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INSPECTOR GENERAL 

DEPARTMENT OF DEFENSE 


400 ARMY NAVY DRIVE 

ARLINGTON, VIRGINIA 22202-2884 


April 10, 1997 

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

DIRECTOR, DEFENSE FINANCE AND ACCOUNTING 
SERVICE 

SUBJECT: 	 Audit Report on Inspector General, DoD Oversight of the Naval 
Audit Service Audit of the Fiscal Year 1996 Navy General Fund 
(Report No. 97-124) 

We are providing this audit report for your information and use and for 
transmittal to the Director, Office of Management and Budget. It includes our 
endorsement of the Naval Audit Service (NAS) disclaimer of opinion on the Navy 
General Fund Financial Statements for Fiscal Year 1996, along with the NAS Audit 
Report, "Department of the Navy Fiscal Year 1996 Annual Financial Report: Report 
on Auditor's Opinion." An audit of the Navy financial statements is required by the 
Chief Financial Officers Act of 1990, as amended by the Federal Financial 
Management Act of 1994. Since this report contains no recommendations, 
comments are not required. 

We appreciate the courtesies extended to the audit staff. Questions on the audit 
should be directed to Mr. Richard B. Bird, Audit Program Director, at (703) 604-9145 
(DSN 664-9145; e-mail rbird@DODIG.OSD.MIL); or Mr. Joel K. Chaney, Audit 
Project Manager, at (216) 522-6091, extension 235 (DSN 580-6091, extension 235; 
e-mail jchaney@DODIG.OSD.MIL). See Appendix D for the report distribution. 
The audit team members are listed inside the back cover. 

IC.6~M...-;,~~1&,, .. \ 
Robert . Lieberman 

Assistant Inspector General 
for Auditing 
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Office of the Inspector General, Department of Defense 

Report No. 97-124 April 10, 1997 
(Project No. 6FI-2021.01) 

Inspector General, DoD, Oversight of the 

Naval Audit Service Audit of the 


Fiscal Year 1996 Navy General Fund 


Executive Summary 


Introduction. The Chief Financial Officers Act of 1990, as amended by the Federal 
Financial Management Act of 1994, requires an audit of the Navy financial statements. 
We delegated the audit of the FY 1996 Department of the Navy Statement of Financial 
Position to the Naval Audit Service on May 17, 1996. This report provides our 
endorsement of the Naval Audit Service disclaimer of opinion on the Department of the 
Navy Statement of Financial Position, along with the Naval Audit Service Report, 
"Department of the Navy Fiscal Year 1996 Annual Financial Report: Report on 
Auditor's Opinion." 

Audit Objective. The audit objective was to determine the accuracy and completeness 
of the audit of the Navy Statement of Financial Position for FY 1996 conducted by the 
Naval Audit Service. See Appendix C for a discussion of the audit process. 

Audit Results. The Naval Audit Service Report, "Department of the Navy Fiscal Year 
1996 Annual Financial Report: Report on Auditor's Opinion," March 1, 1997, stated 
that the auditors were unable to express an opinion on the Statement of Financial 
Position. We concur with the Naval Audit Service disclaimer of opinion; our 
endorsement of that disclaimer is Appendix A. The Naval Audit Service report is 
Appendix B. 

Summary of Recommendations and Management Comments. This report contains 
no recommendations that are subject to resolution in accordance with DoD Directive 
7650.3. Accordingly, comments are not required. 
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Appendix A. IG, DoD, Endorsement 
Memorandum 

INSPECTOR GENERAL 
DE..ARTMENT OP' DEl'ENSE 

400 AlllMY NAVY DlllVE 
ARUNGTON, YllllGINIA azaoa-a... 

March 1. 1997 

MEMORANDUM FOR UNDER SF.CRBTARY OF DEFENSE (COMPTROUER) AND 
CHIEf FINANCIAL OFFICER. 

DJRF.croR, DEFBNSB FINANCE AND ACCOUNTING 
SERVICB 

SUBJECT: 	 Endorsement of the Dbid•imer of Opinion on the Department of the Navy 
FY 1996 Statemtat of Financial Position (Project No. 6Fl-2021) 

The CliiefFinancial Officers Ad. of 1990. u amended by the Federal Financiai 
Manag~ Ad. of 1994. requires financial statement audits by the~ Geocral. On 
May 17. 1996, we delegated to the Naval Audit Service (NAS) the audit oftbc Navy FY 1996 
Statemem of Financial Position. Summarized below are the NAS disclaimer of opinion on that 
fmancial statement and the results of our review of the audit conducted by NAS. We endorse 
the disclaimer of opinion expressed by NAS (sec the Enclosure) in its audit of the Navy 
FY 1996 Statement of Financial Position. 

Endorsement of the Disdalmer of Opinion. The NAS disclaimer of opinion on the 
Navy FY 1996 Statement of Financial Position. dated February 24, 1997. stated that NAS was 
unable to express an opinion on that statement. We concur with the NAS disclaimer of 
opinion. 

The prinwy reasons for the NAS disclaimer of opinion are summarized below. 

o The Department of the Navy does not have a transaction-driven standard 
general ledger accounting system that can accurately disclose the value of assets and liabilities. 

o There were no financial baJancc subsidiary ledgers, which are necessary for 
maintaining accurate financial records and providing an audit trail. · 

Internal Controls and Compliance With Laws and Regulations. Internal controls 
did not ensure that the Navy FY 1996 Statement of F'mancial Position contained no material 
misstatemeoas. Procedural and compliance problems also contn'buted to the lack of accurate 
financial reporting. The Department of the Navy and the Defense Fioance and Accounting 
Service have recognized tbcsc WC'aJc:nesscs and reported them in their FY 1996 annual 
statcmentl of assurance on management controls. 

ReTlew of Nani Audit Senlce Work. To fulfall our responsibilities for dctennining 
the accuracy and completeness of the independent audit conducted by the NAS, we: 

o reviewed the NAS approach and planning of the audit, and 

o monitored the progress of the audit at key points. 

We also performed other procedw:cs to satisfy ourselves as to the fairness and accuracy 
of the audit approach and conclusions. 

* 


*The Enclosure is omitted from Appendix A and included in Appendix B. 
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Appendix A. IG, DoD, Endorsement Memorandum 

We conducted our review of the NAS audit of the Navy FY 1996 Statemenl of 
Fimncial Position from May 17, 1996, through February 24, 1997, in ICCOldance with 
generally accepted Government auditing standards. We found no indication that we could not 
place reliance on the NAS opinion or its related evaluations of internal controls and 
compliance with laws and regulations. 

Enclosure * 


*'The Enclosure is omitted from Appendix A and included in Appendix B. 
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Appendix B. NAS Report, "Department of the Navy 
Fiscal Year 1996 Annual Financial Report: Report 
on Auditor's Opinion" 

Naval Audit Service 
NAVAUDSVC P-7520.1 

Audit 

Report 


Department of the Navy 

Fiscal Year 1996 


Annual Financial Report: 

Report on Auditor's Opinion 


022-97 1March1997 
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Appendix B. NAS Report, "Department of the Navy Fiscal Year 1996 Annual Financial 
Report: Report on Auditor's Opinion" 

DEPARTMENT OF THE NAVY 
AUDITOR GENERAL OF 1HE NAVY 


5811 COLUMBIA PUCE 
ROOM 5088, NASSIF BUILDING 
FALLS CHURCH, VA 22041-6C8> • 
 1541196-0009

1Mar97 

From: Auditor General of the Navy 

Subj: 	 DEPARTMENT OF THE NAVY FISCAL YEAll 1996 ANNUAL 
FINANCIAL REPORT: REPORT ON AUDD'OR'S OPINION (022-97) 

Ref: (a) Public Law 101-576, "Chief Financial Officen Act," 15 Nov 90, as 
amended by the Government Management Reform Act of 1994, 
Public Law 103-56 

(b) SECNAV Instruction 7510.7E, "Department of the Navy Internal Audit" 

1. We have completed our audit of the Department of the Navy Fiscal Year 1996 
Annual Financial Report. The audit was conducted as required by reference (a). 

2. We are unable to give an opinion on the Statement of Financial Position, primarily 
because of inadequate financial systems and incomplete and unauditable supporting 
records. We were unable to apply other audit procedures in these areas to satisfy 
ourselves as to the fairness and completeness of the data presented. We believe that 
our audit provides a reasonable basis for our conclusions. 

3. Section B of this report provides a brief discussion of our results and conclusions as 
they pertain to our disclaimer of opinion. More detailed discussions of these results, 
along with specific recommendations, are provided in separate reports, as listed in 
Section E of this report. These other reports include a Report on Internal Controls and 
Compliance with Laws and Regulations. 

4. Any request for this report under the Freedom of Information Act must be approved 
by the Auditor General of the Navy, in accordance with referellte (b). 

5. We appreciate the cooperation and courtesies extended to our auditors. 

CARROLL ANTOINE 
By direction 

Distribution: 
Secretary of the Navy 
Assistant Secretary of the Navy (Financial Management and Comptroller) 
Under Secretary of Defense (Comptroller) 
Director, Defense Finance and Accounting Service 
Inspector General, Department of Defense 
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Appendix B. NAS Report, "Department of the Navy Fiscal Year 1996 Annual Financial 
Report: Report on Auditor's Opinion" 

Subj: DEPARTMENT.OF THE NAVY ftSCAL YEAll 19" ANNUAL 
FINANCIAL REPORT: REPORT ON AUDD'OR'S OPINION (022-97) 

Copy to: 

UNSECNAV 

ASN (FM&C) (FM0-31) CJ copies) 

ASN (FM&C) (FMB) 

CNO(N09B) 

CMC.(RFR) 

NAVAIR (AIR--091) 

NAVSBA (SBA-OON3) 

SPAWAR (00-03) 

NAVFAC (FAC-01A) 

NAVSUP (SUP-91F) 

CINCPACFLT· (001) (S copies) 

CINCLANTFLT (NOOIG) (3 copies) 

NAVINSGEN (NIG-04) (3 copies) 

UNSECDEF (Comptroller) (MCBMD) 

DFAS-HQ/A 

DFAS-CUCode D 

DFAS-KC 

DODIG (AIG/A&IM) (2 copies) 

DODIG (AIG/APTS) (2 copies) 

DODIG (AIG/P&O) (2 copies) 

U.S. Army Audit Agency HQ (SAAG-PRP-R) 

_ Air Force Audit Agency (AFAA/DO) (2 copies) 
Defense l.A>gistics Studies Information Exchange (Dl.SIE) 
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Appendix B. NAS Report, "Department of the Navy Fiscal Year 1996 Annual Financial 
Report: Report on Auditor's Opinion" 

Report on Auditor's Opinion 
In accordance with the Chief Financial Officers Act of 1990, as am.ended by 

the Government Management Reform Act of 1994, the Department of the Navy was 
required to prepare Principal Financial Statements startllJ& with Fiscal Year 1996. 
In addition, the Government Mana&ement Reform Act significantly expanded the 
statutory audit requirements of the Inspector Generals. On 10 May 1995, the Inspector 
General, Department of Defense delegated responsibility to the Naval Audit Service for 
audit of the Department of the Navy's financial statements for Fiscal Year 1996 and 
beyond. The Fiscal Year 1996 Statement of Financial Position was the first year such a 
statement was required. Therefore, it was the fll'St year we audited the Statement of 
Financial Position in accordance with generally accepted government auditing 
standards. The audit included an evaluation of related internal controls and compliance 
with laws and regulations. 

Because our audit did not commence until 1November1995, it was not practical to 
perform various auditing procedures with respect to determining whether, as of 
1 October 1995 (the beginning of Fiscal Year 1996), amounts for such accounts as 
accounts payable; accounts receivable; inventories; property, plant, and equipment; and 
related expenses and revenues were recorded in the proper accounting period. By 
aareement with the Department of Defense, Inspector General, we limited our audit to 
the Fiscal Year 1996 Statement of Financial Position. We did not attempt to express an 
opinion on the Statement of Operations and Changes in Net Position or Statement of 
Cash Flows. 

We are unable to give an opinion on the Department of the Navy's Fiscal Year 
1996 Statement of Financial Position. The primary reason for this disclaimer of 
opinion is that the Department of the Navy does not have transaction-driven standard 
general ledger accounting systems that can accurately report the value of assets and 
liabilities, including the status of funds appropriated. There were no financial balaoce 
subsidiary ledgers, which are necessary for maintaining accurate financial records and 
providing an audit trail. Thus, the Statement of Financial Position may be unreliable. 
The reasom for our disclaimer are further detailed in Section B. of this report. 

Int.ema1 controls did not ensure that the Statement of Financial Position contained 
no material misstatements. As a result, the risk of material misstatement is high. 
Procedural and compliance problems also contributed to the lack of accurate financial 
reporting. The Department of the Navy and Defense Finance and Accounting Service 
have recogniz.ed these weaknesses and reported them in their Fiscal Year 1996 
Assurance Statements on Management Controls. The details of the internal controls 
and compliance issues are discussed in separate supporting reports listed in Section E. 

CARROLL ANTOINE 
By direction 

1 
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Appendix B. NAS Report, "Department of the Navy Fiscal Year 1996 Annual Financial 
Report: Report on Auditor's Opinion" 

Section A 

Introduction 

Background 

The Department of the Navy Fiscal Year (FY) 1996 Annual Financial Report 
includes General, Revolving, Trust, Special, and Deposit funds accounts under the 
control of the Department of the Navy. General Fund accounts are used to record 
funds appropriated by Congress and financial transactions utilizing the funds. The 
Department of the Navy manages 24 General Fund accounts. These accounts are 
funded by either current year appropriations, multi-year appropriations, or no-year 
appropriations (appropriations that are available for incurring obligations until 
exhausted or until the purpose for which they were made available has been 
accomplished). 

The Defense Finance and Accounting Service - Cleveland Center is responsible for 
preparing the Department of the Navy's annual financial statements. The Defense 
Finance and Accounting Service - Kansas City Center is responsible for providing the 
Cleveland Center with Marine Corps financial information that is consolidated with 
the Navy's financial data in developing the Department of the Navy's financial 
statements. The Department of the Navy, with support from the Defense Finance and 
Accounting Service, is responsible for: 

• 	 Preparing the annual financial statements in conformity with generally 
accepted accounting principles and Office of Management and Budget 
Bulletin 94-01, "Form and Content of Agency Financial Statements," 
16 November 1993, or subsequent issuances. 

• 	 Establishing and maintaining management controls and systems to provide 
reasonable assurance that the broad control objectives of the Federal 
Manager's Financial Integrity Act are met. 

• 	 Complying with applicable laws and regulations. 

As required by the Chief Financial Officers Act of 1990 and the Government 
Management Reform Act of 1994, and as directed by the Office of Inspector General, 
Department of Defense, the Naval Audit Service is responsible for auditing the 
Department of the Navy financial statements and evaluating related internal controls 
and compliance with laws and regulations. 

3 
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Appendix B. NAS Report, "Department of the Navy Fiscal Year 1996 Annual Financial 
Report: Report on Auditor's Opinion" 

Objective 

The audit objective addressed by this report was to determine whether the 
Department of the Navy's FY 1996 Statement of Financial Position fairly 
presented, in all material respects, the financial position of the Department of 
the Navy in accordance with the other comprehensive basis of accounting 
described in Office of Management and Budget Bulletin No. 94-01, "Form and 
Content of Agency Financial Statements," 16 November 1993, or subsequent 
issuances. Other objectives are addressed in other reports. 

Scope and Methodology 

In May 1995, the Inspector General, Department of Defense delegated Department 
of the Navy financial statement audit responsibility to the Naval Audit Service for 
FY 1996 and beyond. By agreement with the Inspector General, Department of 
Defense, we limited our review of the Department of the Navy's first preparation of the 
Annual Financial Report to the accompanying Statement of Financial Position and 
related footnotes. The Department of the Navy financial statements account for all 
funds in which the Department is responsible except information relative to classified 
assets, programs, and operations excluded from the statements or otherwise aggregated 
and reported in such a manner that it is no longer classified. We focused our audit 
primarily on the General Fund and the following major accounts: 

Total Value 
Account ($000) 

Assets: 
Fund Balance with Treasury $64,228,942 1/ 

Accounts Receivable, Net, Federal 2,045,085 1/ 

Accounts Receivable, Net, Non-Federal 4,334, 176 1/ 

Advances and Prepayments, Non-Federal 202,972 
Cash and Other Monetary Assets 116,655 1/ 

Inventory, Net 41,441, 119 2/ 

Operating Materials/Supplies, Net 27 3/ 

Property, Plant, and Equipment, Net 340,975,064 
Liabilities: 

Accounts Payable, Federal 2,547,156 
Accounts Payable, Non-Federal 6,461,703 
Accrued Payroll and Benefits, Non-Federal 656,394 
Pensions and Other Actuarial Llabllltles 2,161,377 

Other Non- Federal (Governmental) Liabilities 1,148,870 

1/ Reflects the net amount of Entity and Non-Entity Assets. 
21 Reflects FY 1995 data. 
3/ Except for amount shown applicable to trust fund, the Department of 

the Navy expensed or misclassified these assets. 
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Appendix B. NAS Report, "Department of the Navy Fiscal Year 1996 Annual Financial 
Report: Report on Auditor's Opinion" 

Our audit began on 1 November 1995 and was completed on 1 March 1997. We 
conducted the review at the Defense Finance and Accounting Service - Cleveland 
Center and Defense Finance and Accounting Service - Kansas City Center. including at 
their subordinate Operating Locations. We also conducted reviews at the offices of the 
Assistant Secretary of the Navy (Financial Management and Comptroller), the major 
commands in Navy and Marine Corps, and selected Navy and Marine Corps 
subordinate commands. A list of the activities visited or contacted is in Section D. 

Except for the limitation on the scope of our work described above, we conducted 
our work in accordance with generally accepted government auditing standards. Tests 
and procedures as deemed necessary were used to assess the reliability of the FY 1996 
Statement of Financial Position and the adequacy of internal controls and compliance 
with laws and regulations (discussed in a separate report). 

This report provides our disclaimer of opinion on the FY 1996 Statement of 
Financial Position. A separate report contains our conclusions on internal control and 
compliance with laws and regulations. Additional reports contain otlr conclusions on 
specific deficiencies. A list of those supporting reports is in Section E. Section F 
provides the Statement of Financial Position. 
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Appendix B. NAS Report, "Department of the Navy Fiscal Year 1996 Annual Financial 
Report: Report on Auditor's Opinion" 

Section B 

Results of Audit Work 

The Department of the Navy's Fiscal Year (FY) 1996 Statement of Financial 
Position contained significant understatements and overstatements. The primary reason 
was that the Defense Finance and Accounting Service had not developed a transaction
driven accounting system for the Department of the Navy that could accurately disclose 
the value of assets and liabilities, including the status of funds appropriated. There 
were no financial balance subsidiary ledgers, which are necessary for maintaining 
accurate financial records and providing an audit trail. Procedural and compliance 
problems also contributed to the lack of accurate financial reporting. Defense Finance 
and Accounting Service has initiatives underway to address the problems in financial 
management systems. However, it will take a few years to fully implement and field a 
system substantially compliant with the Federal accounting standards. Details on 
significant matters are in the following paragraphs. 

Fund Balance with Treasury 

• 	 Defense Finance and Accounting Service - Cleveland Center did not clear out 
all of the Department of the Navy's budget clearing and suspense holding 
account balances. In addition, the Center did not accurately report budget 
clearing, deposit, and suspense account balances. The budget clearing account 
is used to report receipts for which the proper account cannot be determined; 
the deposit and suspense accounts are holding accounts for transactions that 
require future actions. The Department of the Navy reported a negative balance 
of $572 million for the transactions, but since these are holding accounts that 
represent funds received or set aside, the balances should never be negative. 

-
• 	 Defense Finance and Accounting Service - Cleveland Center made adjustments 

to Department of the Navy accounting records without supporting 
documentation. Consequently, the Department of the Navy did not have 
reasonable assurance that disbursements totaling $1.1 billion were valid. This 
occurred because Army, Air Force, and non-Department of Defense agencies 
did not provide corresponding source documentation to support the adjustments. 

Accounts Receivable, Net, Federal and Non-Federal 

• 	 The actual amount of accounts receivable could not be verified and there was no 
assurance that the amounts reported in the Statement of Financial Position 
actually represented funds due. Of the $6.4 billion balance reported as 
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Appendix B. NAS Report, "Department of the Navy Fiscal Year 1996 Annual Financial 
Report: Report on Auditor's Opinion" 

Accounts Receivable, Net, Federal and Non-Federal, about $2.1 billion was 
misclassified, $917 million unsupported, and $299 million invalid. 

Advances and Prepayments, Non-Federal 

• 	 The Department of the Navy understated the Advances and Prepayments, 
Non-Federal (progress payments) account balance because payments from 
several appropriation accounts were omitted. These understatements occurred 
because of the absence of an integrated general ledger system and the failure to 
address these payments in the data call process. Consequently, we could not 
determine the value of understatements. We also found that all payments 
attributed to ships and craft under construction for the Shipbuilding and 
Conversion procurement appropriation were reported at $19.9 billion but not all 
of these payments belonged in the Advances and Prepayments, Non-Federal 
account. We could not determine the extent of the overstatement due to lack of 
sufficient information. 

Inventory, Net 

• 	 Incorrect unit prices for some items of ammunition in the Conventional 
Ammunition Integrated Management System caused reporting of at least 
$3. 7 billion in overstatements and $554 million in understatements. Unit 
prices were not established in a consistent manner and were not updated. 
Furthermore, since unit price records for many other items were incomplete, 
we could not determine their correct value. 

• 	 The FY 1996 Inventory, Net amount was understated by the dollar value of 
ammunition intransit material (i.e., ammunition moving between storage 
locations). This occurred because the logistics system the Department of Navy 
~ed.: to report ammunition values for financial reporting did not include intransit 
material. While we were able to determine that $4 billion was the reported 
balance in the logistic system as of 30 September 1996, we could not attest to 
the accuracy or completeness of the amount. This was due to Naval Ordnance 
Center personnel not implementing effective procedures for resolving untimely 
postings and correction of receipt and issue errors. Consequently, we could not 
determine how much of the $4 billion represented actual intransit material 
versus errors. 

Property, Plant, and Equipment, Net 

• 	 The Department of Navy's Military Equipment balance for Property, Plant, and 
Equipment, Net contained $23.6 billion in understatements and $3 billion in 
overstatements on the FY 1996 Statement of Financial Position. This occurred 
due to the absence of an integrated accounting system and an inadequate data 
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Appendix B. NAS Report, "Department of the Navy Fiscal Year 1996 Annual Financial 
Report: Report on Auditor's Opinion" 

call process. We initially identified and reported to the Navy $35.6 billion in 
inappropriate omissions from the FY 1996 Statement of Financial Position. The 
Navy corrected $12 billion of the omissions, but the remaining $23.6 billion 
were not corrected. As a result, the FY 1996 Statement of Financial Position 
was understated by a net amount of $20.6 billion. 

• 	 Department of the Navy personnel reported inaccurate Class 2 (structures, 
facilities, and leaseholds) Property, Plant, and Equipment, Net values on the 
FY 1996 Statement of Financial Position. As a result, Class 2 property was 
overstated by $893. 7 million .. 

• 	 The Department of the Navy overstated Construction in Progress in the 
FY 1996 Statement of Financial Position by at least $321. 7 million. The Navy 
did not correctly transfer the cost of completed buildings and structures from the 
Construction in Progress account to a capital asset account. Also, some 
completed construction projects that were transferred to a capital asset account 
were not removed from the Construction in Progress account, resulting in 
double counting. 

• 	 The Department of the Navy reported $32. 7 billion in Government Property 
Held by Contractors on the FY 1996 Statement of Financial Position that was 
not supported by accurate and complete accounting data. Since a Government 
Property Held by Contractors accounting system did not exist, the Department 
of the Navy used the Department of Defense's Contract Property Management 
System as the source for reporting. However, we found that numerous data 
problems existed with that system - the data included many balances that did 
not agree with source documents and did not include unit prices of all property. 
The data base also included improper items, such as foreign-owned and 
contractor-owned property. We did not determine specific understatements and 
overstatements. However, we noted that the FY 1996 Contract Property 
Management System contained at least $2.1 billion of aircraft that the Naval Air 
Systems Command also reported on the FY 1996 Statement of Financial 
Position. 

Accounts Payable, Non-Federal 

• 	 The $298.6 million of Afloat Forces Accounts Payable and $1.7 billion of 
Afloat Forces Undelivered Orders reported on the FY 1996 Statement of 
Financial Position were inaccurate. The method used by the Defense Finance 
and Accounting Service - Cleveland Center to estimate the amount of Accounts 
Payable, due to the absence of an integrated general ledger system, was 
incapable of producing the needed information, and the information produced 
was not supportable. 
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Appendix B. NAS Report, "Department of the Navy Fiscal Year 1996 Annual Financial 
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• 	 Accounts Payable associated with major contracts were not accurately recorded 
in the Department of the Navy's FY 1996 Statement of Financial Position. The 
Mechanir.ation of Contract Administration Services (MOCAS) system used to 
make contractor payments does not interface with financial systems used to 
produce the Department of the Navy's Financial Statements. As a result, the 
Accounts Payable balance for seven appropriations involving major contracts 
was determined through a data call process that uses information from three 
MOCAS-generated Accrued Expenditure Reports. Defense Finance and 
Accounting Service - Cleveland Center reformatted the data in the reports, 
which included selectively using $1.2 billion from seven appropriations. 
However, the net total of the three MOCAS-genera.ted Accrued Expenditure 
Reports for those appropriations was a debit balance of $4.1 billion. 

Accrued Payroll and Benefits, Non-Federal 

• 	 The Department of the Navy understated Accrued Payroll and Benefits, 
Non-Federal on the FY 1996 Statement of Financial Position by about 
$1.1 billion. Specific accounts for accruing payroll and benefit costs either did 
not exist or were limited to statistical and budgetary accounts maintained for 
informational purposes. Of the $1.1 billion, nearly $1 billion was misclassified 
as an Accounts Payable on the Statement of Financial Position. 

Department of Defense Issues 

• 	 Supply System Inventory Report. Department of the Navy personnel 
followed unofficial Under Secretary of Defense (Comptroller) guidance to use 
the Supply System Inventory Report as the source for inventory balances on the 
FY 1996 Statement of Financial Position. As a result, the Inventory, Net 
balance on the FY 1996 Statement of Financial Position, reported as 
$41.4 billion, was not accurate. Furthermore, that balance was unauditable 
bec3.use FY 1995 rather than FY 1996 figures were used, due to timeliness 
problems with the Supply System Inventory Report. However, even if the 
FY 1996 figures were available, the sources used to develop values had major 
deficiencies. For example, the ammunition value reported on the FY 1996 
Statement of Financial Position contained material omissions amounting to at 
least $20.4 billion and improper inclusions totaling at least $11.6 billion. 

• 	 Operating Materials/Supplies, Net. The Department of the Navy did not 
report an estimated $7.8 billion in Operating Materials/Supplies, Net items 
aboard ships and with the Marine Corps on the FY 1996 Statement of Financial 
Position, and that represents an understatement. This occurred because 
Department of the Navy personnel followed guidance from the Under Secretary 
of Defense (Comptroller) that required expensing Operating Materials/Supplies, 
Net items when issued to the end-user, and the Department of Defense included 
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combat ships and troop units as end-users. However, this guidance was not in 
agreement with Department of Defense's specific definition of end-user, and 
was not in compliance with Federal Financial Accounting Standards or the 
Department of Defense Financial Management Regulation. 

• 	 Euriromnental. Cleanup Uabilities. The Department of the Navy did not 
recognize projected environmental cleanup costs of $7.1 billion as an actual 
liability on the FY 1996 Statement of Financial Position. Instead, the costs 
were disclosed in statement footnotes as potential liabilities. This occurred 
because Department of the Navy personnel followed guidance from the Under 
Secretary of Defense (Comptroller) that required projected environmental 
cleanup costs to be disclosed only in the footnotes to the financial statements. 
However, Office of Management and Budget Guida~ on Form and Content of 
Agency Financial Statements (OMB Bulletin 94-01) requires that probable loss 
contingencies be recogni7.ed on financial statements in accordance with 
Statement of Financial Accounting Standards No. S, ..Accounting for 
Contingencies." 

• 	 Contingent Liabilities. The Department of the Navy did not properly 
recognize or disclose potential legal liabilities on the FY 1996 Statement of 
Financial Position. This occurred because Department of Defense General 
Counsel guidance did not allow the General Counsels and Judge Advocate 
Generals of the military departments to assess the likely outcome of pending 
legal cases. While we could not determine the value that should be reported for 
such liabilities, they could total as much as $6 billion. 
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Section C 

Actions Initiated to Meet the 

ChiefFinancial Officers Act Reporting Requirement 

In light of the significant financial management and reporting problems identified 
by the General Accounting Office in its March 1996 report entitled "Increased 
Attention Must Be Given to Preparing Navy's Financial Reports" (GAO/AIMD-96-7), 
senior leaders recogni7.ed the formidable task facing the Department of the Navy in 
preparing and submitting its first set of financial statements required by statute. In 
cooperation with the Defense Finance and Accounting Service, the Department of the 
Navy established several initiatives to plan and actively involve others in the effort to 
produce financial statements. For example: 

• 	 The Department of the Navy Chief Financial Officers Act Core Group was 
established to address specific issues as they relate to completing the financial 
statements required by the Chief Financial Officers Act. Representatives from 
the Department of the Navy, Defense Finance and Accounting Service, General 
Accounting Office, and private industry met periodically to discuss all aspects 
of the Chief Financial Officers Act, including planning, implementation, audit 
response, and systems upgrades and changes. 

• 	 A Chief Financial Officers Act Private Sector Council was established to 
provide an advisory service on the Chief Financial Officers Act implementation 
to the Department of the Navy. 

• 	 Defense Finance and Accounting Service - Cleveland Center, with support from 
Defense Finance and Accounting Service - Kansas City Center, prepared three 
sets·Nof Department of the Navy "pro forma" financial stlltements. Preparing 
these statements gave Department of the Navy and Defense Finance and 
Accounting Service personnel a chance to review the processes and crosswalks 
developed for accomplishing the FY 1996 financial statements. 

• 	 To increase awareness of the Chief Financial Officers Act reporting 
requirements, the Department of the Navy sponsored two Chief Financial 
Officers Act conferences and a training course covering reporting, presentation, 
and disclosure. 

• 	 In May 1995, Defense Finance and Accounting Service - Cleveland Center 
initiated a Business Process Standardimtion and Integration Improvement 
project to assist in responding to financial management compliance requirements 
for the Department of the Navy. The project is designed to address the wide 

13 


19 


http:recogni7.ed


Appendix B. NAS Report, "Department of the Navy Fiscal Year 1996 Annual Financial 
Report: Report on Auditor's Opinion" 

range of financial management requirements of the Chief Financial Officers Act 
as they impact Defeme Finance and Accounting Service - Cleveland Center and 
the Department of the Navy. The scope of the project includes a range of tasks 
that apply to both system and non-system issues. Much of the work under this 
project is being outsourced. 

• 	 In May 1996, the Assistant Secretary of the Navy (Financial Management and 
Comptroller) submitted to the Secretary of the Navy a comprehensive 
improvement plan, along with a Plan of Action and Milestones. The 
comprehensive improvement plan describes specific projects that are intended to 
correct long-standing deficiencies in several key areas of financial management 
and to enhance the quality of financial information. 

These and other initiatives underway lay the groundwork for improving financial 
management and reporting within the Department of the Navy. However, senior 
Department of the Navy leaders recognize that many of the initiatives will take years to 
complete. 
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Section D 
List ofActivities Visited or Contacted 

• Department of the Treasury, Washington, DC 
• Assistant Secretary of the Navy (Financial Management and Comptroller), Washington, DC 
• Office of the Under Secretary of Defense (Comptroller), Washington, DC 
• Chief of Naval Operations, Washington, DC 
• Chief of Naval F.duc:ation and Training, Pensacola, FL 
• Bureau of Naval Personnel, Washington, DC 
• Naval Facilities Engineering Command, Washington, DC 
•Naval Air Systems Command, Washington, DC 
•Naval Sea Systems Command, Washington, DC 
•Naval Supply Systems Command, Mechanicsburg, PA 
•Space and Naval Warfare Systems Command, Washington, DC 
•Commander in Chief, U.S. Atlantic Fleet, Norfolk, VA 
•Commander in Chief, U.S. Pacific Fleet, Pearl Harbor, HI 
•Commander, Submarine Force U.S. Atlantic Fleet, Norfolk, VA 
•Commander, Submarine Force U.S. Pacific Fleet, Pearl Harbor, HI 
•Commander, Naval Air Force U.S. Pacific Fleet, San Diego, CA 
•Commander, Naval Surface Force U.S. Pacific Fleet, San Diego, CA 
•Commander, Naval Air Force U.S. Atlantic Fleet, Norfolk, VA 
• Commander, Naval Surface Force U.S. Atlantic Fleet, Norfolk, VA 
• Department of the Navy Office of Judge Advocate General, Washington, DC 
• Department of the Navy Office of General Counsel, Washington, DC 
• Defense Finance and Accounting Service - Headquarters, Washington, DC 
• Defense Finance and Accounting Service - Cleveland Center, Cleveland, OH 
• Defense Finance and Accounting Service - Columbus Center, Columbus, OH 
• Defense Fina.Dee and Accounting Service - Denver Center, Denv!r, CO 
• Defense Finance and Accounting Service - Indianapolis Center, Jndjanapolis, IN 
• Defense Finance and Accounting Service - Kansas City Center, Kansas City, MO 
• Defense Finance and Accounting Service Operating Location, Pensacola, FL 
• Defense Finance and Accounting Service Operating Location, Norfolk, VA 
• Defense Finance and Accounting Service Operating Location, Charleston, SC 
• Defense Finance and Accounting Service Operating Location, San Diego, CA 
• Defense Finance and Accounting Service Operating Location, San Bernadino, CA 
• Defense Finance and Accounting Service Operating Location, Oakland, CA 
• Defense Finance and Accounting Service Operating Location, Honolulu, HI 
• Coast Guard Finance Center, Chesapeake, VA 
• Defense Contract Management Command, Ft. Belvoir, VA 
•Defense Contract Management Command, Bethpage, NY 
• Defense Contract Management Command, Los Angeles, CA 
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•Aerospace Maintenance and Regeneration Center, Davis-Mothan Air Force Base, AZ 
. • Navy International Programs Office, Arlington, VA 
• Navy Fleet Material Support Office, Mtthanicsburg, PA 
• Fleet and Industrial Supply Center, Norfolk, VA 
• Fleet and Industrial Supply Center, Jacksonville, FL 
• Fleet Combat Training Center, Dam Neck, Virginia Beach, VA 
• Commandant of the Marine Corps, Washington, DC 
• Marine Corps Systems Command, Quantico, VA 
• Marine Corps Forces Atlantic, Camp Lejeune, NC 
• Marine Corps Forces Pacific, Camp Smith, HI 
• Marine Corps Base, Camp Lejeune, NC 
• Marine Corps Base, Camp Pendleton, CA 
• Marine Corps Logistics Base, Albany, GA 
• Marine Corps Air Station, El Toro, CA 
• Military Sealift Command, Washington, DC 
• Naval Air Engineering Center, Lakehurst, NJ 
• Naval Air Station North Island, San Diego, CA 
• Naval Air Station Oceana, Virginia Beach, VA 
• Naval Air Station, Pensacola, FL 
• Naval Air Technical Training Center, Millington, TN 
• Naval Air Maintenance Training Center, Millington, TN 
• Naval Air Warfare Center Aircraft Division, Patuxent River, MD 
•Naval Aviation Maintenance OffICe, Patuxent River, MD 
• Naval Air Warfare Center Weapons Division, Point Mugu, CA 
• Naval Air Weapom Station, China Lake, CA 
•Naval Weapom Station, Yorktown, VA 
• Naval Weapom Station, Earle, Colts Neck, NJ 
• Naval Weapons Station, Charleston, SC 
• Naval Weapons Station, Seal Beach, CA 
•Naval Weapons Station, Concord, CA 
• Naval Amph!bious Base, Little Creek, Virginia Beach, VA 
• Naval Center for Cost Analysis, Alexandria, VA 
• Naval Computer and Telecommunications Station, Washington, DC 
• Naval Construction Battalion Center, Davisville, RI 
• Naval Construction Battalion Center, Port Hueneme, CA 
• Naval Criminal Investigative Service, Washington, DC 
• Naval Education and Training Professional Development and Technology Center, Pensacola, 

FL (formerly Naval Education and Training Program Management Support Activity) 
• Naval Facilities Engineering Command Engineering Field Activity, Philadelphia, PA 
• Naval Facilities Engineering Command Engineering Field Activity, San Bruno, CA 
• Naval Facilities Engineering Command Engineering Field Activity, San Francisco, CA 
• Naval Facilities Engineering Command Engineering Field Activity, Washington, DC 
• Naval Facilities Engineering Command Engineering Field Detachment, San Diego, CA 
• Naval Facilities Engineering Command Engineering Field Division, Charleston, SC 
• Naval Facilities Engineering Command Engineering Field Division, Norfolk, VA 
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• Naval Facilities Engineering Command Engineering Field Division, Poulsbo, WA 
• Naval Inventory Control Point, Philadelphia, PA 

(Philadelphia, PA and Mechanicsburg, PA offices) 
• Naval Ordnance Center Pacific Division, Seal Beach, CA 
• Naval Ordnance Center Pacific Division, Fallbrook Detachment, Fallbrook, CA 
• Naval Ordnance Center Pacific Division, Port Hadlock Detachment, Port Hadlock, WA 
• Naval Ordnance Center Inventory Management and Systems Division, Mechanicsburg, PA 
• Naval Research Laboratory, Washington, DC 
• U.S. Naval Station, Roosevelt Roads, Puerto Rico 
• Naval Station, Staten Island, NY 
• Naval Station, San Diego, CA 
•Naval Surface Warfare Center, Crane, IN 
• Naval Surface Warfare Center, Dahlgren, VA 
• Naval Magazine, Lualualei, HI 
•Naval Undersea Warfare Center Division, Keyport, WA 
• Naval Submarine Base, Kings Bay, GA 
• Naval Submarine Base, New London, CT 
• Personnel Support Detachment Recruit Training Command, Naval Training Center, 

Great Lakes, IL 
• Naval Medical Center, Portsmouth, VA 
•Naval Medical Center, San Diego, CA 
• Strategic Systems Programs Office, Washington, DC 
• Naval Sea Systems Command Shipbuilding Support Office, Philadelphia, PA 
• Supervisor of Shipbuilding, Conversion, and Repair, New Orleans, LA 
• Supervisor of Shipbuilding, Conversion, and Repair, Pascagoula, MS 
• TRIDENT Training Facility, Kings Bay, GA 
• TRIDENT Refit Facility, Kings Bay, GA 
•AEGIS Combat Systems Center, Wallops Island, VA 
•USS CHICAGO (SSN-721) 
•USS MINNEAPOLIS/SAINT PAUL (SSN-708) 
• USS THEODORE ROOSEVELT (CVN-71) 
• USS KI'ITY.~HAWK (CV-63) 
• USS FORT FISHER (LSD 40) 
• USS VELLA GULF (CG-72) 
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Section E 
List of Areas Covered 

by Supporting Reports 


Fund Balance with Treasury 

Property, Plant, and Equipment 

Government Property Held by Contractors 

Ammunition 

Advances and Prepayments 

Accounts Receivable 

Accounts Payable and Accrued Payroll and Benefits 

Department of Defense Issues 

Internal Controls and Compliance with Laws and Regulations 

Audit of the Compilation of Navy General Fund 
Financial Statement at Defense Finance and Accounting 

Service - Cleveland and Kansas City Centers , 

(Inspector General, Deparbnent ofDefen~e 

Project No. 6FI-2024) 
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Section F 

Department of the Navy 


Fiscal Year 1996 

Annual Financial Report 
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DEPARTMENT OF THE NAVY 

ANNUAL FINANCIAL REPORT 

FISCAL YEAR 1996 
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"Under all circumstances, a decisive naval superiority is to be considered a 
fundamental principle, and the basis upon which all hope ofsuccess must 
ultimately depend." 

George Washington, (1770) 

"Even with all the changes in the world, some basic facts endure... We are a 
maritime nation... & long as these facts remain true, we need naval forces that can 
dominate the sea, project power, and protect our interest." 

William J. Clinton, President ofthe United States 

29 




Appendix B. NAS Report, "Department of the Navy Fiscal Year 1996 Annual Financial 
Report: Report on Auditor's Opinion" 

-----------------------------------Tab~ofCoateata 


DEPARTMENTOF THE NAYY 

FISCAL~ 1996 


ANNUAL FIN.ANCIAL REPORT 

TA.BLE OF CONTENTS 


w-ae lam1be Sec:i~ af111ie'NavJ 11 .......................--.........________........._••.2 


Mf:mae hmtbe Alliltlat Secaetm' oftbeNaVJ 

(F'menc11ma...i•.I M-.•a,,,..t CoalpllaDcr) .................... --.... ............................... ___..........3 


SBC'IION 1. OVER.VIBW 
• Depmta1ml oltlll 'Na'vJ' Mlmlm. ........._............... ·-...........--·-···..7 

• TCllD.walk: Navy adMadw •FOl'WlftDq/llylllAroatl,,_ Worlll. .. ... ...,_____ 9 

• High1ialG aftbl DqabWaloftbeNaJMilli&m IDd ,._Pw:fi111 .....--.-12 

. PimnaielU....-AccompB"""""8.......... .........._.. ............39 


SBC110N 2. PRINCIPAL STAT.EMBNTI 

. I i:mitlllioDI........... •• ••••••••••••• , , •••••••••••a ,,••, ........................................ .._.................43 

• ~ IM:ff •• I I I I I ..............t811111111 a...-....-......-........11111111111161811..............

9 

45 


• Footam116tu1bD Principel 9'•1• 1+1111............. - ...................................... - ........ - •••••• ••• S' 


SECnON 3. SUPPLEMENTALFINANCIALAND 
.MANA~DilPOllMA.UON: ••••~.................................____.,.___..._.........13 


1 


30 




A ndix B. NAS Report, "Department of the Navy Fiscal Year 1996 A~ual Fin:'J?cia,! 
ppe Report: Report on Auditor's Oprmon 

THE SECRETARY OF THE NAVY 
WASHINGTON. D. C. 203•0•1000 ,· 

Message from the Secret.uy of the Navy 

'!'he Oepartmmlt of the »a.vy (Deir) provides the world• s premier
fore•• •from the sea.• Two Hpa.rau but mutually supponing
Services, the lllavy &Dd Marine Co2:p11, ope:ate u a team to provide
peacetime presence worldwide, respozad in a wide range ot c=iaes 
trOlll natural clisastus to major regional ccmtil'2gccies, and 
ccmtril:Nte to at:ategic detez::uce. Toge~, the sea services 
C&A deter conflict, provide Uliti&l combat c:apal)ilitiu if 
deterrence fails, facilita:e the deployment of other forces, and 
make aiguificaAt contributic=s t~ any 8UDsequent joint operation. 

To provide the•• capabilities ve JmJSt attract a:ad rea.ill high 
qual.ity people, mail:it&iD a high state of read.in•••, &Dd cozu!Uct a 
high tempo of operaciou while a.be moder.ii.zing our forcu to 
m"c Che c:hal.lengu of the 21st cctu:y. 'l'o do thia as 
efficie.tly u poasible, Cha Do1' right aized it• forcu quickly 
and ia reducing iu l:lue a:ncture to match. ID addition, we are 
aggressively pursuing aCllltiaiticm refom, outsourcing aD4 
privatization, .nd a la::ge mmmu ct tl.mdamenta.l changes in the 
way we do l>u.Siness. 

Th• :CO!t also is m&lci.ng the sigziific:ane refo%DIS in it:• fimcial 
managemant policies. processes, and syscema to meet these 
chal.lenges. SCNDd finaz1cial i.u!oniaticm. is & key enabler for 
managera chroughout the Department: as they undertake t:hese 
changes. Meeting the reqW.remBu of the Cb.iai Financial 
Officers Act: nee only will enable u co document our stewardship 
to the A:maric:aD people but also will usiac us iA identifying 
areu where coses cu :be reduced to free f\lllds for current 
ope:atiozis &Dd modemiuti::m. 

The :Cclll is committed to developing soUDd, audital:>le financial 
sea.cements u aocm u possible. I iiUll pleased to present aux 
lu:u:ma l Pinaneial R.epo:ri: for FY l99'. Although much remains to l:le 
done, ie represents a good sear.. 

Dalton 
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THE USISTANT SECRETARY Ofl' THE NAVY 

(l"INANCIAL MANM&N&NT AND CONltTRO&.L&lt) 


1000 NAVY ~&NTACION 


WASHINGTON, D.C. aoa.0-1000 


MESSAGE FROM THE ASSISTANT SECRETARY OF THE NAVY 

FINANCIAL MANAGEMENT AND COMPTROLLER 


These are the first financial statements prepared by the Dcputmem of the Navy (DON) and the 
Defense Finance and AccounliDg ServiCe (DFAS) for the OON'1 Jene..n1 funds under the 
provisions of the Cbief Financial Officers' (CFO) Act. In pieparmg them, we drew on 
experience from tbe pilot projects UDdcrtaten by tbe Army IDd Air Force and received advice 
and assistance from the General AccoimtileOt!ice, tbe Naval Audit Service, and the Private 
Sector Council. We are very gratefUl for assistana: of these orpuizations. 

The DON and DFAS began to PRP&re for this effort sbordy after CFO reporting re~nts 
were extended to all agencies. We knew that we would be unable to comply fully with those 
requirements for severat years, but where necessary we initiated ICtioDs to fax known 
deficiencies. 

First, current accounting systems were not designed to meet CFO reporting
requirements. By the end of this fiscal year, however, most of our general funds will 
be in only two systems-one for tbe Navy and one for tbe Marine Corps-and those 
systems are being modemi7.ed to meet CFO requircmems. 

Second, we need data from a llUDber of feeder systems that suppon functions· such as 
travel, acquisition, invento~,_personnel, and payroll. In each area, 
efforts are underwar at the of Defense (DOD) level to ieduce the number 
of systems, modenuz.e those that ranain, and link them electronically to accounting 
systems. 

Finally, a number of management control problems bave been identif1ed tbat result in 
inaccurate or incomplete data in~ of our~ and feeder systems. As 
systems are modemizcd, DON participlDll are working to ensure that mecbanisnu are 
added to assist in maintaining data quality. I also am initiadna to emu.re that 
financial data are available and useNI to-manaaen throughout ~N. If we 
succeed, managers will ensure the imepity of their data. 

Our auditors were unable to render an opinion on our statemcnis. Most of tbe major problems 
they identified should be remedied by the efforts descn"bed above. We are reexaminmg the 
details of those stepS to emu.re they are adequate. In a few cases, I have initiated new efforts. 
There also are several policy issues and questions of interpretation tbat must be resolved by the 
DOD Comptroller. 

The DON takes its responsibility for stewardship of public funds seriously. The DON and 
DFAS are devoting sijnificant efforts to resolving ffilancial management problems tbat 
developed over decades. We appreciate the patiena: and support of Congress and the 
American people for our efforts. 
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Department of the Navy 

General Funds 


FY 96 Budget Resources vs. E.1ecution 
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DEPARTMENT OF THE NA VY 


OVERVIEW 
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Overview 
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Profile of the Department of the Navy 

Depanment ofthe Navy Mission 
Ymmlily .,,, Totllly 

The Navy Department WU established by ID act ofCongress on April 30, 1798 
(I Stat. 553; 5 U.S.C. 411-12). The act provided for the office of the Secretary of the Navy and 
for the office of the accountant of the Navy, subordinate to the Secretary. A corps of Marines 
havin1 its headquarters in the Navy Department under the Secn:tsy wu authorized by an act of 
Congress on July 11, 1798. Historically, it was the Continental Congress which actually 
established both the first Navy u the ContiMnta/ Navy, llld two battalions ofMarines as the 
ContiMntal Marina in 1775. The Congress set up a Naval Committee and later a Marine 
Committee, to administer naval aft'ain and to build and equip warships. 

During this early colonial period, Navy's mission wu conducted aboard 
warships known u privol.,,, which were privately owned vessels usually operating 

·on independent missions. Eventually, the Navy grew from a few sailing ships in the 
- Revolutionary War to the greatest fleet ever to sail the seas. Its history recounts the 
changes from sails and cannon to nuclear powered ships and guided missiles. It blazes with the 
achievements of such historic ships as the BonhotnlM 
Richard, Constitution, Monitor, Olympia, Enterpme 
and the N011til11S, the world's first nuclear powered 
warship. 

By 1776, the ContiMntal Marina were ready 
for their first expedition, when 277 Marines sailed 
under the command ofCaptain Samuel Nicholas, 
from Philadelphia to New Providence Island 
(Nassau) in the Bahamas. Captain Nicholas landed 
his battalion, took the British fort, llld captured powder and arms for General George 
Washington's army. Over the span of 221 years, the Marine Corps bas never failed to answer 
the Nation's call. Its Battle Color call to mind the glory, sacrifice, llld accomplishments of 
Marines at Tripoli, Belleau Wood; Tarawa, Iwo JiJna, Inchon, Vietnam, and in Desert Storm. It 
is this unbroken legacy ofhonor, courage, and commitment that bas produced our nation's 
unwavering confidence in the famous dispatch: "The Marines have landed and the situation is 
well in hand." 

Naval history tells of John Paul Jones, whose battle cry, "I have not yet begun to fight," 
established the Navy's fighting traditions. It includes the achievements ofJames Lawrence, who 
rallied his men with the historical words: "Don't give up the ship!" It reflects the deeds of 
David G. Farragut, the Navy's first admiral, who reportedly bellowed "Damn the torpedoes! Full 
speed ahead!" It includes leaders such as Chester W. Nimitz, who directed the Pacific fleet in 
its sweep from Pearl Harbor to Tokyo Bay, and who said of the Marine members of the Naval 
warfighting team on Iwo Jima, "Uncommon valor was a common virtue." 
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Overview 

Today, the j~int tradition continues - the Navy operates within the Department of the 
Navy for the purpose ofproviding naval forces necessary for the effective prosecution of war 
except as otherwise assigned. The Marine Corps, as a component ofthe.Department of the Navy, 
provides fleet Marine forces ofcombined arms, together with supporting air components, for 
service with the fl~ as necessary for the prosecution ofa naval campaign. In addition, the 
Marine Corps is tasked, by Jaw, to perform such other duties as the President may direct. The 
Secretary ofthe Navy exercises authority, direction. and control. through the Chief ofNaval 
Operations and the Commandant ofthe Marine Corps. oftheir fon:cs not specifically assigned to 
the combatant conunandeo. This administrative control provides for the preparation ofNaval 
forces and their administration and support. unless such responsibilities are specifically assigned 
by the Secretary ofDefense to another component ofthe Dcpartmmt ofDefense. Thus, the 
authority vested in the Secretary ofthe Navy in the performance ofbis role to organize, train, 
equip, and provide forces runs from the President through the Secretary ofDefense through the 
Secretary ofthe Navy and to the ChiefofNaval Operations and the Commandant of the Marine 
Corps. 
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"TEAMWORK" 

"TEAMWORK: NA	VY AND MARINES-FORWARD DEPLOYED 
AROUND THE WORLD" 

. ·~·~.. 
• •• 1 ~ • 

The events of the put year continue to highlight the Navy-Marine Corps team's key 
international security role. Sea-based, ~bat ready, forward deployed naval forces were 
involved in more than 13 major operations during 1996 - operations that required immediate 
responses in support ofour national interests. These actions nnged from the quick Tomahawk 
strikes by USS Laboon (DDG J8) and USS Shiloh (CG 61) at military tqets in southern Iraq in 
retaliation to Saddam's hostile aggression apinst the Kurds in the nortbem region. to the 
forward presence that wu dcmomuatcd by the carrier groups USS I~ (CY 62) and 
USS Nimitz (CYN 68) to moniter the test-firing ofChina!I mjsaiw wt military live-fire 
exercises off the coast ofTaiwan ip response to elevated tensions between China and Taiwan, to 
the non- combatant evacuation operations conducted by the 22nd MEU (SOC) in Liberia and the 
Central Aftican Republic which evacuated over 700 American citizens and Third World country 
nationals, to the salvaae operations of the Trans World Airlines (TWA) flight 800 crash. 

Readlaea Today A.ad Tomorrow 

Well-trained people, operating modem. properly maintained equipment are the 
cornerstone for the Navy-Marine Corps team. 
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Overview 

Readiness is ultimately the foundation for 
maintaining the c:recb"bility of our forces as an 
instrument offorcip policy and national resolve. 
Today. u in the put. our Navy and Marine Corps 
are ready to 10 in harm•s way to defend 
America's interests at any time. We continue to 
maintain the best people serving in the Navy and 
Marine Corps. bectuse our filture readiness 
dependa on developina the right forces. attracting 
and retaining the rigbt personnel, and investing 
DOW in the progrlllll of the ftlture. 

Readiness remaina our top priority. Our mm IDCI women 11e the IOul of readiness. The 
all volunteer force. supported by put investmmta in compmution and quality of life programs, 
is successfully providins a mature, bigbly motivated blend ofthe right number ofpeople and the 
right mix ofskills translated into_ the best naval force in the world. Force sizi11a ia only part of 
the readiness equation; the Department ofthe NP)' ia committed-to providing the ncccssary 
resources to ensure our near-tam nactiness ioaJa .re fully met. 

Eftldat Opentiou Create Advuced Tecluaoloo 
With heavy operational denumds. the Department ofthe Navy challenges all of its 

activities to reenginecr and reinvent themselves, emulatin& industry's best business practices. 
This challenge is not a one time effort, it is an ongoina rcsponsl"bility ofeffective stewardship. 
The Department ofthe Navy. guided by the President's National Paformanc:c Review, began 
identifying new ways ofdoina businesa aimed at cffectina immediate cbanp while laying the 
ground work for Iona term change. Efficiencies pined &om these initiatives are being 
transformed into resources for recapitalization ml acquisition reform to replace our aging 
weapons systems IDCI technology. Looking to the future. we have committed to a vital and 
comprehensive modcmU.ation JXOgralD that retleccs a commitment to ensure tedmologicaJ 
superiority in filture contlicta. It ia important for the cballcnges ofthe year 2015 and beyond. 
that we invest in science md tedmology to ensure that the Navy IDCI Marine Corps of the future 
retain both their tedmological. u ~ll u their wmfishting preeminence. 

Meet1a1 Performuce Goals 
During 1996, the USS George Wmhington Battle Group participated in a Government 

Performance and Results Act performance pilot program while on deployment for six months. 
The pilot program involved the development ofan innovative performance measurement 
methodology to capture and measure data on aggregate level performance indicators related to 
selective carrier battle group mission critical tasks as defined by the ChiefofNaval Operations. 
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A typlcal battle lf'OUP compotidH 
Sur&ce Shipl Curler 8.allll SCaft" 
Submarina Air Wiq Slaft' 
Fixed WinWffelo Ain:nft Destroyer Sqllldnln Slaft' 

lOOOPeople 

"TEAMWORK" 

Tbroup a fleet 
working group process. a 
battle 1fOUP mission 
capability ndng Sll"UCture 
wu developed with metric 
breakpoints established for 
acb indicator at specified 
Inola ofperformance. 
l>eliblnte focus WU 

maintaiaocl by the working 
poup to ensure that the 
clKllm jndicaton and 
mmic:a provided a mission 
readinew peaapective for 
decision makins purposes. 

Tbe battle group 
deployed in Jammy 1996 
far opentiam in both the 

European Conmvutcl llMl Cadnl Command theaters with b1U1e poup minicm capable rating 
data collected daily lbrouabout the deployment. Bued on this dala. the battle group Commander 
and bis principal Wll'fin 'Pi..,.. "We able to radily m the battle poup'a current war 
fisbtinl capability in acb million uea and addreu operational deficiencies in a timely fashion. 
At tbe completion of the deployment, the Slated performance soaJ in all mission critical tasks 
was met or exceeded. Based on the demonstrated succeu of this prototype system, further 
refinement oftbe Battle Oroup Mission Capability Reporting System is ongoiq for potential 
applications to all carri• battle 8fOUP1. 

II 
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Overview 

HIGHLIGHTS OF THE DEPARTMENT OF THE NAVY MISSION 
AND PROGRAM PERFORMANCE 

READINESS AND SUSTAINABILITY 

The heart ofthe Department ofthe Navy's readinaa is its people. Maintainins hishly 
motivated and trained penonne1 nquinl innova1iw leadersbip, dilipnt plaanin1 and careful 
ID8Dll8eJllClll ofresources. 

Personnel Drawdown 
Active Duty EndStrength Civilian Personnel End Strength 

17.lm a1n,. 
Acdn MIUtm Pmp1MI

Navy 416.52' 401.737 
Marine Corps 174,000 174,000 

Bwmruw• 
Navy 97,956 9',535 
Marine Corps 42.000 42.000 

Qyilla•PnwMI
Navy 215,770 198.723 
Marine Corps 11.799 18.630 ........... 

Sbapi•& Tiie fora 

Durina 1996, the Navy's active end strensth wu reduced from 434,617 to 416.525. This 
continues to decline in consonance with overall downsizing. The current force of 174,000 active 
duty Marines and 42,000 Marine Corps Reserve end strensth is already at constant steady state. 

Department of the Navy civilian staftina continues to keep pace with overall rightsizins 
objectives. with an actual end strength decline from 249,000 in fiscal year 1995, to 234,569 at 
the end of FY 1996. Civilian employees represent about 30 percent ofour total work force end 
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Program Highlights 

strength. Aldlou&h tJie majority ofcivilians contribute clirecdy to the readiness ofoperational 

forces, many others provide essential support in such diverse functions u: 

• Trainina . 
• Medical care 
• Communications 
• Morale, welfare and recreation propama 
• Research, development, and acquisition ofnew platforms llld weapon systems 

Both the Navy and Marine Corps desire to proteet force radiness in the near term with 
the quality people cummtly on board. maintaima sufficient acceuion levels to preclude a 
'"hollow force," managing officer ICCCSSions and retention to maintain the correct pade/quality 
mix. improving recruit quality to reduce attrition and ensure Jona tmn reactiness, and 
rebalancing the enlisted skill mix. 

The shift in our National Stntel)' from fiabtina a Globill W• to meetina the cballenges 
ofregional continpacies bu c:hangecl the focus ofthe Navy llld Marine Corps Resaves. 
Instead of training solely for wartime mobilization. our Raerves 1re completely immersed in 
significant training llld operations in day to day support ofthe lldive duty forces. In 1996, Navy 
llld Marine Corpe Reservists routinely provided tens-of-thousands ofman days in support of the 
Active component while acquiring operational experience. Examples ofraerve participation 
include: liquista. staft" liaiaoa officers. intellipnce specialists. ships, and aircraft participation 
in Bosnia, lnq, Haiti, evacuation operations, and counter-nan:otica operations. This total force 
integration ofNavy llld Marine Corps Raerves bu provided significant offset to the 
OPTEMPOIPERSTEMPO rates ofthe Active Component. 

ShipAlld 
Aircraft 

Opentin1 
Tempo 

(OPTEMPO) 
Ship 

operations 
underway time 
is buqcted and 
measured by 
ship 
OPTEMPO. 
Ship 
OPTEMPO 
represcn1S the 
averaae nmnber 
ofunderway 
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Overview --------------------- 

days per quarter for sbip1 operating in the 
deployed (Stb Fleet. 6th Fleet md 7th 
Fleet) operadna area md the nondeployed 
(2nd Fleet and 3rd Fleet) operalina .... 
Ships' OPTEMPO 1M1ptina objectives 
are set II a level which allows the deployed 
forces to meet nmoaal commilmentl md 
provides nondcployed forces sufficient 
underway time to train lad mve u a surae 
force. 

The Naval Reserve provides m 

··---~--------• 

• 
:I 

• ....--- ................... 


extensive inventory ofmanpower llld equipment tblt annt ptiwtantial OPTEMPO reliefto all 
segments of the force. Reserve ships llld lircraft, especially at the dedicated E-2 and P-3C 
resave surveiUaace squadraa, perform c:ritical counter-narcotics operations. Ships, ain:raft md 
individuala integrate into the active force for exerma and c:ominaencies. thereby relievina 
active units lad personnel fiom these c:ommitmeata. 

Air Operations 
NaVll aviation f\mdina is divided into three 


primlry cateaories: TICtk:al air (TACAIR), fleet air 
suppart, llMl fleet air training. Navy and Marine 
Carpi Tldic:al air lqUldrom mnchect strike 
openlioaa lpimt a wide rllllC oftbreltl identified 
in the n.uoaa1 llratelY md provide Joni ranae and 
local protectian apinlt airborne and surface threats. 
Fleet air support squadrcm provide vital fleet 
loptica support. Fleet air trainina ICIUldroaa 
provide the neces1•y trainina to allow pilots to 
become proficient wi1h their specific type ofain:nft 
IDd to tnNitian to tleet ClplllltionL The 
TACAIR/Aatilubmarine Wldire requirement for 
ICtive flyina homl is bued an the number ofc:mw 

assipecl to a squadron. Eich cnw ii funded at a specific level ofprimlly miaion rudinea 
(PMR) to ICbieve the ovenU active Navy pl of83% PMR with m ldclitioaal 2% of PMR 
achieved tbroulh simulator usage. 

The Marine Carpi ii arpnized u a'1'orce-in
reactinesa" to support nmoaal neecla. It ii divided 
into three broad c:atqcJriea: Operating Forces; 
Reserves; and Suppartins Ell8blisbment. Opentina 
Forces, coasiclaed the hart ofthe Msine Corps, 
comtitute the forwd presence, criais response IDd 
fishtinl power anilable to the Commanden-in
Chief. The primary objective of the Marine Corps. 
u a NaVll expeditionary force, is to provide 
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Pro1ram Highlights 

means ofdealinl with existin1 and fUture thraU. providina • it does forward-deployed units 
that are inherently balanced. sustainable, flexible. responsive. expandable met c:redible. Marine 
Corps Operadna Forces are the nation's "cocked pistol-the forc:e that remains ready to fiaht 
Tuesday's battle. on Tuesday, with Tuesday's farces." Marine Air-Ground Task Forces 
(MAGTFs) are the orpnintion tbrouah which Marine forces are tailored to meet specific 
operational requirements. .Dcpendina upon the million for which they are structured. they may 
include a wide range ofcombat power, includina infantry, tanks. amphibious usault vehicles. 
light armored vehicles. artillery, and aircraft. Marine Air-Ground Tllk Forces nnp in siz.e 
&om small Special Purpoee Units to larp Marine Expeditiomry Fon:ea. Eich Marine Air
Ground Tllk Force is Ill intepated combined-m team. llld reprdlesa ofsiJJe is composed of 
a command element (CE), a around combat element (GCE), ID aviation combat element (ACE), 
and a combat service support element (CSSE). 

In addition to active forces. force expansion is abo aupiented by the ICtivation of the 
Marine Carps Remve. which. like the active forces, consists ofcombined arms forces with 
balanced ground comblr. aviation combat, and combat service support units. The reserve 
provides the individuals and specific units to aqment and reinforce active capabilities. 

Goa11, Objecdva, ud Perfonaaace MIU8n 
Goal-Ensure that U.S. Armed Forces maintain sufficient levels ofreadi"Cll and swujnah{lity to 

cany out the National Military Strategy. 

....... Mtul 
Pim) 100% 100% 

IS 
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Overview 

TacticaVAntisubmarine Warfare 73% 70.6% 

70% 67.1% 
Forces 70% 93.7% 

Obiestjve: For tactical ain:nft, Mtain million c:.pable ntes of73%; for ships. attain the specified 
~oe..-.time a. oec-3/C-4 cuua1ty repona. 
.Malm: Pen:ent oflime thlt u¥81 airaaft md lhipl ..miuian apMle. 
Qefjnitjm: For lal:ticlll aircrd. DUlllillr ofmiuian c:ap9ble houn iD die yar. divided by the total 
m-..-.ice houri for blCSical airaaft. An airaaft is milliaD Cllplble ifit cm perfmm • leut one of 
its usipecl primary milliam. For ships. the llDOUllt ofequipment paaalap ofopealins lime 
he ofC-3/C-4 cuuahy reports in the yes, divided by the total ...... ofequipmall operating 
time for these ships. a.uJe fon:a include aircraft c:mien. ..r.ce CCllRW""' c:ombet tosistics 
force ships. md mine warfare sbipL Support foroa include mobile lopaics aad fleet suppon 
ships. Pen:entap ofoperatiDa time fiee meuures the mnount oftime durina a filcal yar that 
ships did not report my c:ritical milliaD deplldins equipment cuualty repoltl. ~ casually 
reports indic:ale dqndatioa to equipment and sys&ems wbicb cmmat be repaired iD a timely 
manner by ship's force due to a lack ofonbolll'd spma or the inability to effect ...,Un because of 

· tions, · · "lily, or lack oftechnical ·•• 

nt Rndlaea Ram. FY 199' 
92% 

92% 92.3% 
Nm 

Qbjectjve: Maintain deployed units • either C-1 or C-2 in the equipment raoun:a ._ for 90% of the 
time they are deployed. 
Muan: Percent oftime~ units were C-1 or C-2 in the equipment...,.... area. 
Definiticm: Pen:ent oftime for~ units dial total c:omw ....ual equipment on-hand and eombat 
ready exceeded 70% of prncribed wartime requiremenu , major end itcml ofequipment on-hand md 
combat ready exceeded 70% ofprncribed wartime~ and total aircraft an-hand and 
~ly ready exceeded 60% or prescribed wartime requiremeat. 

MlrineCorm 
9biestive: Atlain 94% '"It" nlina (equipment on hand that is million QPUle). For Marine Corps. 
pen:entapl are calc:ulaled for all fleet Mlrine Fon:e (FMF) units (to include active, rcserve, llld newly 
active units) on all paund equipment lilted in a Mlrine Corps bulletin, 3000 la'ieL This equipment 
provicla a realistic: porUayal ofa unit's capabilily to perform its usiped Mrtime mission. 
Mmla: Pcn:ent ofequipmmt iD readinesa c:ondition. 

"ti : minus equipment deadlined. divided by 
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Program Highlights 

Tni.._ Read.._ ......... IU9Y 


Tnl•i- Radl... a.... FY 1'96 T ...... I Acta..Naw Deolovea Units I 90%1 95%
Objective: Maintain cleployeii wait at either C-1 or C-2 in lhe ninina resource area 90% of the time 
Ibey ... deployed 
Maul: Pen:ena oftime deployed unita wmw C-1 or C-2 ia die ...... raoun:.-.. 
Definiticm: P..,,. oftime for deployed unita dial leu than four weeka lraininl WU required to fulfill 
type commander requirements and the,._ ofauiped ainnws that wmw combm ready Ind available 
exceeded 70% ofainnws and the percent ofmit lrainina c:ompleted ac:eeded 70% oftype commander 
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MILITARY FORCES AND CAPABILITIES 

From Haiti to the Adriatic. from the 
Middle East to the Pacific Rim. the world 
faces sweepina changes. America will 
continue to need a Navy and Marine Corps 
tMt CID 10 anywhere, fipt if it hu to. and 
win. That ii our tradition. and it is the 
prof'esaional men and women ofour force 

who have sailed in barm•s way to carry on that tradition so magnificently. who have served 
selflessly in their communities, providin1 strmglb and leadenhip at home u well u at sea. who 
stand u 111 inspiratioG to a nation looJdna for heroes. The Department ofthe Navy is extremely 
confident in the abilities ofthe Navy and Marine Corps u America•s team to maintain peace 
and prospeaity and to defend her interesll around the aJobe. 
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Overview 

Today. m0re than any other time in our nation•s history. there is a need for joint 
warfipting capabilities and those capabilities needed to perform operations other than war (i.e. 
peacekeepifts. humanitmian. et.c.) that can be launched from the sea. In this worJd•s rapidly 

chanPtl alobal security environment. there 
ii one enduriq reality - the United States is 
a maritime nation that will always finci value 
in a forward-deployed and self-sustained
alobal force to project power and protect our 
national interats. 



Forward Fl'OID Tiie Sea 
Today•s Navy and Marine Corps are capable ofprojectina U.S. policy forward from the 

sea anytime. 111ywbere. with an inventory of357 battle force ships at the end ofFY 1996 and 
over a half-million people on active duty and in the reserves. Approximately SO percent (180) of 
those ships are under way; and 29 
percent (105 ships and 51.836 
personnel) Ire forward deployed. 
Similarly. approximately 23.300 
Marines (23% ofthe Fleet Marine 
Force) are forward deployed at my 
given time. Naval forces are on 
station and reedy, in a fully joint 
and combined manner. to lead and 
participate in unilateral. bilateral 
and fully combined operations 
whenever and wherever our Nation 
requires them. Because we are 
forward deployed. our Nation can 
call upon these ships. aircraft and 
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Proaram Highlights 

personnel without tht= need for surp from the United Swes and without the need for permission 
to bue them on foreip soil. Rapid response, sipificant force. visible presence - these are all 
important conttibutiona ofNaval forces, Navy and Marines, positioned forward. They provide 
ready examples ofAmerica's power and America's cbancter, reusuring other nations without 
firing a shot. Contjnpncy Operations continue to demonslnce cu ability to respond to a major 
crisis on short notice and wldcncore the benefits ofa forwlrd deployed pnsmce. 

Major()psa..._ 

Naval forces have been called upon to respond to sipificant cootingcnc:ies and crisis 
around the worlcl u theater commanden called for their unique capabilities. Sea-based forces 
provided immediate response in support of real-world operations, along with numerous joint 
and combined aen:iles with NATO forces. During 1996, the European Command's 
amphibious ready lfO'IPS, with embarked Marine Expeditionary Units (Special Operations 
Capable), supported NATO forces u the theater reserves in Operation Joint Endeavor; and 
conducted non-combatant evacuation operations in Liberia and the Central A&ican Republic in 
Operations Assured Response and Quick Response; Naval air forces participated in a joint and 
combined operation formally known as Operation Deny Flight, to enforce the United Nations 
mandated no-fly zone in the airspace over the Republic of Bosnia-Henegovina; and surface 
combatants and maritime patrol aircraft continued to execute maritime interception operations in 
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Overview 

the Persian Oulf in "Wort ofUnited Nations sanctions apinll lnq. By the end of 1996. 
surface combatlnts hid c:aaclucted over 22,500 at-sea inten:ep1s while simultaneoUSly carrying 
out other forward presence missions in the region. 

.The Deplllmeat ofthe Navy is required to aupport vuioua Continpncy Op1n1ions 
mound the world. These COltS ue narmally unbudpted wl therefore must be ICCClllllDOdllt 
by reduc:dona in biidptecl pqrmna u:b •ship IDd re8I prcipaty ............ Tcul 
incremental COltS (caets lbove *- IM..ecl), far condnpncy openaions ia FY 1996 were 
$262.9 million, includina $217.9 milliaa in the <>AM ICCOUDts ... S45 millian ia 
P.......a caets. Fundina ia the llllOUllt of$201.I million W11 provided to support tbele 
operaliGns in the FY 1996 appropNtioas. nproaramminp Ind supplancnaat The 
Went funded by deferrals ofship and re8I property maintcnmc:e. 
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Coatl•1eac7 Operati••• 
(18 milllHI) 
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Goals. Objectives Aad Perlormaace Measures 

Goal-Provide flexible military forces and capabilities for: 
Rapidly_ projectina power to deter and ifnecessary, fi&ht and win two nearly 
simultaneous major regional conflicts in concert with reaional allies. 
Supportina mends and allies. underwriting regional stability, providing initial crisis 
response and lbapU., the international environment in ways favorable to U.S. 
interests tbrouP pw:cdme ovcneu pr:umcc. 

• 	 Cond•acting operatiOal other than ws. 
• 	 Deterring, preventina and defendina apimt the effcc:tive use ofweapons ofmass 

destrudion md preventina their acquiaitiaa and their meana ofdelivery. 

-· ,...,. ,........,..-y ltH ....... Actul 
S.ttle Force Sill.. (359) (357) 
Aircraft Carriers 11 11 
Reserve Operational Curlers I I 
Fleet Ballistic Missile Sublmrines 17 17 
Surface Combatants 115 115 
Nuclear Auack Sublmrines 80 80 
Amphibiam Ships 42 40 
Combat Loailtics Ships 41 41 
P81rol/Suppon1Minc W81fin 35 35 
Reserve Shim 17 11 
Stratnic Seallft Rim (II) (II) 
Prcpositianina Ships I I 
Maritime Pnpolilianiq Shipa 13 13 
Aviatian LotPs&ica Support Ships (T-A VB) 2 2 
Hosoital Shim (T-AH) 2 2 
Tactical Air l'eras (lll2) (lll2) 
Ain:nft Winp (Ac:tivc/Reserve) - USN IWI IWI 
Aircraft Willa (Active/Reserve)  USMC 311 3/1 
Tactical Alrcnft'* (11111369) (llll/36t) 
Ain:nft (ActiveJRcmve) - USN 9621190 9621190 
Aircraft (Activelllaerve) - USMC 849/179 8491179 
•(Total averaae aircraft) 
Martae c:-DMlleM 4 4 
Active 3 3 
Resave I I 
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..._....._..l!i MamW terial -.u....eAlli_..· J'Y HM 

.... ....... 
 Actul 

Acdn MILPERS lli'.•d Year) 
 f591,17YJ (590,.525) 
Navy 424.179 416.525 
Marine Corm 174.000 174.000
Relene MD..PERS IE.IHI Yar) (I..,,.) n•112> 
Navy •911.554 •98.112 
Marine Coq11 42,000 42.000 
Qbjsctivc: Anain plmncd fan=c IUUCtUle wl military palllllMl llreftSlh. 
Mgswe: Size offarce llnlCtule wl level ofmilitary penallMI saenarh-
Qefinitjm: Compare actual numbers to tbe plm requiNmadl, .. clctcnnine 
tbediftaaace. 
• Does nae include NROl'C numbers. 

Navy: 
Afloat PrepGlitionina Propm 3.5 4.0 
Currenl "lionin 2.9 3.0 

ObiestiYF Meet die wlift capKity ia tbe mobility requireaacau llUdy (MRS) 
and MRS 8aaGm Up Review (BURU). 
Measn: Percent ofarate&ic: wlift capllCity ICbiewd. ~to tbe 
requirmaents established by tbe MRS and MRS BURU. 
[)efipitjm: eamp..e the 8Cblal or projec:lecl...,..... caipecity to the required 
capKity far the Pvea cllfqOly ia tbe livea filcal yar. 

. ....... Adw9I 
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I Ma•- FllCt9n-PY HM 

Marine Corps 
Number ofSites 6 6 
Short Tons 26.160 26,160 

Objg:tiyc Meet ar exceed tbe prepositioned IDlllerial at the FY 1994 level. 
Measuq: Level ofprepolitianed mterial mainrainecl. 
Defigitim: nc prepositioned IDllerial far tbe fiscal yw, divided by tbe 
~material ia FY 1994. 

Troops 2.55 2.S5 
Vehicle Squared 1.88 I.II 
Carp Cubed 3.09 l.09 
Air Spots 2.71 2.71 
LCAC S l.25 3.25 
Qbjestjye: Meet ar exccecl tbe 2.5 M.me ExpeditiCIMIY Bripde (MEB) gml in 
all five lift cmprics far active amphibious lift. 

ti · · : Divide the MEBs of lift in each cate by 2.5. 
Measyre: Pereent ofKtive amphibious shippiq versus tbe 2.5 MEB lift pl. 
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-QUALITY OF LIFE AND PERSONNEL 

A comfortable standard of living, positive work environment and excellent care of 
families are essential in retaining capable people. Bachelor and family housing continue to be 
high priority quality of life issues in the Department. We continue working to provide quality 
housing for all personnel and their families, looking first at private sector housing and at 
partnerships with private sector investon. 

Effective quality of life programs have a positive impact on our recruiting and retention 
efforts and, ultimately, on our combat readiness. Extensive suppon for the sea services are 
provided by chaplain around-the-clock ministry and pastoral presence to deployed units. In 
addition, judge advocates and legal services programs are also integral to quality of life and 
combat readiness. 

Quality People 

The Department of the Navy's highest priority and challenge continues to be the 
accession and retention ofpeople in the necessary quantity and quality to meet operational 
requirements. The Department will need to recruit and retain a quality force in the future to keep 
abreast of the advanced technology designed into our new weapon systems for the defense of 
our nation and its interests. Therefore, the Navy and Marine Corps continue to focus on retaining 
those enlisted and officer personnel whose mission critical skills contribute directly to readiness 
and whose talents are in shortest supply. However, recruiting quality is becoming increasingly 
difficult due to the reduced pool of 17-21 year old males and females and the misperc:eption of 
the public that the military no longer offers a viable career due to the drawdown. Maintaining 
the quality ofenlisted accessions remains an essential element in the Department's plans for the 
21st century. The Department's insistence for quality people continues in response to the 
challenges of leadership as well as to the demands oftechnology requirements ofour ships, 
submarines, aircraft and ground weapon systems. 

Community Facilities & Shipboard Support 

The Department of the Navy community facilities projects range from bachelor's quarters 
to child care centers for dependent children. Family service centers encompass a variety of 
imponant programs, including relocation and transition assistance, deployment support and 
personal financial management. Moreover, the Department ofthe Navy's morale, welfare and 
recreation budget provides for state of the art physical fitness, sports and recreation equipment 
and learning resource centers (computerized libraries) to be available on every ship. It also 
provides for additional civilian personnel to support new child care facilities in Italy. The focus 
of these efforts is to " ... maintain the care, the nurturing and the betterment of the people of the 
Navy and Marine Corps" (Adm. Jay L. Johnson). 
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Meetia1 Medical Needs 

The Department of the Navy is committed to providing the hiahest quality health care to 
active duty and retired service members and their families. Navy medical's primary mission is 
readiness. This means kcepi.na people on the job, at sea and ashore, by providi.na medical 
services close to the operators and by movi.na infonnation-instead ofpatients-whenever possible. 
We continue to support the Assistant Secretary of Defense for Health Affairs and other Services' 
surgeons-general to establish TRICARE (regionaliad medical care for the three military 
branches) managed care support contracts. 

The need to keep faith with the mncd forces' retired community with regard to medical 
benefits requires constant vi&iJance. The Department ofDefense continues to work authority to 
receive reimbursement from Medicare for health care provided to those Medicate eligibles within 
the Military Health Services System (Medicare subvention). 

Health And Safety 

The Navy Occupational Safety and Health Program focuses on protectiJla military and 
civilian personnel in their workplaces. It is essential to military readiness that safety and 
occupational health goals and objectives be integrated into the Department ofthe Navy's mission 
at every level. To achieve this, the Department has published a strategic plan that·focuses on 
four main initiatives: 

• Process review and measurement 
• Communication and information systems 
• Planning and engineering 
• Training and education 

Through these initiatives, the Department continues to emphasize personnel safety and 
health awareness by targeting high risk/high hazard operations afloat. 
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Supporti•1 Equal Opportunity 

A key component ofthe Navy and 
Marine Corps vision is a totally integrated 
and divene team ofreplar and reserve 
penonnel. encounpd. mentored and 
developed by their peen and leaders to 
aaain their ftlU potential through a wide 
nap ofans opportunities and 
professional cballenps. Attaining this 
vision requirm caretUI attention to all 
upecta ofour.,-. to ensure equitable 
assipmeat ofminorities Del women into 
all available career fielda. 

Recent dumps have opened many new 
positions to women. More than 94 
percent ofall Navy billets and 93 
percent ofall Marine Corps 
occupational specialties are now 
available to women. Today, the !DOit 
senior women in the ICtive-duly 
military, enlisted and officer, are 
Marines. All new Navy surface ships 
are DOW dcsiped to incorporate 
bertbina for officer and enlisted women 
includina the USS Betifo/d (DDG 6S). 
the first U.S. Navy ship built &om the 
keel up with habitability modifications 
necessary for ftlU intesraDon ofwomen 
into the crew. 

Tdle 11 ONrwllN_..,. 
w. Ma T...a 

A. Penannel 53.842 362,683 416,525 
Enlisted Penaanel 45.901 310.942 356,143 
Ofticen 7,941 51.741 59.612 

Reserve Pwloaael 17.221 80.735 "-"' 
Enlisted Penonllel 13,806 63.570 77.J76 
Ofticen 3,415 17,165 2G.580 

Tar.J: N.w "'-~--w- w..... 
c..1111.... 

Ofticen 7,941 Sii 
Enlisted Personnel 45,901 3,618 
Personnel .. on lllim 53.842 4,199 

(led..... oftlcen ud ealllted): 
FY-97(cnd) I 60,000 S,088 
FY-99 (end) I 60.0001 7,676 

T_,. J: lf//.w ,,.....,. ,,, .A"""
Total Pilots 217 Student Aviators 171 
Total Naval Fli1111t umcen 79 Pilots 89 
Enlisted 9.468 Naval Flildat Ofticen 55 

A significant equal opportunity undertaking during the past year wu the Secretary of the 
Navy's "ENwlced opportunities for Minorities Initiative," which called for the examination of 
all aspects of recruitins. accessions, promotion. retention and augmentation. The intent of the 
initiative is to create a Navy and Marine Corps that reflects the demographics of American 
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sociery. Based on C!J1SUS Bureau population forecasts for the year 2005, the Depanmen1 ofdle 
Navy aoaJ is to reflect 12 percent Aftican American. 12 perccm Hispanic and Five pcrcen1 Asian 
Pacific Islander/Native American (12,..J12o/J5%) across all ranks. rates llld desipators. In die 
short term, we plan to increase ICCCSSions each year to meet the overean:hing goal of 
121YJ12"J5% m~ty officer ICCCSSions by the year 2000. During FY 1996. we exceeded 
minority representation within the most recent clau ofcollcp pacl11ates · 
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Goals. Objectives And Performance Measures 

Goal-Recruit and retain well qualified military and civilian personnel and provide them 
with a high quality of life. 

N••Dfttll' Senlee lbcnlta 
Active Duty Noaprior Senice ReendD. FY 199' I Pia•... I Actual 
With Hip School Diploma I 9S% I 96.3% 

Qbjectjve: Mainlain a 9S% nae ofhigh school paduates from the top half llplihlde sepnent (Catepes 1
IUU) in the nonprior service recruitin1 catqory. 

Mepn: Percent ofnaapriGr servic:e rwcruiu that are hip lc:bool padulfes llld ue classified in the top 

half aptitude 1epnent ofAmerica youth (Annecl Forces Qualificatiaa Tnt Cateaori• l-lllU). 

Definjtjop: Number ofnoaprior service recruits witb hip school diplomu who 1re C-.pry l-IIIU. 

divided by the total number ofnonprior .-vice recruits. 


.Eallated Accelllom-l'Y 1'96 
Pl..... Actul 

Navy: 
Active 47,846 48,206 
Reserve 21,951 16,820 

Marine Corps: 
Ac&ive 33,130 33,49S

10.suReserve 10.205 
Qbjectjye: I 00% ofenlisted accessions in the plan. 

Mgsure: Number ofenlis&ed wessions versus plan. 

121fi!li1ism: Comoare the nwnber ofenlisted ac:cessions to the plm. and determine the difference. 


EllllltedReeallltmeata 
Jl'lnt Term Reellllstmeaa ·FY 1'96 Plaaaed Actul 
Navy 12,287 ll.9S4 
Marine COl'DS 4.300 
Career Reeallstmeaa • FY 199' 

3.036 
Plaaaed Actul 

Navy 29,942 27.172 
Marine Corps 9,461 
Obiectjye: Anain I00% ofenlisted first term and career reenlisted in the plan. 
Measure: Nwnber ofenlis&ed fint term and career reenlistments venus plan. 
Definiticm: Com.,..: the number ofenlisted first term and career recnlislmcnu to the plan. and determine 
the difference. 

11,880 
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Clllld Can· Nny 
Clllld Can liDllCea ·PY 1996 Pote•dalNMd* Goel* Actual** 
Child Development Centers (aps 0-S) 14,893 
Family Child Care <aaes 0-5) 9,SS8 
School Ase eare <aaes 6-12> 9,SOO 

Total. 

- --I0,411 

---
52.317 33,951 

Qbjectjye: Attain 100% ofthe pl (65% ofpoleldial need). 

M=pzr: Number ofchild care spKes available venus plma. 

Defioitian: Compare the number ofchild care sp..:cs to the pl-. wl determine the difference. 


*Ooal/Potential Need for cbildrm ... 0-S ii determined by the tolal propmn. and not broken out 

by child development ceaten/&mily child care (<M>.JSl/62.079). 

~ Need for ICbool ap care (6-12) is determined by the tolal propam. and not 

broken out by c:bild dcvelopmmd centcnl&mily child care (11,966118,409). 

••Actual finres are based on the most recent NC IS submission (96). 


ClllW Can. MarlH c..,. 
ClllW Cans-..· FY 1996 ........ Act1191** 
MariM Corps Child Care Spac:a 4,800 

Child Development Centers Spac:a 4,207 
School Aae Spac:a 593 

Tet81 4.-a 

Family Child Care Spac:es 4,SOO 
On-bue (other dwl Centers) 4,284 
Resources and Referral Speces iD otf-bae facilities 216 

T...a 4.500 4,500 

--..... 
--

- 

-

Qbjectjye: Attain l 00% of tbe plmned number ofchild care 1f19CCL 
Measure: Number ofchild m 1f*G1 available venua pie. 

Qefipjtjon: COlllplll'e the number ofchild care lf*GI to the plan, and detenDinc the diff'crenc:c. 

• .. Planned" source ii the FY 1996 column oftbe FY 1997 President's Budpt. 

••"Actual" is derived ftom the Quarterly Swnary ofChild Development Propul Operation 

report. 
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U.S. 
interests involve 
trade with 
partncn located 
at the endpoints 
ofthe 
..highways of 
the seas." 
These endpoints 
lie in the 
world"s liUoral 
repons, which 
coint:IM with 
the 
collCalralion 
ofour vital 
interests in 
Europe, the 
Middle East. 
Latin America 
and particularly 
in the Pacific 

f.c:ta & f1LJ,ar.. 

~ ....._
_.,,.._ .._
I---- ·=--='=---

' 
·---ii._....._ -· ----·....._ 

=---- ·--~...,.-~.:--14.--tf 
_._. ___ -----.. ____ .,..__ -·... 

! ___ /· 

Rim and Indian Ocean-the area that ii the fastest arowina economically and demoarapbically. 

FUnding for Naval Forces 
Ntdiolull I....,,,.,.,...- fD ref¥ctmlue of N_,Forca fD ow .Mdiolt...fr( Priq efPr11a 

• ,_.,. ,,_ ,,,Coste{W@r 

FOl'WflDqloJM~F--..EqF~Moll&. SN.....,_ 

The littorals
provide homes to more 
thin 75 percent ofthe
world"s population.
locations for more than· 
10 percent ofthe world"s 
capital cities and nearly 
all the major 
markctplaces of 
international trade. It is 
in our national interest. 
therefore. for the littorals 
ofthe world to remain 
stable. 
The Navy-Marine Corps 
team rqularly intlucnc:es 
events in the littorals 
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from its sovereign ~mbat capable bases at sea. Routinely operating in all the world's oceans, 
these combat credible naval expeditionary forces exert real influence and provide assurance to 
mends. 

Major Joiat/Combiaed Ei:erciles 

The annual UNIT AS deployment is a primary means of supponing regional stability in 
the Western Hemisphere. For five months each year, regular md reserve surface combatants and 
P-3C aircraft. a submarine md Marina embarked on an amphibious sbip. cimmmavigate South 
America. In 1996, Canada. Germany, the United Kiqdom. South Africa and the Netherlands 
also participated during certain phases. At each Latin American stop. our naval forces exercised 
with the host nation's air, sea and land fon:es. These excrc:ises pnerally provide the only 
opportunity each year for many ofthese Latin American nations to operate with U.S. and other 
foreign forces. Similarly, regional stability in Southeast Asia is supported by the Pacific Fleet's 
Cooperation Afloat Readiness and Training Cruise (CARAT). patterned after the UNITAS 
deployment. 

Sea-based and self-sustained. amphibious 
forces tab advantage ofbilateral training 
opportunities in countries with limited infrastructure 
or ability to support lqe scale military 
deployments. These training exercises offer 
emerging democracies a unique opportunity to train 
with U.S. forces. These same forward deployed 
amphibious forces give theater commanders a 
flexible, responsive force that can be positioned in 
by trouble spots for extended periods as a visible 
example ofU.S. resolve md commitment. During 

1996, the Navy/Marine Corps Team proved time and again that sea-based forces are a premiere 
forward presence asset. 

31 


60 




Appendix B. NAS Report, "Department of the Navy Fiscal Year 1996 Annual Financial 
Report: Report on Auditor's Opinion" 

Overview 

Coals, Objectives and Performance Measures 

Goal-Sustain and adapt military alliances. enhance coalition war-fighting. and forge military 
relationships that protect and advance U.S. security interests. 

Mtddudeul P-C:..-dblUIY 
Dau EK••- Aneem1•t1 lDEAI) - FY HM I ....... I Actul* 

Percent ofActive DE.As I 65% I 1w. 
Objective: Emure dial 65% oflipid DEAi se IClive (i.e.. hid U.S. tec:hnic:al project officer visits and 

documcat exchapa willa COUDtaplr(I duriq the yes. to obtain critical RAD tec:hnolosies to reduce U.S. 

natiaaal eft'orts llld cOlll to obtain lib dlta). 

Malla: Percent ofsiped DEA'1 dllt me c:atcprized u ...mv... bued upm survey raults of U.S. technical 

project ofliccr IClivity. ~ 


•The value attached to the technology pin received under the 208 active DEA annexes is 
estimated to be S 1.48. ;; .r.. . 

Percent of Fer Procurement 40% 50% 
Qbiectiys: Maintain • avcraae proanmcnt rate of30% for Fer prujem t111t fblfiH SeMce operational 
requinments llld dial provide aipificmt COil, Khechllc or perfonmace benefits. 

: Percent ofFer . 

•Specifically, tbrouah the FCT evaluations and subsequent procwemenll. lbe Deputment ofthe 
Navy bas avoided over SJOM in estimated R&D investmenll, ac:c:elcnted equipment fielding to 
the warfigbter by 24 months, u well u provided significant life-cycle CCJlt savinp in one 
program due to increucd equipment reliability. 

latenatioul Rlle•rc• A mnll - FY 19" Pla•Hd Actu1• 
Number ofConcluded 6 
Qbjeqive: Conclude a avcnp o 6 international RAD unwnems cooperation ap:emems per year. 
M : Number of international RAD armaments cooperation ents concluded durin the year. 

20 

•The 20 concluded Memorandum of Understanding's resulted in foreign contributions of 
$351.24M to various Department of the Navy Research, Development and Acquisition 
programs. 
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TECHNOLOGICAL SUPERIORITY 

Events of the past year clearly demonstrate we live in an uncertain world that requires 
naval forces to meet a wide range ofcontingencies. Through a combination of innovation and 
modcmizatioo, the Department ofthe Navy is building and maintaining naval forces ready to 
meet those contingencies. The Department of the Navy is exploitiq the explosive changes 
occurring in high technology to conceive and build new and more capable platforms and 
weapons systems for the future. 

Modenaizadoa 

Economic conditions dictate we take advantage ofemerging technologies to breathe new 
life into some ofour older systems and platforms or tie together disparate systems to synergize 
the whole. Capability uplfldes to current ships. mval tactical aircraft and various weapons 
systems all are critical parts of the modernization program. Continued uppades ofom ultra 
high frequency, super high frequency, extremely high frequency, and commercial satellite 
communicationl capabilities are necessary to enhanr# the support and integration of 
joint/combined operations. 

Ac:quilitioa Maaacement 
Ship Acquisition Pmgmm 

mm !lll!: 49 a.a ~~ The Department of the Navy is 
__,.. _ _ ,. ,. investing today in the platforms.==--- ! - , ,., , ,., equipment and infrastnacture for future -- ..... .::., : ; ; ; , naval forces. The Department of the

• 	 :;-c.:=- ' ; Navy's acquisition investment strategy 
-=:-"- -.-....-------..-.. makes the most ofscarce procurement 

C lC._. 4 I 

--- • • 	 dollars without compromising quality . 
11 	 ft 

' 	 It also emphasizes that future•
I programs must produce uvivable 
I multi-mission platforms and weapons•
2 	 systems - true force multipliers 

capable of meeting a great variety of- mission requirements. This strategy 
involves prudent risk. Many ofthe platforms and weapons systems in the fleet today were 
procured during the 1970s and 1980s. Lower Post-Cold War force level requirements allowed 
retirement ofolder and less capable platforms and weapon systems. leavin1 us with a platform 
average age that is actually lower than it was when annual procurement budgets were much 
higher. Based upon current production rates, however, average age will steadily increase. 
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Current programs such as the USS Arleigh Burlu (DDG-51) - class destroyer. the Osprey (MV
22) tilt-rotor aircraft. the Super Hornet fighter/attack aircraft (F/A-18E/F) and the Advanced 
Assault Amphibious Vehicle (AAA V) will help to ameliorate this effect and arc critical parts of 
Navy and Marin~ Corps future readiness. 

Aviation Acquisition Program 

- - - ...--
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WORKING RELATIONSHIPS 

Couaterdrq Opentioaa 
The Department of the Navy continues to support U.S. Government efforts to reduce the 

supply of illicit drugs entering the country. Regular and reserv~ Navy and Marine Corps 
aircraft. ships and unique sensors contributed to detection and monitoriq missions in the transit 
zone. During 1996, Naval forca usistcd the U.S. Cout Guard with interdiction operations and 
provided a wide nmae ofdomestic support that included crainina Ind the use offacilities. 
equipment and personnel In addition, regular and reserve Marine Corp& units provided 
operational support to the combatant conunanden-in-cbiefand drua enforcement qencies 
participating in countcrdrua fon:es throuahout the Continental U.S. u well u the Caribbean. 

Humaaitariu Alaistaac:e 
Naval units conducted numerous relief efforts for local communities affectecl by 

disastrous hurricanes in the Caribbean and the southeastern United States. A. the focal point for 
relief efforts, Naval Station Roosevelt Roads in Puerto Rico wu the bue for diaast« material 
staging and support. Naval station personnel also provided airlift for inter-island transport and 
helped officials survey the damaged area. While Navy seabees helped repair managed 
facilities. Navy divers surveyed and cleared navigational channels for St. Thomas and St. Croix. 

TWA Fli&bt 800 

USS Gra.rp (A.RS JI) and the USS 
Grapp/• (A.RS JJ) were the two Navy 
salvage ships assigned to locate and 
recover the victims and wreckage of 
TWA Flight 800 from the bottom of 
the Atlantic ocean in Long Island, 
N.Y. The wreckage was discovered 
by the USS Grapple, using its · 
remotely-operated vehicle. Beginning 
work immediately upon anival, USS 
Gra.rp conducted nearly continuous 
divins operations for almost a month 

while the task group concentrated on recovering the remains of the victims of the crash. 

... 
• 
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Navy divers aboard ~ USS Grmp also recovered the 
flight data recorder and cockpit voice recorder, llld a larp 
part ofthe 747's tail section. The USS Grapple llld USS 
Graap both worked to recov• more than 90 percent ofthe 
wreckap ofthe Boeina 747. 

Moretban 
120 Navy divers 
llld 600 sailan 
were clirectly 
involved in the S7 
million ialvap operation. Odlllr Navy ships supporting 
the alvap effort were the USS Oak HHI, USS Trenton 
llld Navy-contnded ships MN Piroutdte, Marlon C., and 
DiaMG. 

Goals, Objecdv• AM Perfonauce Meuun1 

Goal-Support U.S. national security priorities by working cloaely and eft'ectively with 
oti. aovemmental apnc:ics, Congress and the private sector. 

...........,......VJ ...................Ollt.,........... 

.,.,.,....."'"' .......ef... N PwlHMI 

Navy 201 204• 
Marine c 49 47 
Objectiye: Provide necesury penmmel to odler apnc)' million requirW. 
Mm1a: Number of~ ofNavy pencllml mi..... to ~apacia OUllide of 
Depmtmem ofDeren.. 
Defipitjcm: eom.-. tolll lllllllber ofl>lpadmlal ofNavy.,....... ....... to ..................... 
cletermiae the cliffenllce. 
•Extnctcd from the Mili Penannel, Na ber 1996. 
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Trault Z... S.pport ·FY 1996 Planed 

Ship Sleamina Deys 1,870 1,335 $23,767 
Aircraft Flvindloun 25,821 32.314 $59.729 
Qbjective: Mainl.ain the OPTEMPO level ofCOUlllCrClnla support 11 projecaed. 

Measurs; Level ofOPTEMPO; avimm tlyina hours and lhip saamifta days in support of 

counterdrua operations. 

- - · · • Comoue the IChlal OPTEMPO lewl to the projechon, ad detmnine the difference. 
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EF:FICIENCY - EFFECTIVE MANAGEMENT 

laltladv• To lmpreve Eflldeacy 
In conjunction with the National Performance Review, recommendations from the 

Commission on Roles and Miuioaa of the Armed Forces and odm relatecl activities. the 
Department of the Navy cantimm to pursue innovative idea to increue efficiency. The 
Department is learnina a pat deal from private indultry and bu undertaken several majQr 
initiatives. includina delegation ofwaiver authority, daipalioa ofreinvention laboratories. 
ndw:tiaa ofcycle time, acquilition reform and initial implementation of the Government 
Performance and Resultl Act. 

All these initiatives seek to remPneer by lllllDllpment processes so the nation will 
receive the best return for invesred defense dollars. The Department's overall objective is to 
provide hip quality, cost effective, combat ready forces. 

Base Reallpmeat Alld Clolun Stratll)' 
With the Conpasional approval ofBase Realipment and Closure (BRAC) I through 

IV, the Department's focus is on implementing all ofita BRAC-reJated efforts. BRAC-95 
identified 37 bases/activities for closure and 7 for realipment, bringina the pand total for all 
four rounds ofBRAC to 135 
bues/activities for closure and 43 for 
realignment. To date. 115 
closure/realipment ICtions have 
been completed. The Department 
continues ita efforts to implement 
BRAC actions and experience the 
savinp that will become available 
tbrou&h the nmainina clolures and 
realignments. The prompt and 
efficient closure ofexceu shore 
infrastructure pnerated savinp of 
approximately $1.9 billion in FY 
1996 with additional savinp of 
about $13.1 billion projected 
between FY 1997-FY 2001 that can 
be applied to moclemiziq naval 
forces and supportina intiastructure. 

Base Realignment and Closure 
,,..,.,,_,

llACa u 
llACm 135 
llACIV ...m

Sl.J75 

FYI"'.... 
llACU -...
IMCm 1,MI
llACIV ~ "' ..m 

Sl.177 12.11 WH 

·
Post-Base Cloaun Stratel)' 

Beyond the significant savings to be attained through closure and realipment ofbases. 
additional efficiencies are targeted in operation of the remainina bases. The by to this is the 
comprehensive integration ofshore requirements with new business practices and improved 
organizational approaches. Shore inftastructure requirements have been carefully analyad to 
ensure that remaining shore capacity is used.to best suppon current and projected force structure. 
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-
FINANCIAL MANAGEMENT ACCOMPLISHMENTS 

Improve Department of tbe Navy Systems To Acbie¥e CFO Compliance 

The Department of the Defense selected the existing Standard Accounting and Reporting 
System u the interim migratory system for Navy aencral funds. In its final configuration. this 
system will have accounting modules for departmental, headquarters and field level accounting. 
The headquarters module is resident at all major acquisition commanck. The field level module 
is now deployed at 93 percent ofthe Navy's shore locations and deployment will be completed 
by the end of 1996. The Navy operating forces fleet accountina is also beina accommodated in 
the field level module by October 1997. 

The headquarters and field level modules have an on-line bill payins module called 
Standard Accounting and Reportina System-One Pay, which includes the capability to 
"prevalidate" invoices (i.e., to locate • matching obligation record before making the payment). 
The changes necessary to bring existina software of the headquarters and field level modules 
into compliance with government-wide accounting standards are scheduled to be completed in 
1997. 

For the Marine Corps. the interim migratory system selected for pnenl funds 
accounting is the Standard Accounting, Budgeting and Reportina System. When upgraded and 
fully deployed, the Standard Accounting, Budgeting and Reportina System will provide the 
general ledger accounting for all general funds and eliminate five general fund legacy systems. 

Improve tbe Aecuney of Fhaaadal IDformadoll 

Financial statements can only be u good as the data in our accounting systems. Thus, 
deployment ofcompliant systems alone is only part of the solution. While the Defense Finance 
and Accounting Service has the primary Department ofDefense responsibility for the integrity 
of the data in accomiting systems used by the Department of the Navy, the Department of the 
Navy plays the major role to (I) ensure the accuracy ofthe data at the point or source of entry 
into the accounting systcm(s); (2) make paymmts for certain expenditures; (3) generate the data 
on most reimbursable ttansactions and receivable; and (4) provide and maintain the data for 
inventory, property, plant and equipment accounting and on contingent liabilities in areas such 
as contracts and environmental cleanup. Fortunately, a number ofactions are already underway 
within the Department of the Navy that will improve the accuracy ofdata, such u electronically 
transmitting data from the source directly to Defense Finance and ACCO\alting Service. 

Improve Flnancial Services To The People We Serve 

Direct Deoosit/Electronic Funds Tngsfer for Tnvel Pay - The Navy began 
prototypin& direct deposit/electronic funds transfer for travel pay in August 1996. The shore
based activities' personnel support detachments in Norfolk and San Diego. and the USS Mount 
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Whitney and USS Ye/la Gulf. both homeported in Norfolk. are the test platforms. As part of the 
implementation. the current Navy travel computation program. Micro-computer Computation 
Payment System. will be replaced in a one or two stage implementation by the Integrated 
Automated Travel System. Claims are submitted directly to one of the sites and are computed 
using a Navy version of Integrated Automated Travel System. The payment information is 
downloaded daily to Defense Finance and Accounting Service-Cleveland. Defense Finance and 
Accounting Service-Cleveland either mails acheck or makes the direct deposit/electronic funds 
transfer transaction. Check payments will be replaced by direct deposit/electronic funds 
transfers for all travel advances, partial paymenll and settlementL The anticipated nwnber of 
travel payments for civilian and military travelers to be hlndlecl by the prototype sites is 3,800 
transactions a week. 

During April 1996, the Integrated Automated Travel Systems was installed at 24 Marine 
Corps travel offices worldwide and the Marine Corps School in Camp LcJeune, NC., and 
incorporated into the Corps' financial management training program. Defense Finance llld 
ACCOWlting Service-Kansas City provided the technical and losistical support for the Marine 
Corps to purchase computers and other peripherals. Travel payment information is 
electronically received &om field sites and payments sent either by cbeck or direct deposit via 
electronic funds transfer within 24 hours ofreceipt by Defense Finance and Accounting Service
Kansas City. The Marine Corps bas also implemented electronic funds transfer for all new 
recruits to receive their pay, thus streamlining the payroll pocess &om a bard-copy check to 
direct deposit. 

Cmpmercial Bankig Afloat· The Department is testing ID initiative that will enhance 
the current automated teller machine system on Navy ships by providing the sailors access to 
commcrcial banking. The upgraded automated teller macbincwt-sca system will be connected 
through the Challenge Athena Satellite with the Armed Forces Financial Network. This will 
enable connectivity to commercial financial institutions. This quality of life initiative will allow 
shipboard personnel that have a commercial bankin1 debit card that is on the Armed Forces 
Financial Network, the ability to withdraw cash or transfer funds to the shipboard safekeeping 
system &om their commercial banking account. The Naval Supply Systems Command is the 
program sponsor for this initiative. Prototype testing is scheduled for this fall on the USS 
Theodore Roosevelt. 

Improve Performua of Flaudal Maaacen Tlaroup Workforce Tnlal•a 

In FY 1996, the Naval Financial Management Career Center sponsored training and 
education courses designed to broaden functional knowledge and to enhance careers in financial 
management for GS-SOO (financial management) series employees. The nwnber of personnel 
trained at the entry level was 1,227, with 368 mid-level personnel recciviq training. Seventy 
individuals took part in the Department of Defense sponsored graduate education program 
leading to a master's degree in public administration. with strona emphasis on financial 
management 
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PRINCIPAL STATEMENTS 

The Department of the Navy's FY 1996 Principal Statements are presented in the format 
prescribed by the Office ofManagement and Budget and the Department ofDefense. The 
statements present the overall financial position and operating results of the Department for the 
fiscal year ending September 30, 1996. 

The following statements are included in the Department of the Navy's Principal Statements. 

• Statement ofFinancial Position 
• Statement ofOperations (and Changes in Net Position) 

The principal statements have been prepared to report the financial position and results of 
operations of the entity, pursuant to the requirements of the ChiefFinancial Officers Act of 1990 
as amended by the Government Management Reform Act. 

The footnotes should be considered an integral put of the principal statements. 

Limitatiou ofthe Fiuncial Statements: 

While the statements have been prepared from the books and records of the entity in accordance 
with the format prescribed by Office ofManagement and Budaet and Department ofDefense, the 
statements are different from the financial reports used to monitor and control budgetary 
resources, which are prepared from the same books and records. The statements should be read 
with the realiz.ation that they are for a component ofa sovereign entity, that liabilities not 
covered by budgetary resources cannot be liquidated without the enactment ofan appropriation, 
and that the payment ofall liabilities other than for contracts can be abrogated bythe sovereign 
entity. 
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Deparble• olDeleale 
Deparme.1 oltlle N•YJ 

Sta......., ........ ....... 

Al or Se...ber 30, 1996 

('l'llHsMdl) 


ASSETS 

I. 	Eallty Auetl: 
a. Traasactioas wida Fedaal (lnlnaovemmenta) Eatitiea: 

(I) Fund Balance widl Tmsary (Nole IG IDd 2) $64,101,567 
(2) Net (Nore IL and 4) 7,532 Inv-.
(3) 	ACCOU1111 R.eceivable. Net (NOie 11 llld 5) 1,921,010 
(4) Jnterest Receivele 
(5) Aclvances mcl Prepaymlllll 66,579 
(6) Odler' Fedenl (lldnpvemmental) (Noel 6) 

b. TnnHctioas with Noa-Fedaal (Gowmmeatal) Entities: 
(1) 1aYa1men1s. Net(Na91Lmd4) 297 
(2) Aecoum Receivable, Net (Nole 11 llld 5) 4.360,149 
(3) Credit PropllD ReceiYlbllll Relllecl 


Foreelosed Property, Net (Nole 7) 

(4) Interest Receivable, Net 
(5) Advances and Prepaymcata 202,972 
(6) OtherNon-Fedaal (Govemneatal) (Note 6) 

c:. Cub md Other Monetary AIMii (Note lG IDd 3) 51,339 
d. 	 Inventory, Net (Note IK IDd I) 41,441,119 
e. 	Work in Proc:ess (NOle 9) 5;177 
f. Openlina Marerials/SUpplies, Nee {NOie 10) 
 27 
I· Stoc:lcpile Materials, Net (Nole II) 

h. 	Seized Property (Note 12) 
i. 	Forfeited Property, Nee (Nole 13) 
j. 	Goods Held Under Pric:e Support llld 


Stabilization Proar-s, Net (Noce 14) 

k. 	Property, Plult IDCl Equipment, Net (Note IM IDd 15) 340,975,064 
I. 	 Other Entity AIMii 74 

m. Total E•lity A1Mt1 5453,840,706 . 

:Z. 	 NH-EmtltJ Alletl: 
L Transactions Wida Feclenl (lnln&ovemmenla) Enlilies: 

(1) Fund Ballllce with Treaury {NOl8 10 and 2) ($572,625) 
(2) Ac:couna R.eceivele, Net (Note 11 and 5) 117,075 
(3) Interest Rec:eivable. Net 
(4) Other (Note 6) 

Principal Statements 

Tlae accompaaylaa aoleS are •• ialqral part oldlese slale•e•ls. 
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.........telDe,_ 

Deperm.t .,.._Nny 
Statemeat ofJi'luacial ........ 

As of ..........JI, 19" 
{1'1HM1a....) 

2. 	 NOll-EatltJ Auela: 
b. TIMMClicm W'dh NGB-fecleral (Goverumeatal) Eatitill: 

(I) Accouall a.cei'Vllble, Nee (Note ll IDd S) ($26,673) 
(2) lafm'llt a.c.iVlbk, Nd 
(3) Other (Note 6) 

c. Cub Md Other MCIDCllr)' AslCtS (Note IG IDd 3) 6!1,316 
d. Odler Non-F.adty AslCtS 
e. Total Nn-EatltJ Alletl (S416,907) 

J. 	Total A11eta S4S3,423,799 

4. 	 Liallilltils CtWend bJ a.dptuJ a.o.n:a: 
a. Tl'IDSICtiou witb Federal (Jntnpvcrmneatal) Entities: 

(I) Ac:c:oun11 Payable (Nole IV) $2,!147,IS6 
(2) ....... Paylble 

(3) Debt (Note 16) 
(4) Odler Fedenl (lnlneovemmmtal) Liabilities (Note 17) 302,605 

b. Tl'lllllCtioas widl Noe-Federal (Govemmental) Eatitia: 
(I) ACCOllllll Payable (Note IV) 6,461,703 
(2) Accrued P.yroll llld Bmefill (Nore IV) 


(•) Sai.ies and w.. 250,455 
(b) Allaual Ac:cnlecl Leave (Nole IQ) 
(c) Sevelance Pay md Slpanliaa Allowace 405,939 

(3) ...... Payable 
(4) Liabilities for Loa Guanllleea (Note 7) 
(S) Lease Liabililia (Note 11md10) 
(6) Pensions and Odaer Aclulrill Liabilida (Note 19) 
(7) 	OCber Non-federal (Governmental) 


Liabili&ia (Nole 17) 
 40,2!13 
c. Total Uabllltill C..end bf 81M1ptary a.o.n:a: SI0,001,111 

Tiie accampu)'ia1 aota are aa latepal part el llllle statemall. 
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l>eparmemt.,.,_.,.,..__tef tlle NpY 

.......olJl'laadal Politloa 

Al ., Septeaber 30," 1"6 
(Tllouuda) 

5. 	 LiallUWel Not Cevend by Biid.....,. ..._lal: 
L Tnnuc:tioas wida Fedal {larnp¥trmnental) Entilia: 

(1) Acc:ounll Payable (Nate 1 V) 
(2) Debt (Nole 16) 
(3) Otber Federal (lalrapwrmneDt:) Liabililia (Nofle 17) 

b. n.mcaoas wida Non-Federal (Govemmelllal) Ealitia: 
(1) ACXlOllllUPayule(Nate lV) 
(2) Debt (NOie 16) 
(3) Lase Liabilides (Nate 11 md 10) 
(4) Pensioas llld Oda• ACIUarial Liabilities (Nate 19) $2.,161,377 
(5) Otber Nan-Federal (Cio¥ernmental) Liabilities (Note 17) 1,141.170 

c. Total LlabUltlel Not Cowred BJ lllldpCary ..._,.. 

6. 	 Total LiabWtill Sll,318,351 

NET POSmON (Note 20 ud JR) 

7. 	 a.luas: 
L Unexpended Approprimliou $60,976,097 
b. 	Invested Capitel 312,395,614 
c. Cumulative Raults ofOpenlioas (12,421) 
cl. Other 56,321 
c. 	Future Funding Requirements (3,310,247) 
f. Total Net Palitiom $440,105,441 

8. 	 Total LIU..._ ud Net PolltlM 

T.. acco•pa•yiq •••an•• latepal put oltbae ...._... 
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l>epartlMBtofDefeue 
Departm•t ortJae N•.y 
SUtemeat ofOpen~•Hd Claaaa• la Net Politioa 
For tllle Period Eaded Septeaber JO. 1'96 
(TltoU8lldl) 

REVENUES AND FINANCING SOURCES 

1. 	 Appropriated Capital Used $56,535,616 
2. 	 Revenues from Sales ofGoods llMI Services 

a. To the Public: 54,471 
b. 	 lmrqovemmental 6,645,111 

3. 	 Interest and Penallies, Non-Federal 616 
4. 	 Interest, Federal 510 
5. 	 Taxes (Note 21) 
6. 	 Olher Revenues 1nd Financ:ing Sources (Note 22) 4,426 
7. 	 Leu: Taxes md Receipts Tnnsfemd to 


the Treasury or Other Aaencies 

a. 	 Total a...... a11d Filluciaa Soarces $63,241,604 

EXPENSES 

9. Program or Opentina Expenses (Note 23) $56,466,260 
10. 	Cost ofGoods Sold (Note 24) 

L To the Public 48,515 
b. 	lnngovemmental 6,672,509 

11. 	Depreciation and Amortization 176 
12. Bid Debes 1nd Writeotfs 71,600 
13. Interest 

a. 	Federal Financing 8ankfI'reuury Bonowiag 
b. 	 Federal Securities 
c. 	Olher 237 

14. Other Expenses (Note 25) 
15. Total Espeue1 $63,266.297 

16. 	Excess (Sbonage) ofRevenues and 
Financina Sources Over Total Expenses 
Before Extraordinary Items ($24,693) 

17. Plus (MinUJ) Extnordhwy Items (Note 26) 
18. 	Excess (Shortqe) ofRevenues IDd 

Financing Sourcea Over Total Expenses ($24,693) 

Tia• accompuylaa aotes are u illtearal part of tlllese stateaeoa. 
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l>eputant .,.,.... 

l>eputlluteltM NMJ 
Stateamt ofOpera..._ ud a...- i. Net PositlH 
For tile Period E9Cled Septeaber 31, HM 
('l'llHluds) 

EXPENSES, Coatia•ed 

19. Net Politiola. Besillmna Ba1aace. u Pnriouly Stated $443,232,471 
20. Adjustments (Nore 27) (I) 
21. Net Posidaa, BePminc BalaDce, u Ralafed $443,232,470 
22. 	Excess (Sbollap) of Rev.. aacl 

Fiunciq Sources OYs Teal Expenw (24,693) 
23. Plus (Miam) Non Opemdaa Q-aa (Nole 28) (3,102.336) 
24. Net POlltloll. EDdilll Bala11ce 

Tile accoapaayins ..._an•• illtearal part ort11..m..._a. 
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Deputmut ot.,.,_.. 
Dep.re-t ottlae N•VJ' 

Slatem•t elCull ...... (bdireet M9tliod) 

For tlae Period Elllitlll Septealler ll, ltH (Re¥OIYiq h•Ollly) 

('l'llnsHdl) 

CASH FLOWS FROM OPERATING ACTIVlTIES 

1. 	Excat (Sborlap) ofRevenues llld Finmlc:ma 

Samas Over T-1 Expema 
 so 

Acijuslmenas affecdDs Cub Flow: 
2. Appu4aimld c.pilal Used 
3. Decnue (lnc:leale) ill ACCOllllll Receivable (511,597) 
4. Decnue (IDcrease) ID Odler A1uts 
S. 	 lncreue (Dec:rcase) ID ACCOllllll Payable 21,673 
6. 	lncreue (Decnue) in Olber Liabilities 
7. 	Deprec:iadon llld AmortimioD 
I. Odler Unfunded Expema 
9. 	Other Adjulllnmls 
10. Total AdjUllmelltl ($489,924) 

11. Net Cub Provided (Used) by Opcnlina Activities ($489,924) 

CASH FLOWS FROM INVESTING ACTIVlTIES 

12. Sale ofProperty, Pllllt and Equipment 
13. Pun:bue ofProperly, Piiat llld Equipment 
14. Sale ofSecurides 
IS. Pun:bue ofSecurilia 
16. Collection ofLoam Receivable 
17. Creation ofLoans Rec:emble 
II. Odler lnvestia& Cub Provided (Used) 

19. Net Casb Provided (Used) by lnvestiq Activities so 

CASH FLOWS FROM l'INANCING AcnvrrlES 

20. Approprialions (Cummt Wamats) Sl,024,220 
21. Add: 

•. 	llestorations 
b. Transfen ofCash 6om Othen 

22. 	Deduct: 
L Withdrawals 954,357 
b. 	Tnnsfen ofCash to Olhen 

23. Net Appropriations $69,163 

Tbe accomp11a7181 DOtes are•• latesral part olt1111e ......._.., 

so 
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.,.,_....._. oltM N•YJ 

s ........ to1c..11....,. (IUJnca Metad> 

For tM Period Eadelll SeplHaMr 30, ltH (llnel¥i.. F••dl 0.ly) 

(1'1a-....) 

CASH n.ows FROM Jl'INANCING A.cnvrrms, Co•daud 
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24. Bamnrina &om the Public 
25. 	llepa,mm11 on Loas ID dae Public 
26. 	Bouowiq &om dae Trwwy wl die Federal finlacina Bmk 
27. 	llepa,mm11 on Loas &om die Treasury llld dae Federal 


Filllaciq Biiiie 

21. Odaer Borrowiap met llepaymm11 

29. Net Cub Provided (Used) by Financiq Activities $69,163 

30. Net Cuh Provided (Used) by Openliq. 
Investing IDd Finuacina Activities (S420,061) 

31. 	Fund BaJaace with Treuury, Cub. ad 
Fcnip Currency, Bepmina 2,266,133 

32. 	Fund Balance wi1b Treasury, Cub. md 
Foreip Curreacy, Endiq Sl,146,072 

Supple...tal Dilclosun olCull Flow laror.atioa: 

33. Total Interest Paid 

Sap,.._tal Sclledule of Flu11Cilll _. ......... A.dlYlty: 


34. Property IDd Equipmmt Acquired Under 
C1pital Leue Oblipdoas so 

35. Property Acquired Uadllr 1.oq.Term Finlncing 

Arnnaements so 
36. 	Odaer Excbanps olNOll-CMb Assets or Liabilities 

TU accompaayiDI Htel an aa i•tesral part ortlt.. ltll..._tl. 
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Footnotes 

Notc I. Spm••Q' ofSlpifiqpt Accppptipf pg1icjce 

A. Bull of Praeatatioa: 

These financial statements have been prepared to report the financial position and results of 
operations of the Department ofthe Navy, as mauired by the ChiefFinancial Officers Act of 
1990 expanded by the GovemmcntManagementRefonn Act of 1994 (Public Law 103-356), and 
other appropriate lqislation. This report encompasses the financial activities of both the U.S. 
Navy and the U.S. Marine Corps beniD iefcmd to as the Dcputmcat oftbe Navy. The financial 
statements are pRplNd from the boob and records of the Department in accordance with 
llclim1mmt ofDefense Qujdmg QQ Fgng and Cgntc;nt offjnanc:jel $tatcmcnts for Fjpl Year 
I996 fjnans;jal ActjyilJ (as adopted &om the Office ofMl1l8pllllllt and Bwlaet Bulletin 
No.94-0 I, "Form and Contmt ofAplJl:y Fiaaacial Statements; and subsequent issues. These 
statements, therd"oJe, are clift'erent &om the financial reports, also JRPlfecl for the Department of 
the Navy pursuant to Office ofMmapment and Budaet cliNctives, tbat are used to monitor and 
con1rOl the Department ofthe Navy's use ofbudgetary resoun:es. · 

The Chief Financial Officers Act requires that the Department ofthe Navy issue consolidated 
principal financial statements with notes for all departmental fiDMls that they manage. These 
statements are (1) Swement ofFinlncial Position, and (2) Statement ofOperations and Changes 
in Net Position. A Statement ofCub Flows is also n1Quireei and provided for the revolving fund. 

B. Reportia1 Eatit)': 

The Department ofthe Navy was mated on April 30, 1798 by an ace ofCongress (I Stat. 533; 5 
U.S.C. 411-12). The Marine Corps and the Navy joined as the Deparlment ofthe Navy by an act 
ofCongress on July 11, 1798. The overall mission ofthe Department of the Navy is to orpni7.e, 
train, and equip forces to deter aggression and, ifnecessary, defeat aggressors of the United 
States and its allies. 

Fiscal year 1996 was the first year that the Department of the Navy has prepared and had audited 
financial statements for all its departmental managed fiDMls as mtuired by the ChiefFinancial 
Officers Act and the Government Management Refonn Act The Trust and Management fiDMls 
which were previously ieported separately, are also incorporated into these consolidated Chief 
Financial Officers Act financial statements. 

The accompanying financial statements account for all funds for which tbe Department oftbe 
Navy is responsible except that information relative to classified assets, programs, and operations 
has been excluded from the statements or otherwise agrepted and reported in such a manner 
that it is no longer classified. The financial statements are praentecl on the accrual basis of 
accountiq as required by the Department ofDefense accounting policies. Financial statements 
and reports are prepared by the Defense Finance mi Accountin& Service - Clevelmi Center, 
based upon data provided by financial ~ systems and specialized data calls. 
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The !ltt<!lmlS used to prepare die principal 5tatemenll are clasai&d u emity/aon-entity and by 
type of fund. EDlity ICCOUDIS c:onsist of resoun:ea tbat the qem:y bu tbe IUlbority to decide 
bow to use. or where lllllDlgcment is legally obliaated to use funds to meet entity obligations. 
NOD-altity ICCOUD1I are assets chat are held by an endty but are not available for use in 
opendoas. 

Geaenlftmdl 
17X0380 Couta1 Defeme AugmeucaWJll. Navy 
17 0380 Couta1 Defeme AqrnemtioD. Navy, (fiscal year) 
17 0703 Family BCJUSiDa, Navy and Marine Corps (fiscal year) 
17 1105 Mili1uy Penoanel, Marine Corps (fiscal year) 
17 1106 Operalion and Maintcnanre, Marine Corps (fiscal year) 
17 1107 Operation and Mwintenanre. Marine Corps Reserve (fiscal year) 
17 1108 Reserve Penoanel, Marine Corps (fiscal year) 
171109 ~Marine Corpa (fiscal year) 
17 120.S Milir.uy Construction, Navy (fiscal year) 
171235 Mililuy O>asu1M:cion. Naval Reserve (fiscal year) 
17X1236 Paym111&1 to ICabo'OJawe &land Conveyance, Remedialion, and 

Environmmal Raronlion Fund, Navy 
17X1319 Raearch, Developmem, Test and Evalualioa, Navy 
171319 Research. Developmem, Test, and Evaluation, Navy (fiscal year) 
17 1405 Reserve Penonnel, Navy (fiscal year) 
17 1453 Mili1uy Penmmcl. Navy (fiscal year) 
17 1506 Aimaft ~ Navy (fiscal year) 
171507 Weapom Procuremeal. Navy (fiscal year) 
17 1S08 Proc:uremeot of .A!D!Dlmitinn, Navy and Marine Corps (fiscal year) 
17X1611 Sbipbuildq and Conversion, Navy 
17 1611 Shipbuildiag and Conversion, Navy (fiscal year) 
17 1804 Operation and Mainhmanre, Navy (fiscal year) 
17 1806 Operalion and M•imenanre, Navy Reserve (fiscal year) 
171810 Other Proc:uremeot, Navy (fiscal year) 
17X3980 Navy Manqemeot Fund 

RevolTlns funds 
17X4557 National Defense Sealift fund, Navy 

17 4557 National Defense Sealift Fund. Navy (fiscal year) 


Trust funds 
17X8008 Office of Naval Records and History fuad 
17X8423 Midsbipmen's Store, United Stares Naval .Academy 
17X8716 Department of die Navy General Gift Fund 
17X8723 Ship's Stores Protiu, tbe Navy 
17X8730 United Stares Naval Academy Museum Fund 

56 


85 


http:Milir.uy


Append.ix B. NAS Report, "Department of the Navy Fiscal Year 1996 Annual Financial 
Report: Report on Auditor's Opinion" 

Footnotes 

1'rult funds (cont'd) 
l 7X8733 United States Naval Academy General Gift Fund 

Special funds 
17X5095 Wildlife· r---.:.....,_ ..........,erc.,&•-;,-•IUIUlllll, ua;..._, 11~-.:.-- Navy 
17XS185 ICabo'Olawe Island Conveyaace, Remediation,, and Environmental 

Restoration fund. Navy 

Non Entity Accmmts 


Special funds (Receipt AmMmtl) 

17 3041 Recoveries under die Foreip Military Sala Proanms 

17 3210 Gemaal Fund propaielary Receipa, Dcfeme Military, Not Ocberwise 


Classified 

17F3875 Budpt Cleariq Account (Suspeme) 

17F3878 Budget Clearing Account (Depolill) 

17F3879 Uadisttibufed and Letter of Credit Difti"'-ai-ences- (Suspense) 

17F3880 Unavailable Cbect c.ceuatiom and Ovapayme1111 (Suspense) 


Special fundl 
17X3885 Uadist:ributed latta-Ooveuu•eoral Paymem, Navy 
17X9082 

Deposit funds 
17X6001 Proceeds of Sales of Lost, Abandoned, or Unclaimed Personal Property, 

Navy 
17X6002 Personal funds of Decased, Menially IDcCJmpefeDI or Missing 

Penonml, Navy 
17X6025 Pay of die Navy, Deposit Fund 
17X6026 Pay of die Maris Corpa, Deposit Fund 
17X6050 Employees Payroll AllotmeDI Accounla CU.S. Bonds) 
17X6075 Witbbcld Alloanem of Compemation for paymeal of Employee 

OrpaizalioD dues, Navy 
17X6083 Witbbcld Alloanem of eompensalion &om Charitable Contributions 

Navy 
17X6134 Amounts Witbbcld for Civilian Pay Allotmenu, Navy 
17X6275 Witbbcld State and Local Taxes 
17X6434 Servicemen's Group Life Insurance Fund, Suspense, Navy 
17X6705 Civilian Employees Allotmem Accoum. Navy 
17X6706 Commacial Communication Service, Navy 
17X6763 Gains and Deficiencies on Exchange Tnmactions, Navy (fiscal year) 
17X6850 Housing Renrals, Navy 
17X6875 SUspcnse 
17X6999 

llllra-Budgewy Tramactiom-Tnut Funds National Defense 

Accounts Payable, Check Issue Underdrafts, Navy 
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C. Budgets and Budcetary Aecountin1: 

The Assistam Secretary of the Navy (Financial Management and Comptroller) is responsible 
for directing the Department of the Navy's budget and monitorinc its execution against funds 
appropriated by Congress. Funds are distribwed by appropriation directors through major 
commands to activities responsible for accomplishing the diverse missions for which the 
Department of the Navy is responsible. As missions are performed, activities repon 
obligations and disbursemeDls against the applicable appropriations. 

The Department of the Navy funds are divided into various types, i.e. paeral, revolving, 
trust, special, deposit and receipt mots. Tbese ICM'na are used to fund and report how 
the resources have been used in die counc of execudna die Department of die Navy's 
missions. 

General fund accounts are used to record the amounts appropriated by Congress and the financial 
1ransactions utilizing the fimds. The Department ofthe Navy manages 24 general fund accounts: 
nine are funded by current year appropriations, 10 are funded by multi-year appropriations, and 
five are funded by no-year appropriations (appropriation which is available for incurring 
obligations until exhausted). Cunent year appropriations received budget authority ofS49,770 
million in fiscal year 1996. Multi-year appropriations received budget authority of$26,621 
million, and no-year appropriations ieceived $25 million. Within the General funds there is a 
management fund account, Navy Management Fund, which is a working fund account authorized 
by law to facilitate accowiting for administrating intra-governmental activities other than 
business-type operations. In accordance with the CFO Act (Public Law 101-S76) and prior audit 
findings, a DoD Comptroller memorandum of 17 June 1994 requested that the Navy 
Management Fund be closed for new reimbursement earnings as ofOctober 1, 1996. 

Revolving fund accounts arc funds autbori7.cd by specific provisions of law to fioaDce a 
continuing cycle of operations in which expenditures generate receipts and the receipts are 
available for expenditure without fbrtber action by Congress. 

Trust fund accounts are used to record the receipt md expenditure of funds held in trust by the 
government for use in carrying out specific pmposes or programs in accordance with the tenns of 
a donor, trust agreement, or statute. Trust accounts include funds collected through gifts and 
bequests, assets held for particular purposes and interest earned in investments. The Department 
of the Navy maintains six trust fund accoWlt5. 

Special fund accounts for receipts are credited with collections from specific sources that can 
only be used in accordance with specific provisions oflaw. The Department of the Navy 
maintains two special fund accounts. 

Deposit fund accounts generally are used to 1) bold assets whose distribution awaits legal 
determination or for which the Department of the Navy acts u agent or custodian, and 2) account 
for unidentified remittances. The Department of the Navy expressly requires all check 
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collections to pass under the immediate control ofone of these deposit funds upon receipt, 
regardless ofsource. ifthe ultimate recipient is unknown. The Department of the Navy 
maintaim 16 deposit funds. 

Receipt accoUDIS ue used to caregoril.e collections or receipts. Receipts ue ..Available" or 
"Unavailable," meaninc ID agency may or may not spend its coUectiom depending upon 
Congressional decisions made durina the appropriation process. Dwin8 fiscal year 1996, the 

·Department of the Navy maimined six special fund receipt ICCOUlllS and internally processed 
their activities using the pseudo account number reference "17 0002. • 

D. Buis of Accountlna: 

Transactions are generally recorded on ID accrual buis and a budgetary basis with one 
exception. the Navy Managemem Fund. Under the accrual method, revenues are recogni1.ed 
when earned and expemes are recopil.ed wbcn a liability is incurred, without regard to the 
actual receipt or paymcot of cash. Budgetary ICC-Ol•nting is accomplisbed through unique 
general ledger accoum to facilitate the Department of the Navy's compliance in meeting both 
legal and iDternal comrol requiremeDIS associated with the use of federal funds. The Navy 
Management Fund transactions are recorded on the cash basis; that is, expenditures and receipts 
are recorded from the Centralized Expenditure and Reimbursement Processina Reports. All 
funds' cash basis are reconciled monthly with the Treasury balance. 

The Department of the Navy's ClUef Financial Officers N;r. financial statements are prepared 
from a consolidation of ICCOUDting information reported from Dlltiple field level ICCOUDting 
sysrems as well as dcpanmenral level data input by the Defense Finance and Accounliag 
Service - Cleveland Center. At this time, this consolidated ICCOUDting data is maintained in 
the Navy Headquarters Financial System departmcntal general ledger located at the Naval 
Computer and Telecommunications Command, Washington Center. 

Gencnl ledger account balaaces have been verified to the year-end departmelllal budget 
execution and expenditure reports. Budget execution reports are prepared from activity 
reports that are certified for accuracy and completm:ss by activity commanders. Olher 
methods, to include feeder repons and logistic data calls, must be used to verify the accuracy 
of general ledger balances in those iDstm:es where budget execution and expenditure reports 
do not contain the particular information. for example, "Property, Plant and Equipment." 

E. Revenues aad Otlaer Fiaaacia& Sources: 

The Department of the Navy receives the majority offunding required to support its programs 
through Congressional appropriations. A financing source, "Appropriated Capital Used, .. is 
recognized each fiscal year to the extent that appropriated funds have been conswned. Purchases 
ofcapital items and accruals ofunfimded liabilities are excluded from the .. Appropriated Capital 
Used .. account. Appropriations may also be supplemented, when autborized, by revenues 
generated by sales ofgoods or services through a reimbursable order process. Revenue is 
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rec:opmd to the extent tbe mrenue is payable to the Department ofthe Navy ftom other federal 
qencies and the public u a iesult ofcosts incuned or services ped'onned on their behalf. 
Revenue is recognized wbm eamed under the reimbursable proc:esa. 

Other revenues and financina sources include the donated revenue and inventory and other 
gains. Donations to the Deputment ofthe Navy me rec:ogni7.ed u a financial source upon 
acceptance ofthe donated asset. Revenue is recorded for the value ofthe increase to the asset 
account. 

F. Accouatiq for Jatn-Gwenmaeatal ActlYtdel: 

The Department ofthe Navy, as an apncy ofthe federal aovemmem, intaacts with and is 
dependent upon the financial activities ofthe Depanment ofDefense and the federal government 
as a whole. Tberefole, these financial statements do not ret1ect the results ofall financial 
decisions applicable to the Department ofthe Navy as though the agency were a stand-alone 
entity. 

1. The Department ofthe Navy's pmportionlte share ofpublic debt and related expenses 
ofthe fedaal govemment me not included. Debt issued by 1be federal aovemmeat and the 
related interests COl18 me not appartionecl to federal qencies. The Department's financial 
statements, thaefcn, do not ieport any portion ofthe public debt or interest thenoa, nor do the 
statements report the source ofpublic financina whether ftom issuance ofdebt or tax revenues. 

2. Financina for the construclion oftbe Department ofDefense Cacilities is obtained 
through appropriations. To tbe extent this financing may have been ultimately obtained through 
the issuance ofpublic debt, interest costs have not been capitalized since the Treasmy does not 
allocate interest costs to the benefi1iq apncies. 

3. The Department's civilian employees participate in the Civil Service Retirement 
System and Federal Employees RctiJement System, while military personnel are covered by the 
Military Retirement System. Additionally, employees and personnel also have varying covenee 
under Social Security. The Department fimcls a portion ofand discloses the assets or actuarial 
data on the accumulated plan benefits or unfunded pension liabilities of its employees. 

Reporting pension benefits under these retirement systems is the responsibility of the Office of 
Personnel Management for the Civil Service Retirement System and the Federal Employees 
Retirement System and tbe Department ofDefense for the Military Retirement System. In fiscal 
year 1996, the Department contributed the following amounts to the Jetirement plans and Social 
Security: 

(m thousands) 
Civil Service Retirement System $361,602 
Federal Employees Rctimncnt System 428,911 
Military Retirement System 2,986,306 
Social Security 265 856 

$4042.675 
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The Department also contributed $146.6 million to the Federal Employees Retirement System 
Thrift Savinp Plan on behalfofits participating employees. 

4. Most lepl actions, other than contract claims, to which the Department of the Navy 
may be a named party are cowred by the provisions of tbe Federal Tort Claims Act and the 
provisions ofChapter 163 ofTitle 10, United States Code, governing military claims. Either 
because payments under these statutes are limited to amounts well below the threshold of 
materiality for claims payable from the Department of tbe Navy's appropriations or because 
payments will be from the permanent. indefinite appropriation "Claims, Judgments, and Relief 
Acts" (Judgment Fund), these lepl actions should not materially affect the Department of the 
Navy's operations or financial condition. 

S. In fiscal year 1996, the Navy sold assets to foreip governments under the provisions 
ofthe Arms Export Control Act of 1976. Under provisions ofthe Act, the Department ofthe 
Navy bas authority to sell defense articles IDd .-vices to foreip countries, aencrallY at no profit 
or loss to the U.S. Gove.rnmem. Customen 11e nquiled to mike payments in advance to trust 
funds maintained by the Department ofthe Treasury from which the Military Services are 
reimbursed for the cost ofadministerina IDd executiq the sales. In fiscal year 1996, the 
Department of the Navy received reimbursements ofS721 million for assds and services sold 
under the Foreign Military Sales program. 

G. Funds with the U.S. Treasury ud Cub: 

Tbe Depanment of the Navy's ftmdina resources are maintained in Tieuury receipt and 
expendkwe ICC"''""· Tbe accouat •fund Baluce with Treasury• repreaems tbe agrepre of 
all the Department of the Navy appropriations. The Department of the Navy is an apnt for 
the Depanment of the Tieuury for cub on band. AJ of September 30, 1996, the Department 
of the Navy bad $64.8 billion in Fund Balance with Tiasury. 

B. Foreip Currency: 

The Department of tbe Navy conducts a sipific:ant portion ofits operations overseas.. Gains and 
losses from foreip cunency uansactions for four general fund appropriations (Operation and 
Maintenance, Military Construction, Family Housina Operation ad Maintenance, and Family 
Housing Conslrudion) are recognizecl and reported in tbe statement ofoperations. The gains or 
losses are computed as the variance between the current exc:hanp rate at the date ofpayment and 
a budget rate established at the beginning ofthe fiscal year. In fiscal year 1996, the Department 
recognized a net loss ofS23S.3 million due to foreip cunency transactions for the four 
appropriations. Similar pins and losses for other appropriations are not recognized in the 
Statement ofOperations. They are absorbed by bwlaetary transactions in which obligations are 
increased or decreased to reflect foreign currency fluctuations. 
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I. Aceouats Receivable: 


As presented in the Consolidated Statement ofFinancial Position, Accounts Receivable includes 

accounts, claims, and refunds receivable and advance payments to other entities. 

(in Thousands) 
Total 

Diyjsion Amgunt alJgwan" .lia 
Accounts Receivable 

Government $2,045,085 so $2,045,085 
Public 4,412,759 78,583 4,334,176 

Refunds 0 0 0 
Claims D D D 
Total Sfi~SZ B~ SZB.Sl3 S6 322 261 

Allowances for uncollectible accounts are based upon analysis ofcollection experience by fund 
type. During fiscal year 1996, the Department wrote offapproximately $78.6 million in 
uncollectible receivables. 

J. Loam Receivable: 

Not applicable 

K. laventoriel: 

Inventories, includina operating supplies and noncomnrnab\e items, are valued at latest 
acquisition cost as required by the Department ofDefense accounting policies. Generally, these 
prices are based on prices paid for recently acquired items plus appropriate surcharges. No gains 
or losses are recogni7.ed in the Consolidated Statement ofOperations as a result ofchanges in 
valuation for operating materials and supplies. Such changes are reflected in the asset valuations 
and related invested capital as reported in the Statement ofFinancial Position. 

Investments in U.S. Government Seauities: 

Investments in U.S. government securities are reported by the Department of the Navy Trust 
funds at cost, net ofunamortized pmniwns or discounts. Premiums or discounts are amortized 
into interest income over the term ofthe investment. The Department of the Navy reported S7 .83 
million in investments. It is the intent of the Department of the Navy to bold its trust fund 
investments to maturity unless they are needed to finance claims or otherwise sustain operations. 
Therefore, no provisions are made for unrealized gains or losses on these securities. 

M. Property, Plut and Equipment: 

Property, plant, and equipment consists of tangible assets, including land, that must have 
estimated useful lives of2 years or more and meet the threshold requirements as required by the 
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Department ofDefense. All fixed assets, includina land held in public domain, are valued at 
acquisition cost. Acquisition cost includes such costs u: purcbue price, broker's commissions, 
fees for cxaminina and recording the tide, surveyina, razing and removal costs (less salvage 
proceeds) ofstructures on the land, transportadon, bandlina and storage, activity, interest. 
preparation, labor, ensineerina, appropriate share ofthe cost ofequipment and facilities used in 
construction, inspections, supervision, lepl recording fees, and other related costs ofobtaining 
the property. When the acquisition cost can not be cletennined, fair market value at the time of 
acquisition is used. 

The various criteria used to establisb the fair market value are: 

L Cash realizled in transactions involvina the same or similar assets, 
b. Quoted market prices, 
c. Fair market value ofother assets or services received in exchange ofproperty, or 
d. Independent appraisals. 

Current Department ofDefense fimmclal capitalization policy requires that assets previously 
capitalized at lower thresbolcts.Sl,000 prior to FY IS; $5,000 from FY 85-91; $15,000 &om FY 
92-93; SlS,000 in FY 94; SS0,000 in FY 95; and $100,000 in FY 96 to remain in the accounts 
after the threshold is raised. 

No gains or losses were rccopi7.ed in the Statement ofOperations for revaluation changes and/or 
loss ofequipmenL Howewr, the assets and related investment .ccounts retlect both pricing and 
value changes based on periodic updates to the pneral ledger. Depnciation is recorded for 
assets fiM!!CWI by trust Nnd activities, but not for assets financed by pneral fund appropriations. 
Routine maintenance and repair costs arc expensed when incurred.. 

Real property comprising land md facilities arc valued at cost. Buildinp are capitali7.ed when 
coastnK:ted or at the date ofacquisition. 

N. Prepaid aad Deferre.t Claargea: 

Payments in advance ofthe receipt ofgoods and services are recorded u prepaid cbarps at the 
time ofprepayment md rccopized as expenditures/expenses when the related goods and 
services are received. 

Cash advances to the Navy Management Fund will be accounted for as uneamed revenue and 
will be used to finance operations in the interim between the time expenditures are made and 
reimbursements are obtained &om bencfitina appropriations. Activities advancing funds will 
record the advance as an asset and retain obliptional authority for these funds. 

0. Leases: 

As ofSeptember 30, 1996 the Department of the Navy wu committed to numerous annual 
opemtina leases and rental agreemems. 
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The Oepartmc:nt owns substantially all of the facilities and real property used in its domestic 
operations. Capital assets overseas are purchased with appropriated funds, however, tide is 
retained by the host CO\Ultry. 

P. Coatingeacies: 

At any given time, the Deparlment ofthe Navy may be a party to various legal and 
administrative actions and claims brought against it. These relate primarily to tort claims 
resultina from aircraft, ship, and vehicle accidents, medical malpractice, property and 
environmental damages resulting from Departmental activities, and contract disputes. 

Most legal actions, other than contract claims, to which the Depmtment ofthe Navy may be a 
named party are covered by the provisions ofthe Federal Tort Claims Act and the provisions of 
Chapter 163 ofTide 10, United States Code, aoveming military claims. Eitbe:r because 
payments Wlder these statutes are limited to amounts well below the threshold ofmateriality for 
claims payable from the Department's appropriations or because payments will be from the 
permanent, indefinite appropriation "Claims, Judgments, and ReliefActs" (the Judgment fund), 
these legal actions should not materially affect the Department's operations or financial 
condition. 

The Department is subject to various asserted contract claims for over $100 million which total 
approximately $5,107 million u ofSeptember 30, 1996. These claims arc in various phases 
ranging from investigation to appeal. While no opinion bas been expressed regarding specific 
claims• likely outcome or possible associated loss, experience indicates that many such claims 
arc settled for less than claimed, dismissed altogether, or the possibility of the contingency 
materializing is remote. 

As of September 30, 1996, the Department ofthe Navy or its components were a party to 
approximately 650 contract appeals before the Armed Services Board ofContract Appeals. Total 
value of these appeals wu approximately S 1,250 million. According to management, 
approximately 80% ofappeals are successtUlly defended by the Department. In fiscal year 1996, 
contractors recovered about $370 million from resolved claims. Such claims are funded 
primarily from Department appiopriations. 

Liabilities for the Department ofthe Navy's Environmental Program are comprised ofcleanup 
costs at Navy installations. 1bis estimated environmental requirement includes environmental 
restoration efforts and environmental costs at Base Realignment and Closure sites. The possible 
fiscal year 1997 cost to completion for these etforts totals $7,082 million. The Department of the 
Navy resources for these requirements in the Base Realignment and Closure and the 
Environmental Restoration, Navy accounts. 

Q. Accrued Leave: 

Civilian annual leave is earned and the accrued amounts are reduced as leave is taken. The 
balances for annual leave at the end of the fiscal year reflect current pay rates for the leave that is 
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earned but not taken. Sick and other types ofnon-vested leave are expensed as taken. Each year. 
the balance in the accrued annual leave account is adjusted to reflect current pay rates. Accrued 
leave for the Navy is recorded in this business area through automatic postings from the Defense 
Business Manqement System. 

R. Net Poaidoa: 

Net Position consists ofunexpended appropriations, invested capital, donations, and cwnulative 
results ofoperations. Unexpended appropriations represent amounts ofauthority which are 
unobligated and have not been rescinded or withdrawn and amounts obligated but for which 
neither legal liabilities for payments have been incurred nor actual payments made. The total 
department equity is shown as $440.1 billion. 

Invested capital, as presented in the consolidated Statement ofFinancial Position, represents the 
value of the Department's capital assets which consists ofproperty, plant and equipment and 
inventory not held for sale. The donated capital and trust fund balances have been included in 
invested capital. 

Cumulative results ofoperations for workina capital funds represent the excess ofrevenues over 
expenses since fund inception, less refunds to customers and returns to the U.S. Treasury. 

S. Aircraft/Ship Crashes: 

An operating loss of$805 million has been recogniz.ed in fiscal year 1996 for aircraft/ships 
which were either destroyed or damaged beyond repair due to aviation/navigation mishaps. The 
loss represents the book value at unit cost ofthose aircraft/ships that were either destroyed or 
damaged. No loss has been separately recognized for ain:raftlships which were damaged by 
accidents but were repairable. Costs associated with repair ofsuch aircraft/ships are recorded as 
operating expenses and generally funded from operation and maintenance appropriations. 

T. Treaties for Use ofForeip Bases: 

The Department of the Navy bas the use ofland. buildings. and other facilities which are located 
overseas and have been obtained through various international treaties and agreements negotiated 
by the Department ofState. Generally, treaty terms allow the Department of the Navy continued 
use of these properties until the treaties expire. Capital investments in buildings. runways, 
aircraft shelters. and other facilities located on the overseas bases are capitalized. As of 
September 30, 1996, the Department of the Navy has not financed the cost values ofbuildings 
and facilities located in foreign countries. These fixed assets are subject to loss in the event the 
treaties are not renewed or other agreements are not reached which allow for the continued use 
by the Department of the Navy. In the event these treaties or agreements are tenninated, losses 
will be recorded for the value of nonretrievable capital assets. 
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U. CoapuadYe Data: 

Comparalive data for the prior year has not been presented because dlis is the fint year for which 
finarWal statements for the total Department ofthe Navy manapd finis have been prepated. In 
fUturc years. comparative data will be presented in order to provide ID understanding ofchanges 
in financial position and operations ofthe Department ofthe Navy reporting activities and the 
Department ofDefense. 

v. Oda• Liabilitils: 

• Undelivered Orden: 

The Department of the Navy activities me oblipted for aoocls which have been ordered but not 
yet received (undelivered orders). Al ofSeptember 30, 1996 undelivered orders amounted to 
$4S billion. 

• Aceoaatl Payable: 

Accounts payable for 1oocls and .-vices are aenerally recopized upon receipt of• receiving 
report providing aotific:llion ofacceprance ofgoods or .vices. 

• Accnltd Payroll ad Beaefhl: 

Accrued payroll and benefits aepresents civilian and military payroll and benefits eamed but not 
paid u of the end ofthe m:ountin& month. The amount is accrued in the financial statements as 
a non-federal liability. Fiscal year 1996 amounts accrued for civilian and military personnel 
wae $125.2 million and $531.2 million respectively. Accrued Payroll and Benefits includes 
seve:nmcc pay and sepntion allowances in the llllOUDt of $405.9 million. 
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Nptc 2. Fgnd Belancn Pith TrcuaQ' 

A. Bllliaeu Operatiom Fad (USD(C)) aad All Otlaer Funds and Accounts: 

Entitt Assets 

Trust 
f.lllldl 

Revolvill1 
EllDda 

A~ 
priatecl 
Ellllda 

Other 
Fund 
~ I'2t&I 

Unobligated Balance Available: 
Available $14.114 $462,614 Sl2,27S,950 $40,Sl2 $12.793,260
Restricted 2.163,793 2.163,793

Rcseive For Anticipated
Resources (11,121) 372.032 360,211
Oblipted (but not expensed) (16,239) l,39S.279 41.100,196 S,067 49,414,303
Unt'UDded Contract Authority 
Unused Bonowiq Authority 

Treasury Balance (S2,12S) Sl,146,072 S62z91 l,971 $4S,649 S64,IOl,S67 

B. Buaineu Operatiom Fund Activitiea Below (USD(C)) Level: 

Fiiftda COii@ Funds DiahlliHd 

Beginning Balance $0 $0 
Transfers ofCash to Otben 
Transfers ofCash from Others 
Funds Collected 
Funds Disbursed 
Ending Balance so so 

C. All Fuad1 aad Accoaatl: 

ftmds COllcc;tcd F1mds DisblliSed 

Beginning Balance $1,028,207 so 
Funds Collected 311,695
Funds Disbursed 1.912.527 
Ending Balance $1.339,902 Sl.912.527 

D. Other lnlormadoa: The Trust Funds have a ($16,239) thousand obligated but not expensed 
balance as a result of3 unprocessed documents which total S17,100 thousand. 
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Note 3. Cub, Fonip Cg17111c,y apd Other MQ11ctaty Aym 

Non-Entity ApetJi 

A. Cu• $43,075 $65,316
B. Foreip CarTellCf 8,264
C. Otlaer Moaetary Allets: 

(1) Gold 
(2) Special Drawina Riahts 
(3) U.S. Reserves in the Inter

national Monetaiy Fund 
(4) Other 
(S) Total Odm Monetazy Assets 0 0 

D. Total C....Fonip Carrmcy Md 
Other Moutai')' AINU SSl,339 $6SJ16 

E. Other lnformatioa: 

Nate 4. lnycstmcng 

A. latragoverameatal Securities: 

(1) (2) 

Market 
Yalm 

(3) 
Amorti
zation 

M!!thgd 

(4) 
Amortiml 
Praniuml 
(Djou-nunt) 

(S) 

Investment 
Ha 

(1) Marketable S46t so so $461 
(2) Non-Marketable 
Par Value 7,080 (9) 7,071 
(3) Non-Marketable 
Market Based 
Subtotal 7.341 0 (9} 7253~ 

B. Gove11UD•tal Securities: 

(1) 

Cm& 

(2) 

Market 
Yall& 

(3) 
Amorti
zation 

Mt!thnd 

(4) 
Amorti7.ed 
Premium/
<Dissount) 

(S) 

Investment 
Na 

Commercial paper $297 so so $297 
Subtotal im so JS7 so 
Total $7;838 so 'S9l $71829 

C. Other lnformatioa: B. represents short term investments with Nations Bank by 
Midshipmen's Store, U.S. Naval Academy. 
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Note 5.. Augpntl Rcccjyablc. Net 

(1) 
Gross 

Amount 
D= 

(2) 
Allowance 

For Estimated 
Unsgllpblcs 

(3) 

Method 
1IBd 

(4) 

Amount 
DUG 

A. Elltlty Receivables: 
Intrasovemmental Sl.928,010 so Sl.928.010 
Governmental 4,439,432 78,583 Pct. 4,360,849 

B. Noa·Elltity Receivables: 
lntragovemmental $117,075 so Sl 17,075 
Governmental {26,673) (26,673) 

C. Otlaer lafonaatioa: The Department ofthe Navy does not have a Department wide 
allowance for estimated uncollectibles. Usina the Report on Receivables Due ftom the Public, 
the overall Departmeot ofthe Navy allowance was calculated to be 2.5%. In instances where 
historical rates exist, the chart below shows the allowances that wme used. National Defeue 
Sealift Fund, appropriation 4557, bas an Entity Receivable, Governmental balance ofS2.081,109 
thousand. DFAS-CL, OPLOC Charleston, llld Naval Audit Service me working in concert with 
DFAS-HQ to resolve the error. Became the $2,081,109 tbousad is cnoneoualy recorded in 
accounts receivable, no allowance for uncollectibles was calcu1lted apinst this amount. The 
followina recordina is required per GAO audit "'AIMD-96-7(MAR 96)". An additional 
Sl.574.944 thousand cancelled contracts receivables are recorded and maintained by the Defeue 
Debt Manaaement System. 

Appmpriatjon Allowanec 
1453 14.50:% 
1105 3.50 
1106 .01 
1108 4.95 

Negative Governmental Non-Entity Receivables of$26,612 thousand are a result ofcollections 
that have exceeded billinp, and undistributed collections. 

Note 6. Qtbcr fcdcql Qptrapnmmcnt•Q apd Npn-Fcdcral (Ggycnm•tal) Apcb: Not 
applicable 

Notc 7. Lo1p1 apd Lug Guaqptca. Npp-Fcclcnl Boanwcn: Not applicable 
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Footnotel 

Note L Inycatm:J. Net 

(1) 
Inventory 
Amount 

(2) 
Allowance 
Forl.gssn 

(3) 
Inventoey, 

Nm 

(4) 
Valuation 
Metbod 

A. lnveatory Cateaorlel: 
(1) Held for Current Sale S44 so S44 a 
(2) Held in Reserve for Future 

Sale 41,413,657 41,413,657 a 
(3) War Reserve Material 27,418 27,418 a 
(4) Excas, Obsolete and 

Unserviceable 
(5) Held for Repair 

Total 14114411119 so li11441.119 

Valuation method a• Latest Acquisition Cost 

B. Restrictio• •• laveatory UH, Sale, or Dilpolitioa: 

C. a..- lafonmatto.: The data shown in A.(2) IDcl A.(3) is taken &om tbe Supply System 
Inventory Report fortbe period eadina September 30, 1995. The data for the period ending 
September 30, 1996 is not avaiblble until early 1997. The data reported in A.(3) is secondary 
item values only. 

Note 9. Work In Pmm1 

(1) 
Work In 
Process 
Ampunt 

(2) 

Valuation 
Mgtbod 

A. 	Work ia Process: 
In House SS,277 
Contractor 
Other Government Activities 
Government Fumisbed Materials --~-
Total 	 SS12n 

B. Other lnformatioa: 
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Footnotes 

Note JO. Qpcntinr M1tcri1l1 and SuppUn (OM&Sl, Net 

(1) 
OM&S 
Amount 

(2) 
Allowance 
forl.gszs 

(3) 
OM&S, 

lim 

(4) 
Valuation 
Metbod 

A. OM&S Categories: 
(1) Held for Use $27 so $27 
(2) Held in Reserve for 

Future Use 
(3) Excess, Obsolete and 

Unserviceable 
Total $21 so s21 

Valuation method c =Actual Cost 

B. Restrictions on openting materiab and supplies: 

Note 1 1. Stockpile Materials Net: Not applicable 

Note I 2. Seized PmpcdJ: Not applicable 

Note I3. Forfeited PropcdJ. Net; Not applicable 

Note J4. Gooda Hdd Ugdcr Price Support agd Sgbilizatiog Pmcnma· Net: Not applicable 
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Footnotes 

Note IS. ProncrtL PJapt apd Eqpjgmnt, Net 

(I) 
Depre
ciation 
Medal 

(2) 

Service 
Li& 

(3) 

Acquisition 
Yallll 

(4) 

Accwnulated 
DcmFil&iga 

(S) 
Net 

Book 

Yabal O•sscs offixm ASKts 

A. ...... $693,530 so $693,530 B. Stnactune, l'adBd-, 
& Leuebold lmpnwemeaa SL l·S 24,217,068 1,010 24,286,058 C. Military Equipmeat 297,841,881 297,841,888 D. ADP Software 

E. Equipmeat SL 6.10 l,IS7 811 346 F. Auea Under Capital
Leue 

G. Otlaer 9,231,938 9,238,938 B.. Natani Resources 190,000 L CoDICructioa-in-Propwa 811241304 81724.304 Total S34al976188S $t 18~1 134019731064 

190,000 

Dcpm:jation Metbgds Banec pfSmjc;c Life 
SL - Straisht Line 1-S 1 to S years
DD - Doublc-Dccliniq Balance 6.10 6 to 10 years 
SY - Sum ofthe Years' Diaits 11-20 11to20 years
IN • Interest (sinking fund) >20 Over 20 years
PR - Production (activity or use metbod) 

OT· Other (describe) 


Ngtc 16. Debt; Not applicable 
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Footnotes 

Note •7. Otbcr Liahilitia 

A. Other UabWtiel Covered by Badptary a.oarces: 
Non-Current Cumnt 

LilbililX 
1. lntragovemmental 

I.i1bHilX 

(1) Unearned revenue so S7.145 
(2) Miscellaneous 2.343 88.401 
(3) Non-entity AIR. 17,688 371 
(4) Disbursing Officer cash 116,650 
Total $89.936 S212.670 

Imal 

S7.145 
90,752 
18,059 

116,650 
$302.605 

2. Governmental 
(1) Uneamed revenue 
(2) Miscellaneous 
Total 

Non-Cum:nt 
I-ilbililX 

so 

so 

Current 
l.ilbilil! 

(S3,S41) 
43.801 

S40.2S3 

Imai 

(S3,548) 
43,801 

$40.253 

B. Otber lalormadoa: 

C. Otber Liabilities Not Covered by Budgetary Resources: 

I. lntragovcmmeotal 
Cancelled Bqet Authority 

Total 

Non-Current 
LiabililX 

so 
so 

Current 
I.ilbilitt 

so 
so 

Imal 

so 
so 

2. Govemmental 
(1) Cancelled Budget Authority 
(2) Unfimded accrued annual leave 
(3) Unfimded accrued military annual leave 
Total 

Non-Current 
I.i1mlitx 

so 
197,903 

$197,903 

Current 
I.ilbiliSX 

so 

950,961 
$950,967 

Imal 

$0 
197,903 
950,967 

Sl,148,870 

D. Other Jalonutioa: 

Nate JI. I.cues; Not applicable 
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Footnotes 

Note 19. Pep1lom apd Other Actuarial Uabilltia 

Major Propm 	
Actjyjtics 	

(1) 
Actuarial 

Present 


Value of 

Pro"ected 

Plan ;comts 

(2) 

Assumed 
Interest 

Rate(%) 

(3) 

Assets 
Available 

to Pay 
Bencfita 

(4) 

Unfunded 
Actuarial 
Liabilj\y 

A. Pemiom aad Bealtla Plau: so so so 
B. 	W.l'llllCefAaauity 

Pro.....-: 
Workers compensation 7% 0 2,161,377 

Total s£161 s2.161,311 11 -----so"'"" 
C. 	Otber: 

Total so 
 __....,so.. so 
D. Total Una A+B+c: $2,161.)77 
 ___...so._ s;161,J77 

E Other laformatioa: 

Note 20. Net Poaltiq1 

Revolviq 
Euada 

Trust 
EJmda 

Appropriated 
Eimda 

A. 	Unespeaded 
App:trtadons:
(l)U 	 ligatecl, 
L Available $462,614 $2,292 S12,316,S32 $12,781,438 
b. Unavailable (11,821) 3,114,817 3,102,996 

(2)Undelivered Ordas 3,4S4,S91 41,637,072 4S,09l,663 
B. lavested Capital 19,316 382,376,368 382,39S,684 
C. Cumulative Results 

ofOperadou (12,421) (12,421) 
D. 	Other 276 S6,0S2 S6,328 
E. 	Fatare Faadin1 

Requirements {170} {31310107!} s;/113101247)
F. Total $3,90S,384 S9J93 $436,190.764 O,lOS,441 

G. Other laformatioa: The negative balance ofS12,421 thousand in cumulative results of 
operations for Trust Funds pertains to the neptive cumulative results ofoperations in the Navy 
Management Fund. 

Note 21. Taxes; Not applicable 
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Footnotes 

Note 22. Otbgr Bncggca and Fin1gcin1 Sourm 

A. 	Otlaer Revenges ud F'inaacin1 Soarces: 
{ 1) Commissions - Western Union $12 
(2) 	Gain/Loss dairy herd (6) 
(3) 	Annual donations 1,884 
(4) 	New accounts . 41 
(S) 	New facilities 2,477 
(6) Miscellaneous income 
 18 
Total 
 $4.426 

B. Otlaer Iaformatioa: New facilities, line A(S): The Naval Academy Alumni Association and 
Midshipmen Welfare Fund donated Sl,624 thousand to supplement tbe Military Construction 
funds for the consttuction ofthe Visitors Center. The Naval Academy Alumni Association also 
donated $750 thousand for the renovation ofMahan Hall, and the Naval Academy Memorial 
Fund donated $103 thousand to repair the Columbarium. These facilities are accounted for in the 
Operation and Maintenance, Navy appropriation. 

Note n. Propm or O,pcntinc Eipcn•ca 
.lli6 

A. 	Operatillg Expemea by Object Clusification: 
(1) Personnel Services and Benefits $26,482,945 
(2) Travel and T~rtation 1,523,958 
(3) 	Rental, Commumcation and Utilities 902,988 
(4) Printing and Reproduction 49,906 
(5) 	Contractual Services 23,420,870 
(6) 	Supplies and Materials 1,026,411 
(7) Equipment not Capitalized 1,325,230 
(8) 	Grants, Subsidies and Contributions 89,503 
(9) 	Insurance Claims and Indemnities 1,724 
(10) Other {describe): 

(a) 	Capital assets 35,030 
(b) 	Purchased services 647,837 
(c) 	Land and structures 1,797 
(d) 	Other 183~3

(11) Total Expenses by Object Class ss5.6913 
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Footaotes 

Note 21. Pmcnm gc C>Jacmtnr Expcpaa (ggpt'd) 

(I) Ammunition - AU types 
 $102,595 (2 Weapons & mck combat vehicles 
 81,891 (3) Guided Diissiles cl: equipment S0,428 (4) Communicaliom 149,757 (S) Support vehicles 39.SSl (6) Engn>eer and other equipment 105,774 
(7) Spare parts 45,514 
(8) Operations 26,446 
(9) Utilities 34,023 
(10) Leases 11,525 
(11) F~ cumn:y fluctuations 25 
(12) Mmntenance 49,892 
(13) Servicemen's mortpae insunmcc 1 
(14) Unallocated Expense n.296

~ B. Operatbac gs,_... by Pncnm: 

Totals $774.718 

C. Otber lnfonutioa: 

Notc 24. Coat gf C'..ocul1 Sgld 

A. Cost ofServices Sold: 
(1) Beainnin1 Work-in-Process so 
(2) Plus: ~Expenses 6,707,000 
(3) Minus: . Work-in-Process S,277 
(4) Minus: Comp Work for Activity Retention 


Cost of Services Sold 
 $6,701,723 

B. Coat ofGoods Sold hm laveatory (mlnl Latest Acqaiaidoa Coat): 
(1) Beginnin" Invmtory-L.A.C. Sl,620 
(2) Less: Allowance for Umealized Holding Gains (Losses)
(3) Plus: Pun:bases at Cost 18,506 

BeSinmna 
(4) Plus: Customer R.etums - Credit Given 
(S) Plus: DLR Ex.change Credits 
(6) Less: Inventory Losses Realizect 
(7) Less: ~ Inventoiy- L.A.C. 
(8) Plus: Ending Allowance for Unrealized Holdiq Gains (Losses) 
(9) Less: Equity Transfers of~ to Others 825 
(10) Plus: Equity Transfers ofInventory from Others 
(11) Equals: Cost ofGoods Sold from Inventory 
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Footnotes 

Note 24. Cost ofGooda Sold lpant'd) 

C. Cea ofGoom Sold from lavento17 (u1ba1 Biatorical Cost): 
(l) BqiDniq Invcutory $0 

(a) Plus: Pun:bases at Cost 
(b) Plus: Inventmy Gains 
(c) Minus: Inventory Losses 

(2) Less: Ending Inventory 
Cost ofGoods Sold so 

Note ZS. Other Espcma; Not applicable 

Note llj. EUn,qnlin•a ltcm•: Not applicable 

Note 27. Prior Pcdqd AdJmfmcgtl 

A. 	Prior Period Adjutmeatl: 
Change in accountina policy (St) 

Total 	 csn 
B. Other laformatioa: 

Mote 28. Non-Opcntin1 Qaall' - anndcn apd Popatjppa) 

A. lacnues: 
(1) Transfers-In: 


Other New Authority Realiml Sl,31S 

(2) Unexpended Appropriations 	 2,4S7,819 
(3) Other Increases 	 84,433 
(4) Total Increases 	 S2.S43.S67 

B. Decreases: 
(1) 	Transfers-Out: 


Other $21,181 

(2) Other Decreases S.617.722 

(3} Total Decreases S,645,903 


C. Net Noa-Operadn1 Clwapa (Tnmfen): 	 cs3.102,336l 

D. Other Iaformadoa: B.(3} contains unf\mded accrued militmy and civilian armual leave 
balance ofSl,141,870 thousand. The decrease in Non-Operatina Changes ofSl,315 thousand 
offsets the increase ofthe same amount shown in A. (l). This value is included in both totals and 
represents certain transfers authorized under P. L. 1()4.61 and 104-106. 
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Note 29. lgtnfegd £11minaflggag 

8'bld11llA 

Scmnr Actiyity; 

ACohann. 
Accounts 

Rcccjvahlc 

B Column 

Rcvcnuc 

CColumn 
Uneamed
ICYC!JPC 

DColumn 

Collcctjpm 

Operation and Maintenance $139,613 Sl,102,615 Dia $1,264,lll
Procurement (246) 59 Dia 160 
Resean:b and Development 4,683 44,600 Dia ·Sl,406
Military Comtruction (6,286) IS,896 Dia 24,080
Other Funds and Accounts (12) Dia (20)
Unearned Revenue 
Total $337.752 s1.163,170 SHJSS{ st.339.739 

Custgmcr Actiyj1J 

A Column 
Accounts 
Pnyablc 

BColumn 

Egpcnzs 

CColumn 

Adyanc:cs 

DColumn 

Disbwxnumt 

Operation and Maintenance $339.613 $1,102,615 Dia $1,264.113
Procurement (246) 59 Dia 160 
Research and Development 4,683 44,600 Dia 51,406
Military Construction (6,286) 15,896 Dia 24,080 
Other Funds and Accounts (12) Dia (20)
Unearned Revenue ($31~05} 
Total $337.732 Si.163.170 ($38.205) Sl,339,739 

Scbcd111c a Not Applicable 

SchldulcC Not Applicable 

Scbld11llD 

SeJJinr Activi1Y· 

A Column 
Accounts 

Rcc:ciyablc 

B Column 

Revenue 

CColumn 
Unarmd 
Rcvcnvc 

DColumn 

Cgllcctjons 

Department oftbc Navy Sl.307,415 $3,635,460 Dia $5,303,389 
Uncamecl Revenue 1361480 469~96 ~51700} 116311666 
Total st,443,895 S4.105(s6 < s.1002 $6,935.053 

A Column B Column CColumn DColumn 
Accounts 

Cummer Activi1Y Payable Expcnzs Adnns;c;s Djsbuncmr:nt 

Other DoD Components Sl,307,415 $3,635,460 Dia $5,303,389 
Advances 1361480 469~96 ~S1700} 116311666 
Total Sll443189S S411051os6 ,-51700l S619351053 
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Footnotes 

Note 2!. lntnWnd Elimjg1tjmg koat'dl 

Schedule E A Column 
Accounts 

Rec;eiyable 

BColumn 

Reyenw; 

CColumn 
Unearned 
Revenue 

DColumn 

Collections Semna Ac;tivity· 

Department ofthe Navy $1601127 $2301972 n/a $2991420 
Total $160,121 $230,972 so $299.420 

A Column 
Accounts 
Payable 

BColumn 

Expmscs 

CColumn 

Adyapc;ea 

DColumn 

DiSbuaemCJJts Cw;tomcr Actiyity: 

Other US Govt./ Non-Defense $1601127 $2301972 $2991420 
Total $160,127 $230,972 

so
10 $299,420 

Note 30. Cogtigpgdcs 

Liabilities for the Depanmcnt ofthe Navy's environmental program are comprised ofcleanup 
costs at Navy installations. This estimate environmental requirement includes environmental 
restoration efforts and environmental costs at Base Closure and Realignment Commission 
(BRAC) sites. The possible FY 1997 cost to completion for these efforts totals $7,082 million. 
The Department ofthe Navy resources for these requirements in the BRAC and the 
Environmental Restoration, Navy (ERN) accounts. 

The Department is subject to various asserted contract claims for over SI00 million which total 
approximately $5,107 million as ofSeptember 30, 1996. These claims are in phases ranging 
from investi1ation to ~· While no opinion bas been expressed rc1ardin1 specific: claims' 
likely outcome or poSS1ble associated loss, experience indicates that many such claims are settled 
for less than claimed, dismissed altogether, or the possibility ofthe continaeucy materializing is 
remote. 

As of September 30, 1996, the Department ofthe Navy or its components were a party to 
approximately 650 COll1ract appeals before the Anned Services BoardofContract Appeals. Total 
value ofthese appeals was approximately Sl,250 million. According to management, 
approximately 800.4 ofappeals are successfully defended by the Department. In fiscal year 1996, 
contractors recovered about $370 million from resolved claims. Such claims are funded 
primarily from Department appropriations. 

79 


108 




Footnotes 

Appendix B. NAS Report, "Department of the Navy Fiscal Year 1996 Annual Financial 
Report: Report on Auditor's Opinion" 

Note 31. Other Djglgapm: 

The followiq amounts n:fleet the to1al e1fect ofreopenina ofcancelled year appropriations. The 
haJanon in the entity section ofthe Principle Statements include amounts from cancelled years 
that were reopened. 

Fund balanr-e witb TlelSUIY $3,931,344 
Accounts receivable • Intraaovemmental 157,540 
Accounts receivable - Govemment 9,659 
Accounts receivable - Public (43) 
Advances and piepaymenlS 4174 

Total assets ft1ot674 

Ac:coUDls payable - Jnmaovemmeatal $21,715 
Accounts payable- Oovemmmt 986,421 
Accounts na.yable ·Public 494,153 
Other liabilities 1~8 

Total liabilities Si.5043' 

Net position, endina balance ~gpaoTotal liabilities ~_!74 

Other infongatiog: The following table presents 1mmatcbed disbursements, negative 
unliquidatcd obligations and qed in-transit disbunements. 

Treasury Index 17 
Navy 

A&tlJmpriatigns 
September 

.m6 
Percent 
Chan1c

Umnatcbc:d Disbursements $6,849,280 
Neptive Unliquidatcd Obliptioaa 3.282 970 

Total 

• Scptcmbcr 1995 data is not available by the Department ofthe Navy only. Data is the total 
submitted to DFAS-HQ from DFAS-CL for all problem disbursements. 
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DEPARTMENT OF THE NA VY 


SUPPLEMENTAL FINANCIAL 
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INFORMATION 
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Supplemental Information 

SUPPLEMENTAL FINANCIAL AND MANAGEMENT 

INFORMATION 


Financial statement attn'butes represent cme DoD financial performance measures used to 
ana1)'7.e financial results and trends a1fectina the overall bealtb am position of the Department of 
the Navy's financial propams. Identified are fiw aaency attributes; Operatina Cost Attribute, 
Operatina Results Attribute, Financial Oblipdom Atln"buae, Financial Condition Attribute, and 
the Operating Efficiency Auribute wbicb. foan the foc:us ofour financ:jal statement analysis. 
There will be no trend analysis comparisons IS this is our first year to prepare these financial 
statements and all information reported will be for the year eadiq 30 September 1996. Cross
sectional analyses are pnsented comparina similar attnl>Utes for the Department of the Navy's 
Geneml, Revolving, Trust, and Other Funds. 

General Funds contain the bulk ofcoqressional appropriations for the Department ofthe Navy. 
These appropriations include the military pay and the openlions and maj"""""'°' accounts 
which are used to pay and maintain the f\mct:ional. and administrative support ofour operating 
fon:es. The resean:h and development funds are used to operate and maintain world-wide 
facilities which perform onaoina test, evaluation and research ofsystems to be used in the 
completion of the Department ofthe Navy's military missions. rmally, the 
investment/construction accounts are used for specific purposes approved by Conpess for 
acquirina or coostruction ofweapons systems, property and infrastructures 

The Department ofthe Navy bu one rcvolviq tuad, the National Defense Sealift Fund, Navy. 
This account supports vessels for national defense purposes. 1hese vessels are privately owned 
and operated and constructed in the United States and are documented under the laws ofthe 
United States. This tund also supports research and development relatinl to national defense 
sealift. The account deposits receipts from the disposition ofnational defense sealift vessels, 
charter ofvessels, and the disposition ofsifts. 

Tnast tunds are used to record the receipt and outlay of funds held in tiust by the sovemment for 
use in carrying out specific purposes in accoidance with the terms ofa trust apeement or statute.· 
Tnast accounts received through sifts and bequests (IS well as interest e8rned on the investments 
ofsome ofthese sifts) and assets held for particular purposes. 

Other tunds include special, deposit, and special receipt accounts. Special funds are comprised 
ofreceipt and expenditure accounts that can only be used in accordance with specific provisions 
of law. Deposit funds are senerally used to hold assets that are awaiting legal detmmination or 
where the Department of the Navy acts as agent or custodian. 1liese accounts may also be used 
for unidentified remittances. 
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Supplemental Information 

The Operating Costs Attribute npreseats how much it cost to operate a propam. 'Ibis 
informalion is UldW for plannin1, bqetiq. and cost control purposes. 

OPERATING COSTS ATTRJBUTE 

RevaMng Mgmt & Tnlll Olher Total 
741.171 ..... (1,181) a..-.2111 
741.17'1 mD.173 a 1.7115.• 

• 34.m (1,181) SUI0,309 

The Operating Results Attribute identifies when a propam's operations results in an excess of 
expenses over revenues and appropriations or vice-versa. 

OPERATING RESULTS ATl'RIBUTE 

Ger.- RINOMng Mgmt&Trwt Olher Taal 
R.,...,.. 
ApprapMliol• R..u.d •.ar.2111 a a (1,.., -.aa.111 
F..,..Sowm9 741.119 411,211Z a ....... .......... 
Publclowm9 30.lm D 29.421 D H.SZCI 

Taal~ 12.000.141 741.17'1 5llG.l1I (1,.., D.241.I04 
Expenses. LouM 12.000.141 741.17'1 121, (1,.., 13.2111.211' 
N9t Opeldig Delclt 0 0 (24Mll 0 (24,883) 

The Financial Obliptioa Attribute rcpnsents tbe liabilities that a program incurs in its 
operations or asset acquisitions. The cummt ratio indicates tbe proaram's ability to pay its 
obliptions that will be due wi1bin a year. 

FINANCIAL OBLIGATION ATTRIBUTE 

Ger.- RINOMng Mgmt&Truet Olher T0'81 
Toe.I CurNnt Al.- 10l.714.• s.-.- 1112...., ....... 11z.-.-

Tatal Currwlt L.18b•II 1.711.112 27.tml 132.IG D 1,111,CllO 

eun.nt Ratio 11.11 146.24 0.77 11.31 

Teal Quick Al.- 17.SG.IM S.127'.112 1112.• ....... 71,411,141 

Teal CurNnt Uabmllee 1,711,112 21.m 132.IG D 9,118.0ID 

AcldTeetRdo uo 146.0I 0.77 7.20 
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Supplemental Information 

1he F'mancial Condition Attribute shows the ability to generate financial resomces to maintain 
opaatioas and to meet financial obliptions, when they me due, without considerina financial 
assistance. 

FINANCIAL CONDmON ATI'llIBUTE 

0.-.. R.vaMng Mgmt&Tnmt Ottw Total 
Sol4ms of cash IUl3.3m 1,lill,012 (Z.120J ........ 64.852.a 
FullnR9q.farCMh 13,1ll,270 'D#ll 133,013 0 13.311.311 
c..h &urpua (Shartfllll) ......... 1.11Ul1 (131.131) ....... 51,534.Sita 

.......... a.-... 14UOI ........ 4A.423,7911 


13,111.ZJV 'DJnl 133,013 0 13.311.381 
3'1.15 141.24 1.G7 34.0I 

1be Operatiq Eftlcienc:y Aaribute mlatel paformance ofa prosram in terms ofwhat it 
accomplisbed to tbe resoum:s itc:ommnecl 

OPERATING EFFICIENCY -ASSET MANAGEMENT 

Colt of Goods Sold 741.119 tt.230 
AV9r8gelnwuby 0 0 0 
lnvenby Tum Rllllo 

Of'ln Dllya 
s.......... 0 0 0 

Dtllly Acccall* Rec. I 5,713 

AV9r8ge Rec. Turn Rdo 
Of'ln Daya a 0 0 

OP Cycle-Inv. Tum Day 
+Acc:t Rec Tum Day a 0 0 

R9VOMng Truat Tot.I 

...,., 

780.
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Supplemental lnformadon 

The Department of the Navy ii required to support various Caatinaency Operations 
around the world. Thae costs an: normally unbudpted ud therefore must be accommodated 
by reductions in budpted prosrams such u ship and real property maintenance. Total 
incremcmal costs (costs above those budgeted), for continpncy operaliona in FY 1996 were 
$262.9 milli~ including $217.9 million in the <>AM acc:ouata Ind $45 million in 
Personnel costs. Fundin1 in the amount ofS201.1 million waa provided to support these 
operations in the FY 1996 appropriations. rcpropamminp and supplemental. The 
were funded by deferrals ofship md real property maintcnnce. 
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Tbe Deplr1meat oftbe Navy Fial Y• 1996 Amlual Fmcial Repmt WIS Jlepnl jointly by tbe Oftice 
ofdte Assistant~oftbe Navy (F'llllDCial Mnpmftfand Ccaplrollcr) md lbe Defense Finance 
and Accountins Service Center ill CleveJlnd. It is die c:u!minatkm oftbe efCons ofmany dedicated 
penoaael oftbe Depa111Dmt ofDefense. 

'This Jepc11 WIS paepnl in acccrdmce wilh die CaiefFinmcial Ot1icers Aa of 1990, IS 11Dended, and 
subsequent pidance. 

Questions related to dUs repon sbouJd be addressed to: 

Ms. Barbara Hill 

Of!ice oftbe Assistlllt ~ofdle Navy 
(Finmcill Manapment md Complloller) 
ATl'N: fM0.222 
1000 Navy Pen1lp 
Wubiqtoa, DC 20350.1000 
Tel:(703)607·1516 
email: bill-lmban@fillop.dipcw.disa.mil 

Mr. JefYokel 

DeCeme FlllllCC and Accountiag Servic:e
Clevelmd Cealer 
ATIN: DFAS-CUA 
1711 AIC Federal Building 
1240 East Nimh S1reet 
Clmlmd. OH 44199-2055 
Tet (216) 5221373 
email: jyokel@develand.dfas.mil 
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Appendix C. Audit Process 

Audit Work Performed. To fulfill our responsibilities under the Chief 
Financial Officers Act of 1990, as amended by the Federal Financial 
Management Act of 1994, for determining the accuracy and completeness of the 
independent audit conducted by the NAS, we reviewed the NAS audit approach 
and monitored audit progress at key points. 

Reviewing NAS Audit Approach and Planning. We used the 
President's Council on Integrity and Efficiency "Federal Financial Statement 
Audit Manual" as the criterion for reviewing the NAS audit approach. 
Specifically, we reviewed the notification letter, strategy formulation, entity 
profile, general risk analysis, audit programs, and cycle memorandums. 

We reviewed additional documentation as deemed necessary to accomplish the 
audit objective. We also participated in an audit planning workshop at NAS. 

Monitoring Audit Progress at Key Points. Through the IG, DoD, 
Integrated Audit Process Team and the Executive Steering Committee, we 
provided a forum for a centrally managed exchange of guidance and information 
leading to a focused DoD-wide audit of the DoD consolidated financial 
statements, to include the supporting financial statements of major DoD 
Components. Audit initiatives for monitoring the progress of the audit at key 
points also involved reviewing and commenting on AFAA draft audit reports, 
including the audit opinion report. 

In addition to the oversight procedures, we performed other procedures deemed 
necessary to determine the fairness and accuracy of the N AS audit approach and 
conclusions. 

Audit Period and Standards. We performed this financial audit from May 17, 
1996, through March 1, 1997. The audit was made in accordance with auditing 
standards issued by the Comptroller General of the United States, as 
implemented by the IG, DoD. We did not use computer-processed data or 
statistical sampling procedures to conduct this audit. 

Contacts During the Audit. We visited or contacted individuals and 
organizations in the DoD audit community. Further details are available on 
request. 
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Appendix D. Report Distribution 

Office of the Secretary of Defense 

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

Assistant Secretary of Defense (Public Affairs) 

Director, Defense Logistics Studies Information Exchange 


Department of the Army 

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

Department of the Navy 

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

Department of the Air Force 

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

Other Defense Organizations 

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

Director, Defense Finance and Accounting Service Cleveland Center 
Director, Defense Intelligence Agency 
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Non-Defense Federal Organizations 

Inspector General, Department of Education 
Office of Management and Budget 
Technical Information Center, National Security and International Affairs Division, 

General Accounting Office 

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

Senate Committee on Appropriations 
Senate Subcommittee on Defense, Committee on Appropriations 
Senate Committee on Armed Services 
Senate Committee on Governmental Affairs 
House Committee on Appropriations 
House Subcommittee on National Security, Committee on Appropriations 
House Committee on Government Reform and Oversight 
House Subcommittee on Government Management, Information and Technology, 

Committee on Government Reform and Oversight 
House Subcommittee on National Security, International Affairs, and Criminal 

Justice, Committee on Government Reform and Oversight 
House Committee on National Security 



Audit Team Members 

This report was produced by the Finance and Accounting Directorate, Office 
of the Assistant Inspector General for Auditing, DoD. 

F. Jay Lane 
Richard B. Bird 
Joel K. Chaney 
Edward A. Blair 
Suellen R. Leonhardt 
Carrie A. Wade 
Dan K. Birnbaum 
Greg M. Mennetti 
Susanne M. Williams 
Susanne B. Allen 
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