill (H.R. 2863)
“making appropriations for the Department of Defense for the fis-
cal year ending September 30, 2006, and for other dpurposes", hav-
ing met, after full and free conference, have agreed to recommend
and do recommend to their respective Houses as follows:

That the House recede from its disagreement to the amend-
}nﬁnt of the Senate, and agree to the same with an amendment, as
ollows:

In lieu of the matter stricken and inserted by said amendment,
insert:

DIVISION A
DEPARTMENT OF DEFENSE APPROPRIATIONS ACT, 2006

That the following sums are appropriated, out of any money in the
Treasury not otherwise appropriated, for the fiscal year ending Sep-
tember 30, 2006, for military functions administered by the Depart-
ment of Defense and for other purposes, namely:

TITLE 1
MILITARY PERSONNEL
MILITARY PERSONNEL, ARMY

For pay, allowances, individual clothing, subsistence, interest
on deposits, gratuities, permanent change ofg station travel (includ-
25-159

E nclosure
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PROCUREMENT OF WEAPONS AND TRACKED COMBAT VEHICLES, ARMY
The confe on items add: 1 by either the House or the Sepate 15

a5 foliows:

(In thousands of sallars)
House Senate

Canterance
PROCUSENENT OF WATCY. ARMY
TRACKED COPBAT VEWICLES
ABRANS TRHG DY RO .......covvoviinianiasns fionnes 1.TE 1,754 LR 3754
BRAGLEY BASE SUSTAIWRENT. .. ... . ....... . . 1,508 2,408 w0 at 108
BRADLEY PV TRAINIRG DEVICES (M0O0). e 567 .67 4.673 3,873
ABIARS TAWG TRAIMENG DEVICES. ... .ooovivniinioieioinns arm 5708 rame
STRNGIR. . [T T T T SR S ———— 242 449 B31,240
ROOIFICATION OF TRACMED COMSAT VEWICLES
BPYE SERIES [MO0). ... ccvvraiinnnrninns nrreas 41,285 43,285 45,255 67,283
WWTTIER. MED SF FT 184mm m103a8 (MOD).. ... 14,801 14,821 e, m01
FAASY PP TO FLEET sassessensunsn-nasanas 5439 8430 banm 5.4
R ABRASS TANK (HOG) veiranszes gn 443,473 443 4T3 190,775 130 178
SUPPOAT EJUIPRENT AMD FACILITIES
ITEMS LESS ThAN $3 0 (TOV.WTOVI... ... e aor ar aar g7
PRODUCTION WASE SUPPORT (TCV-WTDV]. ... 10,758 10,758 0,258 10,2858
TOTAL. TRACXID COMBAT VEHICLES T 1.!:!.39;'
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[n thoussndy of dollars)
Houre Sanate

WEAPONS AN OTER CONBAT VEWICLES
INTEGRATED ALR SURST WEAPOW SYSTEM FAMILY. PR 12,484 . e wae
ARNOR MACHINE GUW, T E2WM M240 SERIES. ... hrsaanen T4 148 14 148 14,148 14 148
PACHINE GW. 33 (SN 0 1 ™ ©
GREMADE LAUMCHER, AUTO, 40N, WK1S.3. ... a1 s s ans
NORTAR SYSTERS. . ¥ PR 00 00 b 00
e AIRE. ... P PRI arrrssae raaas 8,000 8,000 8.000
W07, CAL. 50, SKIPER RIFLE.......0oov.vensiinneins 955 (X 505
556 CammtnE na, A 2218 1218 ER T
HOMITZER LT WT 15540 [T) . PR sesieds 8.7 o T A5 788
OO OF WEAPONS AND OTHEA COMBAT VEN
~4% MOOLFICATIONS, . .. ............. F R BN 5 dad 5, 48
THCARBEDIE DR o v iinvianinadane s badiwdwinainsnagy T aa.mnT e 1“0t
SOMD MITOHATIC WEAPON (WOD). .. ... ER ) 3,098 2,099 3,088
MEDIUM RACHINE OUNS [MODS) . . ..................... r.om T.089 T.009 T.008
HH1B PORRICAT IONS 1000 10 1.000 1,000
M6 RIFLE MOCS.. .. .. arsanas . F 197 1,870 1.070 1.9m
ACOIFICATIONS LSS THAN 55,08 (WOEV-NTCY) ... ........ 508 5148 5. PR
SUPPORT QOULPNENT AND FACILITIES
ITERS LESS THAN 35,00 (WOCV.WTCV) PO an L) axs
PRODUCTION BASE SUPSOAT [WOCV-WTOVI. . ........... e (T4 6 40 LR
IHOUSTRIAL PRERARIONESS . 2,888 5188 .88
SMALL ARSS (SCADIER EWA PREG) ... .. ... .. sn 10,0 a.8m
TOTAL, WEAPCNS AND OTWR COMBAT VEMICLES. ......... e e T
SPARES AMD REPAIR PARTS (WTCV) ... Perisiaeiais 3,342 3,47 a2

1,860,149

TOTAL, PROCVREAINT 0F WATCV, ARNY.. ... T R e

=)
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HoOME STATION READINESS TRAINING AND LOGISTICS

In this title the conferees recommend $50,000,000,000 as a
“pridge fund” in support of ongoing contingency operations related
to the Global War on Terror, including $33,217,848,000 in the oper-
ation and maintenance accounts. Substantial funding will be re-

uired to support continuing combat and security operations in Af-
ghanistan and Iraq. The conferees understan at substantial
amounts will be needed as well in support of unit mobilizations,
specialized pre-deployment training, transportation to and from the
areas of operation, home station recovery and reset, and post-de-
ployment training to ensure recovery to established readiness
standards for full spectrum combat operations around the world.
Slpec'ialized training before dt:gloyment, and retraining after de-
Foyment. with the associa transportation, base operations,
ogistical, maintenance and reset costs, though accrued at home
station, should be attributed to the continuing combat and peace-
keedping operations. To the extent that such training, maintenance
and reset activities displace normal peacetime training events, the
amounts provided in home station operation and maintenance lines
have been reduced. The Department of Defense should allocate title
IX operation and maintenance funding accordingly, to ensure full
su Port for pre-deployment and post-deployment operations, as
well as for continuing combat and security operations in support of
the Global War on Terror.

IrAQ FREEDOM FUND

The conference agreement includes $4,658,686,000 for the Irag
Freedom Fund. Of this amount, $1,360,000,000 is for the IED De-
feat Task Force, $3,048,686,000 is for classified activities described
further in a classified annex to this report, and $250,000,000 is for
emergent needs for the Global War on Terror. Additionally, the
conference agreement provides that up to $100,000,000 shall be
available for the Department of Homeland Security, “United States
Coast Guard, Operating Expenses”.

PROCUREMENT

The following table provides details of the supplemental appro-
priations in this title.
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Total Aircraft Pros

Miasda Procurement, Army:
"OW 28.

Total Missile Procuremant, Amy. ...

Procurement of Waapons and Tracked Combat Veticles, Army:

iy

Bradiey Reactive Tlas.
M1 Abrams Tank Power Pack improvement and Intsgration
i

Strykor-Combat Lasses.

machina gun mods.
M242 medium machine gun (7.62mm)....
M4 carb

M4 carbing,

M243 SAW mods..

M245 SAW meuh\oﬂnl.sismul
M107, Cal. 50 sniper rifle.
Small Amms Equi Soidier E

{Soidier
M2HB Enhanced .50 Cokbar Machine Gun K.,

Counter Rocket, Artliery and mron{m transterred from OF,
Army...

Total Procurement of WTCV,

Procuremant of Ammunition, Army:
First

CTG, 5.56MM, All Typas.

yoes
CTG. 20MM Phralanx for C-FAM development)
CTG, 25MM, All Typas.

CTG. B1MM MORTAR, All Types.

2,000
11,900

130,000

5,000
5,000
1,000
5,000

20,753
14,889
1,513
6,685

6.999
10,531
42,747
15,335
32,286

30,000
21,000

15.000

6,000
20.000
35,000
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[in thousands of dellars]

Beroat Request Confermnce
Temporary Continuing Operations 11,700 1700
Facilities Restoration (SRM) . 1054 1054
Total Operation and Maintenance, Marine Corps Reserve 16,331 16331
Operation and Maintenance, Alr Force Resenve:
Temparary Conlinuing Operations 445 445
Equipment Repair and 1917 1517
Tetal Operation and Air Force Reserve 2,366 2,366
Operation and Maintenznce, Army National Guard:
ey National Guard Support (Non-SAM) ..o i 42,803 42,803
Urgent Repair and Recovery (Han-SRM) A 6200 6,200
Temporary Continuing Operations ... 635 535
Facilities Restoration (SRM) ...... 48217 45217
Total Operation and Mainterance, Army Natienal Guard o 02,855 98.855
Dperation and Mairlenance, Air National Guard:
Usgent Repair and Recovery (Non-SRM) 25,443 25449
Temporaty Continuang Operations ... 9,080 9,080
Facilities. SRM) 13,551 13,557
Total Operation and Maintenance, Air National Guard ... ..o i 43,086 48,086

Total Operation and Maintenance 1952218 1953318

Additional funds are provided in the operation and mainte-
nance accounts to address a broad spectrum of hurricane-related
relief and recovery activities including repair of Department of De-
fense facilities, establishment of alternate operating sites for dis-
placed military functions and sustainment of temporary continuing
operations. Funds will support the repair am?o replacement of
equipment, debris removal, hazardous waste cleanup and disposal,
utility and electrical repair, furniture replacement, and transpor-
tation costs. Additionally, funding will provide for the reestablish-
ment of recruiting centers and ieserve Officer Training campus
sites. The funds provided will support the evacuation and
sustainment of Active and Reserve Component personnel, federal
civilian employees, and their dependents. Funds also are provided
in support of Army and Air National Guard storm related activities
including flying hours, ground support, aviation technical assist-
ance, supplies and repairs.

PROCUREMENT

The following table provides details of the recommendations for
the procurement accounts:

lin theusands =f dofars]

L Request Conderence

Procurement of Weapons and Tracked Combal Vehickes, Army,
Lightweight (LW) 155mm Howitrer ... ... . 2 A

1,600 1,600

Total Procurement of WTCV, AITIY oo e

1500 1600
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INVESTMENT PROGRAM/FUND APPFROY

"OR DIRECT OBLIGATION (3 IN THOUSANDS)

TO: As : Secretary of the .-\rn_‘l:' (FM&C) PROGRAM YEAR: ‘J_\PPROPRI.ATION: Procurement of “"&'l’C\",Al‘EL
PROGRAM VaLUE FUNDING
LINE ITEM TITLE PREVIOUSLY REV[SEI? PREVIOUSLY | THIS (Z_I-FMNGE REV]S]::D WITHHELD
- . APPROVED APPROVED APPROVED APPROVED
Qty Amt Qty Amt Qty Amt Qty Amt Qty Amt | Amt
[ABRAMS TRNG DEV MOD 3,754 3,754 3,754
BRADLEY BASE SUST. ENT 41,108 37,908 37.908 3.200
[ERADLEY FVS TRAINING DEVICES (MOD) 5679 5,679 5,679
ABRAMS TANK TRAINING DEVICES 7259 3,709 3,709 3,550
STRYXER 881,249 878,449 878,449 2,800
BFVS SERIES (MOD] 67,265 45,265 45,265 22,0008
MED SP FT 155MM MLOSA6 (MOD) 14,801 14,801 14,801
P TO T 6.435] 6,439
M1 ABRAMS TANEK (MOD) 190,775 190,775
ITEMS LESS THAN $5.0M (TCV-WTCV) 407 407)
PRODUCTION BASE SUPPORT (TCV-WTCV) 10,258 10,258
[ARMOR MACHINE GUN, 7.62MM M240 SERIES 14,148] 14,148
MACHINE GUN, 5.56MM {SAW) ! B0Y
ADE LAUNCHER, AUTO, 40MM, MX19-3 8,71 8,715
[MORTAR SYSTEMS 2 200
416 RIFLE 8, 8,000
107, CAL. 50, SNIPER RIFLE 9,65 9,65
5.56 CARBINE M4 3,215 3.215
GUIDANCE:
e
Al VED: Compiroller DATE: APPROVED DATE: AUTHORIZATION # 06708-1

FORM 440, | Sep 89
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INVESTMENT PROGRAM/FUND APPROV "OR DIRECT OBLIGATION (3 IN THOUSANDS)

TO: As. . Secretary of the Army (FM&C) PROGRAM YEAR: IQPPROPRIATION: P of WETCV, Army
PROGRAM VALUE FUNDING
LINE I'TEM TITLE PREVIOUSLY REVISED PREVIOUSLY | THIS CHANGE |  REVISED WITHHELD
APPROVED APPROVED APPROVED APPROVED
Qty Amt Qty Amt _(‘,I_q Amt_ | 3_:: Amt Qty Amt | & Amt
(T 46,786} 46,786| 46,786
5444 5,444 5444
M4 CARBINE MODS 14,817 14,817 14,817
SQUAD AUTOMATIC WEAPON (HOD) 3,095 3,095 3,093
MEDIUM MACHINE GUNS (MODS) 7.089 7,089 7.089
1.000] 1,000 1,000
1,970] 1,970 1,970,
255 THAN $5.0M (WOCV- 5,146 5,146 5,146
5 THAN $5.0M (WOCV-WTCV) 488 4838 488]
PRODUCTION BASE SUPPORT (WOCV-WTCV) 6,494 6,454 6,454
INDUSTRIAL PREPAREDNESS 11,155 2,655 2,655 8.500
SMALL ARMS 9.681 9,681 9,681
SPARES AND REPAIR PARTS (WTCV) 5442 3342 3342 2,100
1% Reduction Sec 3801(a) -13,868 -13,868 -13.868
Section 8125 4,798 -4,798) -4,798)
APPROPRIATION TOTAL 0 1,372,949 ) 1,330‘799 1,330,799| 42,150/
GUIDANCE: This action reflects Fndl congressional action on the FY 2006 budget mc]udmg mdn:uons to comply with Publtc I.aw 109-148. Funds availability is contingent upon
receipt of a signed apporti and pli with DNIT :lll:c!.mn on apg PP The total amount for the appropriation shown in
the Revised Approved Program Funding columns of this p limitation subject to provisions of sccr.mn 1517 of 31 U.S. Code, the Anti-Deficiency Act. Program
funding released in this and subsequent documents is to be executed only in d with all applicable provisions of the DoD Appropnalmns Act for FY 2006; the
Administrative Control of Appropriations Directive (DoDD 7200.1); and the DoD Financial M Policy and Proced (DoDI 7000.14), and accompanying

regulation (DoD 7000.14R).

AFFROVED: DATE: AUTHORIZATION # 06/08-1

AFI‘RD\'ED Cu:\ﬁ'l:( D.ﬂf?; ?/J.H ‘:

FORM 340, | S2p 89
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EXPLANATION OF SRAM/FUND BALANCE

APPROPRIATION: Procurement of W&TCY, Army

Procurement of W&TCV, Army 06/08-1

PROGRAM AMOUNT WITHHOLD RATIONALE
BRADLEY BASE SUSTAINMENT 3,2{01 Pending review of reguirements.
ABRAMS TANKE TRAINING DEVICES 3550)Pending review of requirements.
STRYKER 2800 Pending review of requirements.
BFVS SERIES (MOD) 22, Pending review of requirements.
INDUSTRIAL PREPAREDNESS 8,5004Fending review of requirements.
SPARES AND REPAIR PARTS (WTCV) 2,100fPending review of requirements.
TOTAL WITHHELD: 42,150
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INVESTMENT PROGRAM/FUND APPROV 'OR DIRECT OBLIGATION (% IN THOUSANDS)
TO: As i Secretary of the Army (FM&C) PROGRAM YEAR: APPROPRIATION: Procurement of W&TCV, Army
PROGRAM VALUE FUNDING
LINE ITEM TITLE PREVIOUSLY REVIS]::D PREVIOUSLY | THIS CHANGE REVISED WITHHELD
APPROVED APPROVED APPROVED APPROVED
L_ Qty Amit Qty Amt ‘-ER’ Amt Qty Amt Qty Amt Qty Amt_ |
BRADLEY BASE SUSTAINMENT 41,108 91,108} 37, 50,000 m 3,200
881,249 1,061,249 B78.445 180,0008 1,058,445 2,500
MOD 62,0008 62,0008 62,0008
TANK ) 190,775 443475 190,775 252,700 443,475
7.62MM M240 SERIES 14,148 32,148 14,148 18,000 32,148
S5.56MM (5awW) 808 3,5800 S0y 3,5008 3,5800
AR SYSTEMS 2008 15,2004 200 15,0008 15,2008
107, CAL. 50, SNIPER RIFIL 9.659 10,656 9,654 1,000 10.656
5.56 CARBINE M4 3,215 66,215 3214 63, 66215
JCOMMON REMOTELY OPERATED WEAFONS STATION 75,0008 75, 75,0008
M4 CARBINE MODS 14,817 89,817 14,817 754 89817
SQUAD AUTOMATIC WEAPON (MOD) 3,005 7,595 3,005 4.5 7,595
MEDIUM MACHINE GUNS (MODS) 7.089 16,089 7.089 9,000 16,089
16 RIFLE MODS 1,970 11,5608 19708 9,590 11,5600
[SMALL ARMS (SOLDIER ENH PROG) 9.681 14,681 9,681 5,000 14,681
Phalanx Mods 36,900 36,900 36,9008
APPROPRIATION TOTAL ],372_.949 2,233,139 1,330,799 £60,190 7_.,_12_0;389 42,1501
GUIDANCE: This action releases funds of Title X GWOT in FY 2006 DoD Appropriation Act, P.L. 109148, for ion. Funds availability is contingent upon receipt of a
signed apportionment document and compliance with DNI direction on applicable classified apporti | The total amount for the appropriation shown in the Revised
Approved Program Funding col of this d 4 limitation subject to provisions of section 1517 of 31 U.S. Code, the Anti-Deficiency Act.
AFFROVED: Comprolier DATE AFPROVED DaTE: AUTHORIZATION # 06082 ~

FORM 420, [ S2p 39
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I

EXPLANATION OF GRAM/FUND BALANCE
APPROPRIATION: Procurement of W&TCV, Army

Procurement of W&TCYV, Army 06/08-2

AMOUNT _| WITHHOLD RATIONALE

INDUSTRIAL PREPAREDNESS
SPARES AND REPAIR PARTS (WTCV)
BRADLEY BASE SUSTAINMENT
STRYXER

PROGRAM
ABRAMS TANK TRAINING DEVICES Msol?ending review of requirements.
BFVS SERIES (MOD} 22, Pending review of requirements.

8,500fPending review of regquirements.
2,100fPending review of reguirements,
3200fPending review of requirements.
2,8004Pending review of requirements.

TOTAL WITHHELD:

42,150
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INVESTMENT PROGRAM/FUND APPRO*" " *. FOR DIRECT OBLIGATION (§ IN THOUSANDS)
TO: at Secretary of the Army (FM&C) PROGRAM YEAI 3 APPROPRIATION: Procurement of W&TCYV, Army
PROGRAM . .LUE FUNDING
% ITE PREVIOUSLY | REVISED | PREVIOUSLY | THIS CHANGE| REVISED | WITHHELD
LINE ITEM TITLE APPROVED APPROVED APPROVED APPROVED
Qty Ami Qty Amt Qty Amt Oty Amt Qty Amt Qty Amt
HOWITZER LT WT 155MM (T} 46,786 48,146 46,785 l.Jﬁq 48,1464
APPROPRIATION TOTAL 2,233,139| 2 234,499 2,233,139] 1,360 2, 234.499 )
GUIDANCE: This action releases Hurricane Katrina Supplemental funds included in FY 2006 Dol Apprupnarmn Act, P.L. 109-148, for execution. The total amount for the
appropriation shown in the Revised Approved Program Funding col of this d ¥ ion subject to p ions of section 1517 of 31 U.S. Code, the Anti-
Deficiency Act.
APPROVED: Conpiralies DATE APPROVED: [DATE: [AUTHORIZATION # D&/08-+
Wit & ,Qmﬂr 030 -2006

FORM 340, | Sep 89
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DRAFT REPORT

Conference The conference report is the
Repnrt basis for the public law.

KEY FOR QUSD(C) APPORTIONMENT PROCESS

[]= Congressional Documents

1= Office of the Under Secretary of Defense (Comptroller)
= Office of Management and Budget

[CJ= DoD Components

Puhl.ig i Signed by the President

L Law

(Compirolier)
Extracts apportionment
values* from the
Conference Report by
|subcategory

*NOTE - The Army and Navy
extract their own values from the

Conference Report and forward them

to the OUSD (Comptroller). The
OUSD (Comptroller) then adds the
extracted Defense-wide amounts.

OUSD (Comptroller),
Investment Directorate

i ADW1bW.Al conference

i Hotals makessure
Feport line |detaioaine itoms
'+ em. reeanetle; may withhold
apportionment until
congressional
requirement is met

Issues funds by Hine-item =

(gives the DoD authority
to distribute funds)

Checks values on

SF 132, asks questions, |
may add spending |
restrictions, then |
approves apportionment |
request |

Apportionment
Request

Apportionment
Request

DoD
Components

Investment Program /
Fund Approval for
Direct Obligation

Preparation of the, 5F 440 allows DoD to distribute

funds 1o DoD Ecibe

. The OUSD{C) uscs the

Program Budget and Accounnng System to

distribut ' ;
nue-ﬁmo‘x %o DyD Dofense— Wide Agencies.

DRAFT REPORT FOR OFFICIAL USE ONLY
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OFFICE OF THE UNDER SECRETARY OF DEFENSE
1100 DEFENSE PENTAGON
WASHINGTON, DC 20301-1100

COMPTROLLER

0CT 1 3 2008
(Program/Budget)

MEMORANDUM FOR THE OFFICE OF THE DEPUTY INSPECTOR GENERAL
FOR AUDITING (ODIG-AUD)

SUBJECT: DoD Components’ Use of Global War on Terror Supplemental Funding
Provided for Procurement and Research, Development, Test, and
Evaluation (Project No. D2006-D000AE-0241.002)

This is an addendum to my letter of October 6, 2008 regarding the subject ODIG
review of funds management of Global War on Terror Supplemental for Procurement and
Research, Development, Test, and Evaluation (RDT&E). This addendum serves to

clarify discussion between your staff and this office at the October 9, 2008 meeting in the
Pentagon.

In the meeting, your staff indicated that it is difficult for the ODIG to track funds
releases to the Components for execution for sub-P-1 and R-1 lines, when the lines have
been rolled into an existing P-1 and R-1 budget structure. The situation arises when the
Congress appropriates funds into non-existent funding lines, and the Comptroller staff,
working with the executing Components, align the funds into existing program lines.
This does not happen often, but when it does, it is a necessary action to ensure that the
funds go to the correct destination, can be tracked during execution, and will not cause an
administrative or contractual obstruction. At the meeting, your staff pointed out a
situation in the F'Y 2006 House Appropriations conference report, where all of the
funding for the Navy’s AH-1W helicopter procurement program (AH-1W Increased
Survivability, $6.6 million; AH-1 Turned Exhaust, $15.9 million; and AH-1 Turned
Exhaust (spares), $1.3 million) were merged into one budget line, the Navy’s “AH-1W
Series” project line in Aircraft Procurement, Navy.

Your staff would have preferred that we issue the funds as reflected in the
conference report, in three distinct budget lines. While we understand that it would be
easier for your staff to track the funding if we had released the $23.8 million in the three
separate funding lines, the administrative fact is that this would have created
unreasonable administrative burden on the Navy’s program office, possibly including
changes to production contracts, delaying obligations, and imposing problems it tracking
obligations and expenditures for the AH-1 program. The Navy program office was fully
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aware of the congressional intent, and executed the funds as directed by the Congress,
despite the fact that the funds were issued in one budget line item.

We have a similar problem in FY 2009, where the Congress appropriated
$56.0 million for “Dry Support Bridge”. Such a project budget line does not exist, and
the Army has requested that this office realign the funds to the existing “Tactical
Bridging” program line for execution. The Army plans to follow congressional intent
when executing the funds, but needs the funding moved to the correct Other
Procurement, Army (OPA) budge line to ensure proper execution. We plan to do the
same for the $4.855 million enacted for “Tactical Radios”, by realigning the funds to the
OPA *Radio, Improved HP (COTS) Family” budget line. Again, congressional intent
will be adhered to. Furthermore, given that the guidance section of the SD-440 funds
release document specifically makes reference to the Public Law, where the funds were
enacted, we do not believe that further clarification is necessary for the program office to
follow congressional direction.

If my clarification with regards to funds control of GWOT funds are not clear, |
am available at your convenience to further discuss. My point of contact on this subject
Roberto Rodriguez

is Cheryl Farley (703) 697-9431.
Director

Investment Directorate
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Department of the Army Comments

DEPARTMENT OF THE ARMY
OFFICE OF THE ASSISTANT SECRETARY OF THE ARMY
FINANCIAL MANAGEMENT AND COMPTROLLER

109 ARMY PENTAGON
WASHINGTON DC 20310-0109

REPLY TO
ATTENTION OF

OCT 21 2008

MEMORANDUM FOR Department of Defense Inspector General, ATTN:
Mr. John E. Meling, 400 Army-Navy Drive, Arlington, Virginia 22202-4704

SUBJECT: Response to Audit of DoD Components' Use of Global War on Terror
Supplemental Funding Provided for Procurement and Research, Development, Test
and Evaluation

1. Reference: Memo, The Office of the Deputy Inspector General (DoDIG), subject:
Audit of the DoD Components' Use of Global War on Terror Supplemental Funding

Provided for Procurement and Research, Development, Test, and Evaluation Draft

Report (Project Code D2006-DO00AE-0241.002), 27 August 2008.

2. Enclosed is our response to the DoDIG Draft Report. We concur with the
recommendations in the report.

3. POC for this action is MAJ John Roub. .He can be reached at 692-4773.

Peter E. el
Acting Assistant Secretary of the Army
(Financial Management and Comptroller)
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Project: D2006-DO00AE-0241.002

Audit Location: The Investments Directorate, Assistant Secretary of the Army
(Financial Management and Comptroller)’

Objective Designation: 2

Objective Title: Financial Contrals Over the Use of GWOT Supplemental Funding

Objective: Is the Amy using adequate controls over the use of Global War on Terror
(GWOT) supplemental and bridge funding provided for procurement and RDT&E?

Conclusion: .

The Armmy did not consistently maintain an audit trail in accordance with DoDFMR
7000.14R, Vol 1, Ch.3, “"Accounting Systems Conformance, Evaluation, and Reporting”.
This regulation requires an audit trail to enable Army budget officers to track and report
accurately obligations against each funding source.

The Army did not separate GWOT supplemental and bridge funds from annual
appropriations and other supplemental funds as stipulated in DoDFMR 7000.14R, Vol
12, Ch. 23, “Contingency Operations”. This requirement enables budget officers to
track and report accurately the obligations against each funding source. The Army does
have a draft standard operating procedure (SOP) for capturing and reporting
procurement and RDT&E costs in support of cantingency operations but it does not
require budget officers to establish a special program code to differentiate among
funding sources.

Additional Comments: None
Recommendations(s):

Recommendation 2a: That the Army revise the draft SOP to require that budget
officers separately identify supplemental, bridge and annual appropriated funds in their
accounting systems. This will enable budget officers to track and report accurately
obligations against each funding source and to conform to the requirements stipulated
in DoDFMR 7000.14R, Vol 12, Ch. 23, "Contingency Operations”.

Action taken or planned: Concur. The Army currently is revising the SOP on reporting
of investment contingency operations costs to require the addition of accounting codes
that differentiate among sources of funds for all investment transactions. We plan to
complete this by 31 December 2008.

Recommendation 2b: That the Army direct budget officers to comply with the audit trail
requirements of DoDFMR 7000.14R, Vol 1, Ch. 3, which requires that financial
transactions be traceable to individual source records. This will enable budget officers
to obligate, track and report their use of GWOT funds.

Action taken or planned: Concur. The Army is working to ensure that audit trail
measures in place for financial fransactions associated with base funding are replicated
for transactions associated with supplemental funding. We plan to complete this by 31
December 2008.
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Department of the Navy Comments

THE ASSISTANT SECRETARY OF THE NAVY
(FINANCIAL MANAGEMENT AND COMPTROLLER)
1000 NAVY PENTAGON
WASHINGTON DC 20350-1000

29 Sep 08
MEMORANDUM FOR DEPARTMENT OF DEFENSE INSPECTOR GENERAL

Subj: REVIEW OF REPORT ON DOD COMPONENTS’ USE OF GLOBAL WAR
ON TERROR SUPPLEMENTAL FUNDING PROVIDED FOR
PROCUREMENT AND RESEARCH, DEVELOPMENT, TEST, AND
EVALUATION (PROJECT NO. D2006-DO00AE-0241.002)

Thank you for the opportunity to comment on the report on the DoD Components’
Use of Global War on Terror Supplemental Funding Provided for Procurement and
Research, Development, Test, and Evaluation. Per your request, my responses to
recommendations 3 and 4 are below.

Recommendation 3:
The Director, Office of Budget, Operations Division, Assistant Secretary of the Navy
(Financial Management and Comptroller) finalize and issue standard operating
procedures to require Navy budget officers to separately identify supplemental,
bridge, and annual appropriated funds in their accounting systems to enable budget
officers to accurately track and report obligations against each source, in accordance
with DoD Financial Management Regulation 7000-14-R, Volume 12, Chapter 23.

Response:

Non-Concur. The ASN(FMé&C) has issued guidance on the capturing and reporting of
contingency operating costs in the various accounting systems utilized by the Department
of the Navy. I am concerned, however, that the DoDIG has misconstrued the direction
and intent of the FMR, Volume 12, Chapter 23. The FMR does not require the separate
identification of supplemental, bridge, and annual appropriated funds in the accounting
systems. It does, however, require a reporting of all incremental costs incurred as part of
a contingency operation, regardless of fund source. Issuing guidance strictly to capture
the distribution, obligation, and expenditure of supplemental funding provided by the
Congress to support contingency operations would result in non-compliance with the
FMR and would not provide an accurate record of the total incremental costs of the
contingency operation. The guidance promulgated by ASN(FM&C) provides for the
reporting and tracking of all costs, regardless of source.

Recommendation 4:
The Deputy Commandant for Programs and Resources develop and issue standard
operating procedures to require budget officers to separately identify supplemental,
bridge, and annual appropriated funds in their accounting systems to cnable budget
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officers to accurately track and report obligations against each source, in accordance
with DoD Financial Management Regulation 7000-14-R, Volume 12, Chapter 23.

Response:

Non-Concur. The Assistant Secretary of the Navy (Financial Management and
Comptroller) is responsible for financial management for both the Navy and the Marine
Corps. As such, I non-concur for the same reasons described in my response to
recommendation 3. The policy and procedures promulgated by the ASN(FM&C) and
referenced in the response to recommendation 3 also apply to the Marine Corps and are
sufficient for the capture and reporting of the costs of contingency operations. The
Deputy Commandant for Programs and Resources may issue further, non conflicting
guidance, if deemed necessary.

My point of contact for this matter is James Moser, FMB-22, who can be reached
at (703) 692-1765.

Douglas A. Brook
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Marine Corps Comments

DEPARTMENT OF THE NAVY
HEADQUARTERS UNITED STATES MARINE CORPS
3000 MARINE CORPS PENTAGON
WASHINGTON, DC 20350-3000 IN REPLY REFER TO
6AE-0241
RFR-80
3 Oct 08

MEMORANDUM FOR PRINCIPAL DIRECTOR FOR ACQUISITION,
ACQUISITION AND CONTRACT MANAGEMENT, OFFICE OF
THE INSPECTOR GENERAL, DEPARTMENT OF DEFENSE

Subj: Department of Defense Inspector General Draft Report
D-2006-DO00AE-0241.002, “DoD Components’ Use of Global
War on Terror Supplemental Funding Provided for
Procurement and Research, Development, Test, and
Evaluation,” dated August 27, 2008

Ref: {a) DODIG memo of August 27, 2008
Encl: (1) Marine Corps comments

1. 1In accordance with reference (a), the Marine Corps has
reviewed the subject draft report and provides comments at the
enclosure.

2. Point of contact for questions concerning this matter is
Mr. Charles Keith Dove, email charles.dove@usmc.mil or phone
(703) 614-4500, DSN 224-2595.

C. K. DOVE
By direction of the

Commandant of the Marine Corps
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Department of Defense Inspector General Draft Report
D-2006-DO00AE-0241.002, “DoD Components’ Use of Global
War on Terror Supplemental Funding Provided for
Procurement and Research, Development, Test, and
Evaluation,” dated August 27, 2008

1. Programs and Resources Department, Headquarters Marine
Corps, and the Marine Corps Systems Command (MCSC) have reviewed
the draft report. The following technical comments are
provided:

a. The data points for this audit were all prior to FY
2007. Early in FY 2007, Marine Corps Systems Command
Deputy Commander for Resource Management changed the
practice of mixing baseline funds and Bridge and Full
Supplemental funds for discreet requirements. Prior to
this change, when Supplemental dollars fell short due to
emergency requirements for the War effort, baseline funding
was reprogrammed to make up for the shortfall. Our general
practice now is to identify GWOT sources for GWOT
reprogramming requirements. It should be noted that at no
time were Supplemental dollars added to the baseline for
programs of record.

b. The following system of Internal Controls allows MCSC to
effectively track all appropriations received in any given
year and minimize the risk of inappropriate use of funds.

i. Beginning in FY 2005 each type of funding
(Baseline, Bridge and Full Supp for PMC and
PANMC) was assigned a different line of
accounting. Separation was achieved by the use
of a six digit fund function code (FFC). In
addition, in FY 2006 Headquarters Marine Corps
directed a Special Interest Code (SIC) method to
track all GWOT funding.

ii. During the allocation process, appropriation
managers code each GWOT appropriation with the
"SFO" SIC, as well as the FFC. When the program
budget analysts code the transaction in the
accounting system, they verify the SIC to ensure
the funding is actually in support of a GWOT
effort and the FFC remains intact.

iii. This “double check” procedure not only ensures
that execution data is coded correctly, it also
helps to quickly identify unintended human errors
that may occur. '

Encl (1)
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Department of Defense Inspector General Draft Report
D-2006-DO00AE-0241.002, “DoD Components’ Use of Global
War on Terror Supplemental Funding Provided for
Procurement and Research, Development, Test, and
Evaluation,” dated August 27, 2008

2. 1In response to Recommendation 4 of the draft report, the
following response is provided:

Recommendation 4. DODIG recommends that the Deputy Commandant
for Programs and Resources, Headquarters Marine Corps and the
Director, Financial Management Directorate, Washington
Headquarters Services develop and issue standard operating
procedures to require budget officers to separately identify
supplemental, bridge, and annual appropriated funds in their
accounting systems to enable the budget officers to accurately
track and report obligations against each funding source, in
accordance with DoD Financial Management Regulation 7000.14-R,
Volume 12, Chapter 23.

Marine Corps Response: Concur. The Marine Corps does
separately identify supplemental, bridge, and annual (baseline)
appropriated funds in the accounting system for investment
appropriations. Obligations against each funding source are
tracked for these appropriations.

Beginning in Fiscal Year 2009, the Marine Corps intends to
allocate Operations & Maintenance, Marine Corps / Operations &
Maintenance, Marine Corps Reserve (OMMC/OMMCR) funds to budget
officers separately by funding source and require them to
obligate separately by funding source.

Encl (1)
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UNITED STATES MARINE CORPS
MARINE CORPS SYSTEMS COMMAND
2200 LESTER ST
QUANTICO, VA 22134-6050

IN REPLY REFER TO:

7300
DRM
20ct 08

From: Commander, Marine Corps Systems Command
To:  Inspector General, Department of Defense, 400 Army Navy Drive, Arlington, VA
22202-4704

Subj: DOD COMPONENTS' USE OF GLOBAL WAR ON TERROR SUPPLEMENTAL
FUNDING PROVIDED FOR PROCUREMENT AND RESEARCH, DEVELOPMENT,
TEST, AND EVALUATION (PROJECT NO. D2006-D000AE-0241.002)

Ref:  DoDIG Memorandum for Distribution dtd 27 Aug 2008

1. As requested by the reference, the following Marine Corps Systems Command’s response is
provided. The subject audit findings were as follows: Marine Corps budget officers at program
offices did not separate GWOT Supplemental and bridge funds from annual and other

supplemental funds in the accounting system for 10 of the 40 Marine Corps sample dollar points
we reviewed.

2. The data points for this audit were all prior to FY 2007. Early in FY 2007 Marine Corps
System Command Deputy Commander for Resource Management changed the practice of
mixing baseline funds and Bridge and Full Supplemental funds for discreet requirements. Prior
to this change, when Supplemental dollars fell short due to emergency requirements for the War
effort, baseline funding was reprogrammed to make up for the shortfall. Our general practice
now is to identify GWOT sources for GWOT reprogramming requirements. It should be noted
that at no time were Supplemental dollars added to the baseline for programs of record.

3. The following system of Internal Controls allows MCSC to effectively track all
appropriations received in any given year and minimize the risk of inappropriate use of funds.

a. Beginning in FY 2005 each type of funding (Baseline, Bridge and Full Supp for PMC
and PANMC) was assigned a different line of accounting. Separation was achieved by
the use of a six digit fund function code (FFC). In addition, in FY 2006 Headquarters
Marine Corps directed a Special Interest Code (SIC) method to track all GWOT funding.
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Subj:

DoD Components’ Use of Global War on Terror Supplemental Funding Provided for
Procurement and Research, Development, Test, and Evaluation (Project No. D2006-
DO00AE-0241.002)

During the allocation process, appropriation managers code each GWOT appropriation
with the "SF0" SIC, as well as the FFC. When the program budget analysts code the
transaction in the accounting system, they verify the SIC to ensure the funding is actually
in support of a GWOT effort and the FFC remains intact.

This “double check” procedure not only ensures that execution data is coded correctly, it
also helps to quickly identify unintended human errors that may occur.

%‘ THOMAS

Deputy Commander
By direction
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Washington Headquarters Services Comments

DEPARTMENT OF DEFENSE
WASHINGTON HEADQUARTERS SERVICES
1155 DEFENSE PENTAGON
WASHINGTON, DC 20301-1155

OCT 0 2 2008

MEMORANDUM FOR OFFICE OF THE INSPECTOR GENERAL, DEPARTMENT
OF DEFENSE (DIRECTOR, REPORT FOLLOWUP &
GOVERNMENT ACCOUNTABILITY OFFICE LIAISON)

SUBJECT: Follow-up on OIG Report No. D2006-D000AE-0241.002 DoD
Components’ Use of Global War on Terror Supplemental Funding Provided
for Procurement and Research, Development, Test, and Evaluation

Recommendation 4 of subject OIG Report, asks that the Director, Financial
Management Directorate (FMD), Washington Headquarters Services (WHS), develop
and issue a standard operating procedure. The standard operating procedure will require
budget officers to separately identify supplemental, bridge, and annual appropriated funds
in their accounting systems to accurately track and report obligations against each
funding source, in accordance with DoD Financial Management Regulation 7000.14R,
Volume 12, Chapter 23.

WHS concurs with recommendation 4 and anticipates that the standard operating
procedure, issued in the form of an Administrative Instruction, will be ready for signature
by March 2009.

The point of contact for this action is Mr. Bill Berry, 703-696-4555.

c’___:._-i_;-:-:_?jiﬂ“““x
Albert C. Ellett
Acting Director

ce:
Director, FMD

Director, P&ED

General Counsel for WHS and PFPA
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