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ABSTRACT

This *hesis presents a suggested 3Jasnerilized 3da2sign hase to

be utilized by the using units of the 4th Yarine Division

when astablishing a system 2f interial con%trals for purchas-
ing *ransactions. 1I* stresses alministrative controls which
help yscertain the need for a purchase Inst2ai 5f£ how 2 pur-
chase 1s aczcmpiished, After a prasentaczion 5% th2 require-
ments for an adequate system of intar-mal contzols, suggested
generalized cecntrols were present2il. 4 rzissigned purcaase
request document and simplified £flsw-char+s £or the ssurce
of supply and purchasing methol 1a2cisiorn qu:zstions ars ths
major controls given consiieratioa. A meth>3qology for cthe
Zapisaentation and mairtenance of the £inai zallored systenm

. of iztarnal controls (devselosped ulziamately by the Purchasing
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Officzr of “he Using Oni+) has b22n inczluial to ass
Purchasing Officer in acocomplishing a smooth and complate
transition of all personnel who participat2 in “he purchas-
ing process. The final recommeniatior was +taiat all of the

controls be implemented and then aijustad as rea3guired.
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4 pemmit fully legible reproduction
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A. BACKGROUND

The Buiget and Accounting Procedur2s Act of 1350

regJulcszes th
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and maintain adequa+e systams o5& internal control {Ref. 1:
p. 1]. Ths Office of Managem=nt and Budgst amplified the

October, 1931 cizcular, =zumber a-123. T

2 rczason Zcor this

resyrgence 1s *o curb fraud, wastz, ani abus2 of Goverzasnt
-2soursces, 2and proacte cp2ratioazi sffszgc-tiviznsss and sf7i-
ciency <through eZfective use ¢f 11a=ernal soa=rols. IThk=

Marina2 Ccorps has responded %o this directive <through the
developmen= of MCO P7000.88, "™Estapolishment and Mainrtenance
of Intecral Control Systems." Paragraph 3 of +he order
directs that Tappropriazte action t> establisa and mairtain
an effective internal con*rol syst2am in azco-lance with the
policiss, procedures, arnrd standacrds s2t forth herein by 31

December, 1982" (Ref. 2: p. 9]

1. Aggouptirpg ¥s. Administraitive contral

1w

The vernacular use of <%<h2 term "Intarnal Control"

has oroduc2d ccnsiderable speculation as t> its precise

(23
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meaning. Ir reality, the only pracise meaniay it will have

is *he one ultimately dJdefined by 1its wuser for his own
purpocses. To this end, the Comptroller 32n2ral of the

Unitel States has daofined the m=zaiing of 4iatarnal controls

Tnternil corn*trzols include th2 21lan o2f oryaniza+ion
1nd all +he  coordinats az*hods 2and m=zasnuras
sdopted to safequard assets; check <th: accuracy
and reliability of accounting 3aza; promd>ts opera-
tionel efficiency and econday; anl 2ncourags?
1ihereacs to managarial policiss, pracztices, and

procedares [Ref. 3: pp. 53-541].
Marirs Corps Order (MCO) ©27000.63 has axparizd wupon this
definition to Zinclude *he American Institutz2 of Cerzifiad

2ubliz Acccun+ant?s oci

Q

inated <chagactarizatisr of comtrols
as bsing accounting or administra<ive. Ths z23s0p fcz this
chara-terizaticn Is to ca*egoriz= the basiz func:icnp of 3
particsular ccrntrol. Whereas accountiny contrzls Geal with
proper procedures involved with the acquisi:ion, safe-
quardiaqg, ard repor=ing of assets; administcative coatrols
deal with the proper procedures that r2lats to the decision
processes l2ading +o management's authorization of 4ransac-
tions and disposition of assets. Thes2 genaralizations are
not an atteapt to delineate contrils into +#> distinct and
definitive catageries, bu* rather to highlight the two basic
and overlapping types of controls to help dispel “he %radi-
tional notiorn <+that internal controls are strictly f£or

accoun+ing and firarcial purposes. [ERef. U: 2. 243]

12




The {mportance of incluiiny guidelin2s for manage-
ment's decision-making process (administrative contrals)
along with the traditional accounting controls can be illus-

tratel by a well-known exampl2 >f frzud Iin the Fedosral

Government,
In 1977, a low lsvel <employ2e was <charged with
amnbezzlirg 3800,000.00 from <the Dzpaztaer+s of
franspdrtaticn. dis responsipiliity was “hs prepe-
ra+tion of public vouchers which 1ist:l nzames,
ajdresses, and za2mounts 2423 iadivijgals and
soatractocs. He would *then forwird ta2 vouchers
to th2 Certifying Officer who wdould vacify <the
aythenticity and correctness. Than, th2 vouckers
wzre submit<ed <o the Depar<azn* 5f <+<hz Treasucy

Where chLecks were preparei and aziled to> those
appearing on +*he wvouchers., Thz empioyze knsw tha+
the Cer+ifying 92fficer did not closely chzck *h=
vouchers before signira ani +=hat hs 31id no+
requira mandatcry markings pravenzing 133i+ional
sntries. Apparsnctiy ke siaply ad 3 5#4n nams2
t> the vouchers, some+imes J=2for turz andé
sometinzss 2f%zrcwarzds, Hig zmdez gh* Tno*
2ave bsen datecte i az alart bznk 3 ye2 hai
no+ juestioned £fedaral chacks ran

$55,000.00 *¢c 3315,000.00 being d=2pcsi
personal acccun% (Ref. S: P. 3-41.

If th2 accountirg control 5f marking the vouchear so as %o
prevent any additional entries was closely £ollowed, the
lackadaisical authorizaticn by the Certifying Jf£ficer woald
have made the embezzlement still feasibla. Conversaly,
close scrutiny of the vouchers by +th2 Certifying Officer
would rot have detected postings aade after his signature.
Avoiding fraud in this case was d2pendant upd>n adherencs2 to

both accounting ard administrative sontrsls.

13




The combining of +he traiitional ac:souating controls

with controls ccordinating authorization Jecisions with
cperational effectiveness and 2fficiency £>ras an intar-
locking system of internal controls. When applied with full
maragsment suppor%, <+his system will substantially minimize

the potential for misuse of governaant resourcsas.

2. The Inm * C ms ¢f Iatazoal Ceatcsal

Izadeguate Sys:

h
1

;

Rec2nt audit findings have shown g2nzral lack of, or
weaknssses in, systems of internil controls ia the finaazial
maragzment system among FPedesral Procursment ijencies. dne
of th2 mcst notable <reports was [he Rela=ilaship bs3twesn

inzzr2al Con+trols aad Frand, dasts, and Abuss, submizwc=zd on

Augus:t z3, 1580, ty +~he Gene2razl Accountiang 3£ficz (GADY. o
their review of eleven Federal Agsncy ?iscal Jfiices, they
founrd widespread, similiar, and pravalent fiaancial control
weaknesses, The GAD believed that thase w:zakness~s 2xist
througzhout the Government since the operatisns reviswed
represented a cross section ¢f th2 major activities carried
out by the Federal Government. Pre raport 2ndzsd with some
gereralized conclusions, which may be summarizzi as folliows:
. In maay cases, the agenci2s' own procelare manuals or
regulations (implementing stanlards published by
Treasury and GAO) specify th2 controls 13zded, but the

contrals had not been incorporatai into fiscal
officas' day-to-day operations.

1)




2. EBxperience has shown that constaat vigilance by
managa3ment Is necessary to iisure coatinued effective
operation of internal controls.

3. Direct costs Adue tc¢ weaknesses in inta2rnal controls
are not individually large, but ar2 significan%t when
projected Government-wide.

4., Weaknasses irn systems of intszrcuzl consrols =
inaccurate accounting records, which pro>duce e

2 - - - - > - o - v | L -
firancial s*a=cments and £inzacial d=2:zisisnsz.

reduces fands

lure to ccantrcol financial opera 5
a Yy prcgrams.

a4
otherwise available for opsrating

6. S<tronjyer measurzs are reelsi +c bring abour lasting
improvemerts %o *he systems 5f izntaznal controls.

The rzport recommended =hat +tihe Coag
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«o place qgrsa*ter resoersibility uovon <=he h=23ds o€ f23:zral
agencizs Zco ths soundness 5f thei: cerganizatisns' sys+em c¢f
in*ernal centrois. ([Ref. 6: pp. 53-54]

Results such as these hava created 3 ra2surgencs of
emphasis on systems of internal <con“rols. The Offices of
Manac2aent and Budget (OMB) has reiterat2l 2nd expounied
upcn the Budget and Accounting Pcocedures Ac* of 193) ia
their QMB Circular Number A-123, 3Jatel 28 ctober, 1981.
Directives such as the aforam2ntioned have cuamulated,
rTesulting irn MCO P7000.88, whichk 1irects thz establishaant
and maaintenance of adequate internal contr>l systems in the

Marira Corps by 31 December, 1982.

15




B. PROBLEM

Unlike the rest of the Marine Jorps (whizh has central-
ized Contracting/Purchasing Offizas), the Fourth Marine
Division Using Units ar® normally isoclatel £-51 procureaent

suppoc*, nrnscessitating +the use 5¢ irdepeniant purchasing

Qs

fzem wisthin the urni+, Ir most caszas, th2 o27322nel charcge
wizh the purchasirng du*iecc have little (i€ any) pricr fanpil-
iari<y with *he proper precedurss. This is si1pported by the
last +“hree summa*ion analysis reports £3r inspections
conduzzséd by ¢he 4+%h Marine Divisis>n Sapply Inspec+icn JTni-
duriny the period of 1 YNovember, 1939 tazoujzh 15 ag:sil,

1982. All t

o

.Tee 0 “h2s¢ summatisn rTeperts seiopulated that
the "3y2o0graphic dispersion of subordinacre ani<s and lack of
clcse proximi< =¢ ccamnd and suppore Tazilizies ars
consiiered the madcr contributiag factors 2o acted discre-
panciss" [Raf. 7: p. 3); [Ref. 8: p. 43J; (R2f. 9 p. 5].
Though “he expertise needed for 1inusuil prodlzms is avai-
lables throuyh a phore <call, day-ts-day purcaasing transac-
tions must be performed at the usingy unit laval,

MCO P70)90.88 (effective 31 Daczaber, 1932) rsquires that
an adsquate system of internal coatrols b2 implement23 by
managament o help curb f£raud, wvaste and abuse [Ref. 2: p.
91. This requirement has createl an arduduz *task for the

Parchasing dfficer of the Using Onit, since h2 also normally




has littls pricr axperience ¢ith propsr purchasing

proceiures.

C. RESEARCH QUESTIONS

Trtoughk specific guidarce is 3ivan as %5 th2 apprcoriate

intern:zl cecntrol, li+s+le guidans=z is 3Jivsn 21 <he adminis-

*rative procedures or the devzlopment of ajministrativa

controls. Additionaliy, if ths Purchasiag Jfficer has
l3it+lz pris>rc purchasing experisn:c2, aven th2 accounting
proceiures >an bscome cumbersome. I “he Purcanasing O0fficerx

£2 be 2ffactive =h
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es+ablish 31zd rwmein+t2ain an adzgqi1a3te syst2n1 of Zin=ernal
contsdls, Le mus* have a well iaveioped —c-oncept of <che
necessary raquiremenzs.

The following questions will have a direct 2ffec* on t+he
Purchasing Jfficer's ability *o uanderstand th2 requirements
needei for an adequate system of in+tsrnal =z-ontrols for his

Using OUnis:

1. @dhat is needed prior to control davelopn=znt?
2. #hat are *he mandatory control requiramants?
3. #here should control emphasis be placa23?

4., dhat restrictions shoull be placei 5n control
development?

17
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S. What is the purpose of administrative controls?

6. How is administrative control accomplisa=2d?

7. How should *+he final systam of intarnal controls be
implerented?

8. Hcw is the system of internal conp*cols effectively

maintaired?

D. PUIPOSE AND SCOPE OQF THESIS

This <+hesis will a%*+smpt +to0 estiblish a3 generalized

th

ten o

founiation *to facilitate +*he formalizing >f a sy

1]

ineartal ¢in4rolis for day-*+o-3ay ocpsra2%ioial opurchasing
transactions executad by the JFsiag ITrniss 5f <che Fourza
Yaciz2 Division.

Tha Marine Corps Purchasiag Procedur=as Majual (4CD
PU200.15B) <is highly infermative and details3i with respact
*0 proper 13iccounting procedures ani offers some vrelisef o
the difficult purchasing process. This th2sis will conzzn-
trate on aiministrative controls, which <£focus on ascer-
tairing the need for a purchase insteal of how the purchase
is aczomplished. Thisg will faczilitats the sroper utiliza-
tior 5f funds through more complate and az-urate critaria
for puzchasa authorization. Guidance will also be proviided
+o help focus on the applicabls a>countingy procedures and

methois tha® are promulga+ed in MCI) DPu2)0.15E.

18




E. METHODOLOGY

An ex*3nsive review of current 1litarature on the
requirements for an effective system of inta2rnal contrals
vas conductad. TLe literature s2rvas as tha2 2asis for =val-
uatiny the s+*rsngth and weaknz2szs o2fF L4z 4+h Marcire
Divisionts surcen* ir%ernal cor*rol oraztics, Iz ordzr 22
updatz the 2xper*ise tha%t was cnce held by tals auther thres
years ago as +he Officer-in-Charge o5f <+h& 4+h Mzcire

Division Suppliy 1Inspection Onit, phons <coovacsations ware

conduc+ed with the Marins Officer currently holdin thasz
same tille-. Relevant documents suppli=3 oy the currant
Qfficaz-3in-Charge wers z=xamined. during 4hs woiting £ =hs

or

thesis, pcints of oo*en+ial ambijui+y werz 1iscussed it

(9]
& ]

the SfZicer-ir~-Charge of the Inspszstion Uai: -9 confira
corract the authcr's perception of +he intant 2 the appli-
cabie order or meznual.

The <current and pectinent 1anuals 2n3i orders ware
obtain=d via the publica+ion s=2ction 2t :th2 Yarine =Zorps
Logis+tics aad Suppor+ Base located 3% Albany, 5=20rgia.

Chapter II presents the gensralized regairesments for an
adequa*te system of internal controls by offaring an approach
to tha heuristics of development, 1evelopma2nt rsquiremaats,
techniques, and the implementatiosn and zaintanance require-

ments that car be used by *he Purchasing O0ffizar. Chapter

19
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III is a suggested generalized da23igr bassz that shoull be
utilized when the Purchasing Officzar is tailoring a system
of internal controls for his using aunit. Chapter IV offers
an explanation to the potential problems of iamplementiny and

mainrtiining a system of internal contrcls. It also suggests

a methodology +*het can be used ¢to leal with thase potential
problsms by sharing the imlementation and maintenance. Thae

final chapter will summarize this <+thssis and prssan¢

concluding remarks.




II. EREJQUIREMENTS FOR AN ADEQUALE SISIEY JE INIERNAL
CONIROLS

A. CRITERIA FOR SYSTEM DEVELOPMENT

').
11}

b bl - o I3 - . - 3 - -
‘ﬂ s hearistics involved din ievelopiag an ‘“oo=imai®

syst2m of irnterral ccntrols far 2geceeil +%a2 current capa-

th2 31ivergencaz and

th

i bility of maragement science. B2cause o
subjestivity of the factors that Iafluence ccatrols, manage-
merr must use its best estimat2 as to wh2thsr a c=rwain
control will or will not be incorpd>ra+<zd 1iats the ultinzate

syst=n. The Dpest =ha*t @ragemsn: car dc carcre

ied

2tly is <o

Lr

investigate <he orime cri+eria %hz- Iimpact udon thae heuris-

tics 2% ccrnz2rtol development.

1. Mazariality

The process of developiny in*ernal =ontrols is ained
o arrive at a satisfactory level of assuranc: r=zgarding the
performance of the orgarization., 3dI>wevar, it is not econom-~
ical or necessary *o arrive at 123% assurance,
Consequently, the limited +*ime a2 managsr can devote to
obtaining a desired 1level of assaurance must be spent on
matters of importanc2 and substance. Tha *+erm used to
describe *his segregation of what is importaat and what is 1

<vivil L3 materic

ty. THef. 01 P. 3337

e

-
=

(1
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"Whar generally expressei, it is a simple concept t>
understand. However, applicatioar of the concept is diffi-
cult jue to the relativity of tha tarm® [Ref. 10: P. 331].
The enviroraent (both in*ernal ard 2xternal t> the organiza-

tion), the sbjectives of *he crganizatiorn, 31131 the level of

hierarchy concerned with *he appliza+ioa, arz2 all per<inent

factors in *he determina*icn c¢f material Wwszaknesses,

4

h

[

maragac cf a public affairs 3departman* coull 39ssibly havs 2
budget dir 2xcess of a million 3o5llars and Ahe is Lighly
corceraed as to i+s utilization. 4 seaior =zx2cutive of tha
same sompary sees it as less *han 1% of tns organizacion's
oberatiang bidget and Jdeems it as iasonssguantiil comparzi %o
grcduszion >r persennel costs.

1
Taer

o

is 1o Way currently kneown <2 7I21neralizz the
appiization of *he term materiali-y. Jowsvas, managers iz
spvecific positicns have experienc:l ‘"events that shcw ths
wisdorx (or a2rror) of the judgem2nc *ha* was made and “asse
cases then become *he building bioscks of a adre compi=tse,
improved, and inteqrated ma4eriality conceot"™ 7 Ref. 10: P.
3461]. With experience as the k2y and judgaman: as +the aode
of quantifying +the experience, 3Juiles <can b2 sxpressel for
specific managemert positions thri>agh som2 z25r+ of policy
guidacrce that can be disseminated to> a largar interest Jroup
and turnover files for the next i11dividual that will £i11

+he positien.
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Whether <the m®manager has 2xperiencz?, has policy
quidance from the previous manager, has guidaancez from higher
authority, or is just left holding the pDag, h2 aust draw the
line for materiality.

A w3all~developed concept of materiality is required
wvhen 2valuating weaknessa2s in a prdycess beiny scruntinized,
otherwise <he manacer will be mixiag tha r2l2vant inforaa-

tion with iiconsequentzial data,

Risk assessment is an sssznzial inagresiient ¢o5 the
materizlity process. It consists of twd> maisr facters --
the pagrpjtude and Ztzgusngy 9f ozciarzence of ths risk.  The
"magr.itude” is Dpasically ¢the estinated 2mount of po%en=ial

loss from each occrrence. The "Zrzzquency 5f occurrenca! is
th

self-jefining. Together,

r

e twd factors will express arn
"exposure" rate for some set *im2 frame. [R2f. 2: encl. 2,
P. 2] Without looking at bo*h aspasts of th2 a2xposure rate,
one wiuld be evaluating control 1a2velopment upon isolated
incidesats vice the total effect.

Much like materiality, risk assessman* is a juige-
ment call. Whether one uses past expsrisnc:s as guides or

pulls astimates from the air, axpo>sure rates sust be givern

consiieratison inp “he development of intarral soa%rols.
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3. Cost-effectivensss Consiiscations

Once *he material weaknsssas have bz2n identified,
the masager must decide the most zost-affective alternative
to employ. Sincs the cost of coasra2ls -an b2 2stimated with
a fair degr2e cf accuracy, i+t is basizally an exercisz in
devising viable alternatiws +*0 solve =hs boroblza. Howesver,

the gifectiverness of each al*ernative ¢o

e

tzo1 could =2gaia be

1o

based upon 2 marager's speculation. A managsr must ccapirne

the cost anrl effectiveness and appiy it *o th2 Weakness in a

way tha*t best supports +he objsctivas, raz ernd «r=sults
sheull cepr2ssrnt » st2p cliaser %5 ths 32sir=d osrfornmancs.

estimating the Dpeneit thaz is dscivel £-5n =22ch prooosai

ccrtrol and ded

=

c+ing the control cosc, Y>1 are abls <+«
compare all the <con<rols since thay ars all based upon the

same scale.

By aralyzing the interaction batween th2 >rocesses, p2c-
ple and environment in +*he form 9f a+«trisutas of perfor-
mance, *=he currernt state of tha >rganizatisn is inferred.
The comparison of the organization, the objactives, and the
desirad resuits will lay the fcundation in th2 dsvelopmental
and ultipata decision criteria. G52neral gquastions shoull be

inciuied while deciding as t2 the 2adeguacy of any one




control. Some cf +he more pertinent quastions a

H
W
[+')
n

follows:

1. Is the conrtrol compa*ible with th2 organization,
people, procedures, and procasses?

2. Does the control attack th=2 pctential zause and no+
the effect?

3. Does the corntrcl reduce ths pdzen:

zentia
sigral a* ar occurrence of an er-o

o)

t*n

"
W
H
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4. Is th2 control zost-effectivz

The ascumulazion of accep*able conirols will fora +the sys:t=am
which agairn must te2 svaluztsd, tu: 35 2 wholsz, wizh zuss-
=icns such as the follewing:

1. Can tas da<a z=3sulting £ron <the systa2n (whether fzzd-
bYack d>n the system ¢- resulss of =ne =caasactionst b2
rTeadily evaluazted in<c uszful and andsrstandadle
inforaa+ion by the end users?

2. Is th2 iInformation adequate to base 2238ded decisions
uoon?

3. Does +the <Iinformatiom £fulfiil both manda*tory and
desired requirement s?

4, Does *he system address both short-range and 1long-
range requirements?

5. Does the system help maximize +%ha 1tilization of
resources to the fullest ex*2n* possibhlz, while minim-
izing the cost?
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After implamenta+ion, +he accepted syst2s of 4internal
controls will be constantly revis2l using thz same pracess
to improve weaknesses discovered and mandatory changes from
higher headguarters. The ultisat2 results should be what
managament has determined as being feasgnablsz assurance that

the objectives of the system are bz:ing acccaonlished.

B. 2RFQUIRZNZNTS FCR AN ATEQUATE sSY57%H

1. Docimentation

Written records are csguirad Juriany all stages 3%

the system ¢f Intvernal con*rols. Docunz2z%a%ion of <he

opjeciives ievelop <he basis and reason f27 ths systa2a of

Q
o0

I * .
Z0Tsl13 L Col1TITILs.

“

acoriing 2f the zvysT

‘Q

standazdization of the controls, which 22as3s *.s implerenta-
ticn and evaluation of thé systam. Docume2r:acion is aiso
required to premulagats any and all changss raquired f£oom
weakne2sses jiscovered during the <c2view proc2ss. Finally,
documen“atiosn of compliance increases the =confidence level
of actual utilization of “he systea, ani allulss :o5, 4if not
designates, the individual(s) responsibls for errors and

irregularities. (Ref. 2: p. 6]
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2. Clearly Defired QQBS;Q; 2bizctives

Focusing the deve lopment of <coatrols is established
by +he docuzenta*ion of objectives., Formulatipg objectives

deperis upon the organiza+iont's policy statem2nt, any iien-

«ifiable vpaculiarities of the orgarizatiosa, weaknsssss
éiscovared from past experierncsas, and dssi-aple speciiic

DurpIcses. The results of controls ba

n
W
(o]}
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ot
o
(1]
n
D
9
o
wJd
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O
§

tives shoull produce any mandatory iafsrmacis>n  for managje-

men: and higher healquarters, and acheive th: dasired lzvel

0f pzr-formeace irn +h2 fulfillment >f all dutiss, [Ref. 11:
p. 124
C. INTEERYAL CONTROL TECHNIQUEZ=S ¢

when developirg +-e internal control(s) £>r a particular
objective, “here are +two basic techniguss that caa be

emplcysd, wiich are as follows:

1. Deractive Controls

These controls aze primarily used t> discover the
occurrernce 9f =srrors anrd irreqularities aftar they occur.
Although these controls are necessary to halp 2lert maaage-
ment 5f ineffective preventative controls on a tiaely basis,
they deter irdividuals from making 2rrors aci irregularities

only to tha extent that they fzel detectisn will Dbe azde.
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This indirestly contributes to pravention, but 1lacks the

reinforcement of the other techniqua.

2. Presveptatove Contrals

This +*echnique Jjrecily 3deters 1iadividuals fronm
making ezTters and irregularitias, Unlika detective
centrols, these con<rols are da2siyned so as 45 ceducs the
opporctunity to commit errers and conceal ircsjalarities frea
+*he day-+o-day cperations. Additiosrnaily, =oafi-ma<ion of a
oreventativ2 cor“rol wmight detect ncacompliiacze, chiaging

the control to a dual-purpose deviza.  Ref. S5: p. 89)]

The development cf preventative contcols is czucial

to a2n 2adegizte systz=m of In*terazl coatrols. Alsrg d4i<h
pDx¢p=7c proc2cura. methods and m=23isurses, sp:zslizal 2apaasis

should be placed upon the follewingy prevantativa con4rols:
a. Separation of Duties

Proper developmen<t of tiis key r23juirement #ill
reduce “he ©probability of intentional irr=a3ulacities, ard

3
unintanticnal errors by the cross-chacking of pertianent

(34

inforaa<ion by other individuals within 12 transaction
flow. Duties such as authorizing, making payments,
auditing, issuirg apnd receiving, etz., shoull be considared
when deciding the appropriate duti2s *o separate. [Ref. 2:

P. 6]
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be Access to Resources

By authorizing a 1limited numoar of persoanel
access to rasources, responsibili+y of 2rrors and irregular-
ities is also narrowed. The wmor2 pilferanla %“he resour:ze,
t+he more restrictive the contzel saoull bs. Ir cases suach
as cash, only cre oarsen should b2 r2spsasisls sc <hars is
DO doubt who is resvonsible <for aay shortazas. Irdirzce

access, such as documen+=s 2uthori

(2]
'.l
6]
(Vo]
o)
)
i}
=
n
w
(V]
L]
L
._l
tn
g3
o
(/)]
§ e
cr
[N
(94
lal

of rssources, <should be limited <5 %hose 3icactly involved

LR

[(}}

transac*ion process. [Ref. 2: p. 7]

c. Authorization

and wh

th

Maragement shou.d +ax2 gr=at cacs L

(1]

o)
ba

th
v
}
t

*hey skculd sver Zecilde to relinguish any o aziz 2=cision-
making authori*y since 21+ is *he ba2st con%rsl nranagement has
on thz status of day-to-day operatisns, Aitaoriza“iorn fronm
somedone no* completely indoctrinata2d in both the short-run
and long-rua reeds of the organization can a¢ the very l2ast
reduce the potential for optimal atilizatis>n »of rcesoursas.
Any cpsratisn that is not in some way auth>rizad by manage-

ment is an ospen door for fraud, waste, and abuse.
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; De IMPLEMENTATION AND MA INTENANCE

1. Suparvisica

Management's par+icipation will gr=2atly deteraire

the da2gr2e tc which “he system of in*ernal sontrols will be

activ2ly implemernted, Continuoas supsrvizion will help
assura tha* azpozeved oproceduras are followsi. A 1nadjor

por<ion of this supervision should De the Srajuern+t Z2:2zzal
review of the system of interral zontzdls t©> 4etermine the
affactiveness of *he procedures znl results, aad *5 ccatinu-

ously update the sys*tem. [ Ref. 2: P 7] this process of

Tesponrnsibility" [Ref. 3: p. 36].

Reasorable care should be takea to assure tha* key
personnel have high standards of iategrity, and are coape-
tent via educaticn, training, ani/or zxosriance t2 azcu-
rately accomplish their assigred duties, Bfforts shouldi be
mnade to retain this competence through continual education
and traininy in order t> keep abr2ast 5f carcant trends and

changes. (Ref. 2: p. 7)
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3. Proper Execution and Recoziing of Irpaasactions

Transactions shall be recorded as 2xz2cuted, when
execut2d, 2and in accordance with the procelural me*thods and
measures as specified by +he systza of intsraal controls +o
effect «imely and accurite rasulis. 3pot che2cks choulld he

accoro.ished Adurirg internal resview 5 13iatzin a hiavh

possibla. Zx*ecral insvectozs avilua<z c22275l= based 1pon

assumzd effzc=. Urn«nown deiicizncies and pot21+izl s=cazn-
iiring of tae system of inaternal contrels is also brought in
by third pacties. However, it should bz r=alized thacz
éx<teranal inspectcrs canno+ understaad the iata2n+ and iapacs
of th2 organizaticn and i*s objectives as wzll as personnel

participating in the day-to-4day op2rations.

31




IIT. GENERALIZED DESIGN BASE [OR IHZ SYISIE3 JF INTERNAL
L

Thz following generalized desiyn bass has been daveloped
0o €azilitats the Purchasiang 0ffizarts “ask 3¢ +ailorizg a
systsn o0f in%erral ceon+rols for his uzit's Jay-vy-iay
purchasing scperations. The aspect >f "day-423-day" shculi be

stressaed, since =he intent is to iianti?

ot

hz processingy and
procaiures required on a recurriiy and continuous basis.

All r=quirsments +“ha* ars accoaplishel on1ly onrce (or a<«

i123s* selien) will no% be incluiei 25 parct of =his 32zsign.
(dowsvar, ones stould astas that th2 frzjuency >f verformazce
alone is 1ot an indicticn of zaz imd>rzance 2I 3

requirsment ard appolicable cortrsls sho>uld bz 3avelop=2d for

all aspects of purchasing tha* warran* their iavelopament.)

A. PORCHASING OBJECTIVES

Standariizing objectives for 211 potential contingencies
that could confront the using units of +ths 4th MARDIV is
impossible jue <*o the variety o€ their missisns and loca-
tioms. However, some generalizsd sbjectivas are applicable
for small purchase functions accomplished by 2ll <the using

units, such as +hose that follows:
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1. Access to purchasing documants and ressiczes shoull be
controlled.

2. Suffiziert funds should be avzilable to cover the
obligation of the purchase.

3. The type of goods or services, method 5>btained, guan-
tities, prices, source, and wher to buy thsm shoull be
properly authorizad.

4. All adjustments no= cover2d by ths ini<«ial pur-cazse
submission should be prcperly auzaorizzi.

5. Purchases shouwld be acquirsi through +ths appropriate
souzca.

6. DPurchases =should e properly <clzssifizd dn<ez ¢he
aporopriate methodl.

7. ?Puzchases should b2 processsl on 2 zim2ly ani zporo-
priat:z basis.

8. Access tc -eceiving should bz 1limited ©> “hose iniivi-
duals concerned.

9. Goods and services receivad should b2 accountel for
propecly and on a timely basis. {[Ref. 12: pp. 20]
MCO PU4200.15E spalls out +he exac accouiting controls
mandatory %o accomplish small purchasses. 3ut accounting
con*cols ara2 not enough to ensure propar utilization of the
using unit's resources,
The Purchasing Officer's function is muza aore than an

authorizing signature and verification of properly processed
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purchases. Since it is seldom that approvad funding is

sufficient for all needs of a unit, his decigiarns of what to
buy and wvh2r to buy have a diract inflasncs dn the effac-
tiver2ss anl efficiency of unit. To complicate ma“tars,
requests are staggered over the a2ntire £iscal y=ar and Jda2ci-
sions are made nct always knowiag the futiars requiremants.
With2u* adejuate Iinforma+ion and =svaluation, lzss than da2si-
rekle results could be produced, Though =2valuation depaads
uporn the purchasing Officer's jadgen=221+, progsrly
cons-ruc*ted admirnistrative controls can do mash =o fasili-

tate that judgemental procaess by azquirirg uszful decision

inforaazicn. Txamples 9f useful administzativza control
irformation are es follows:
1. %ha* 1s *he impac* ¢f “he nez? on uniz z%7%zczivsness?

2. dLat is the impact of the ae2d on unit zfficiency?

s the impact without th2 ne2i?

§ o

3. What
4. Are there alternatives to ths neei?

S5¢ Is the need mandatory?

6. Is *hs need cost-beneficial?

7. Can the need be delayed? If s0, 20w L213?

8. How 1ces *he need compar2 t2 othsr actual and
projected rneeds?
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9., What is the effect of the n224 on th2 status of funds
if approved?

The =nd result should be the bast atteuapt possibls at

achisving the ultimate objectiva >f "tha tiaaly and proper

utilization of funds when accomplisaing purchisas.”

Great care should be *aken wh2n assigniang individaals
entrusted wi*h controlling funis and/or rz2s>urces of thne
Marin: Corps. The individuals casser shoi1ll have dendns-
<=zarzd higk moral standards aad int=grizcy. Anytkring lzss

coull incrsase tre potential for compreaisss ia the funsticn

1. sStaadazds of Conduct and D1ty Assignast:s

Personnel represen+ing th2 governaznt iIn businzss
dzalings with irdustry are in positions of 3Jrave resooasi-
bility. T> enccurage nothing bat “h2 higa2cst deqree of
corduct, MCO P4200.15E reguires <that iadostrira%iorn =224
reindoctrination 2s to the Standaris cf Conduc*t be conduczted
every March ard September. The purpos2 of ti: standaris is
to eliminata the potential of compromising aad embarrassing
both *+he Maripne Co:-ps and Marina2 Corps personnel Jjue to

actusl or apparent conflict of iaterests. Acceptancs of




gratuities, actions resulting ia personal profi+ eithex
directly or *hrough financial intsra2sts, or aiy other actaal
or §ggg;ggg influences which reduc2s strict impartiality is
prohibited. Though there is no #ay of ensuring compliance
with the above requiresment, appointiny individuals with no
appiicable dutside interests ¢cr associitiorns would a+t lsast

lipi* “he od>tenzial., (Ref., 13: Chap. 4, pp. 3-61]

Burchasing may be sedrejya=zd4 iito thr2e wmain fanc-
tions of administrative processing, autaocization, and
ra2ceiving the requested vurchass. Separatis>n of <the 3uty
assignment 2f each of th2 functiosrs hslps t:> safagquari <hs
uzii's cescucces, Since tae dslszzatiza 52 2aa:hsri4sy +2 ths
Pucchasing Officer 1is accomplisiad by <ta2 4%h MARDIV
Comnzniing General and the adaiiist-zativsz processing is
normally acsompiished by +the supply chi2f, <*a2 only postion
left to ponier is the receiving >f the requesta2d item(s) or
services,

It is suggested that *he —cisquesto: 2f the need alisc
be the recziver of the purchase wvhen it is a>tually baing
physically obtained. This allows for the varificatisn of
the servicaability and suitability of tha raguest before
actual acceptance. Though confirmation is 15t always neaded

(especially if the request is coamonly known >r an industry

36




standard), many mistakes can normally be carra2cted priosr to

acceptance. However, verification as t> th2 aathen*icity of
receipt should be made to pravent th2 potential for

collusion.

C. ACCESS I0 RESQURCES
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suitable physical security measurss, i+ stipulatss that 2nly
+he individaal charged with custoly of th2 funds will rhave

accaess *o <=he furnds, It is obvis>us +hat zash dis highly

w
(o]
Q

Iigquii and rnon-*raceable. Howevar, th oo=en*+ial for

to th2se 3Sorms iIs not <ccentrollzi. Althouga <h2 pucchase
order is nago*iable only after an auxhorizz3d signatare,
acceptance >f fraudulen+ submissions by public sources =f
supply may compromise effective utilizatisn >f resources or
damage the Yarine Corps' standing within th2 comamunity whean
paymen*t is denied, dccess +t9 puarchase o2riars should be
limi«=248 to the Purchasing O0Offizer and Administrative
Processing Clerk or Chief.

Lack of accour*ability for purchasei itzms zan also l=2ad

to potential pilferage. Recsisot of an item does not
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constitute a completed transactisa. Prapsr and timely

recoriing of items purchased shoull be verifiai,

D. FOUORCHASE REQUEST DOCUUMENT

The firset regquirzd administrative s+tep %> purchasing is
*he "Tyurchasa Reguest Dncmens™ (PF))., ¥ZO 24230, 15% firzsts

the micigmun infccma+icon Teguicemsnts »n 2aca 2f chesa drzu-
ments, This izforma+ion helips ¢ establish 2 fi-m founda-

ticr £or +h2 accounting centrols in th2 pur=zaiasircg pro
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The minimum requirements answer th

proposs4d purchase, and allud2s to the "whzrz™ and "how" <he

8

purctass should te accemplisthed. {owsvzr, +“hz information

1)

tha= Is 3 neajor comsideration in the altizzta d&acisisn 2n
the curchase Is <he 23dministrative :con<cd>l guestion 22
“why." This does not mear that +he ©Purcaasing Offiger
doesn't acquire the information orisr to the decision. I=

does nean +that *he U“why" is required to m3iks2 a practizal
decision. Pigure 3.1 illiustrates the impact o>f "why" on zhe
decision.

Though the example is exaggeratad and ovarsiaplifiad, i«
shows that though *he requested nreed was *he sanme, the
actual need vwas ccnsiderably diffazxcant. If further clarifi-
cation (whizh should already known by the rasquestor) was

added to the PRD, t*her2 would b2 no re2l for inquiriss.
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Additionally, there would be 31>cumsntati>a that would
support every purchase nade. (This process w#2uld alsc work

for sarvices.)

v 1
| {
} Trree units have submi*ted purchase raqusst documerncs |
{ =2 their :espec ive ?2urckasing Jdf€icar. Ta2 informa- |
| =wi>z cx sach 1s siaiilacz and th2 i<==a bsing -agues—sd i
| is a reirigerator. qowever, tha "yhy" is 15% on ths i
| =T=guest 3and scme further informztion is rzyiired. Ths |
] T=sults 2f a simrle incuiry proiuces th2 following; |
| 1. Oni+ 1, The r=fzigerator is anp authorized pieczz |
| of squipment and is necsssacy f£or tha fulfill- {
| men* of +he mission, whica is food sactvice. {
J 2. Uait 2. Ths rsfrigerze4d>r ig a lscal allowance |
{ izam arpd will be used o store small bazteries i
| 233 probably th= soda ness) of 2 infan<vy unis., |
| 3. Uni+ 3. The refrigerator is 2 local allowarnce i
{ axil is needei to store fila bough= i1 onlk by 2 |
{ 2lt wizh & mission of photo Czconaalssance. ]
| |
[N - (I Rp— |

Pigure 3.1 THE IMPACT OF "WHY®™ ON A PURCIASE DECISION

Though this Infermation links <+he opera:ional oprocss
with the begyinning of the purchasiijy process, wha* informa-
ticn cioses purchasing back tc¢ the sperational process?

Th2 purchasing procsss results in some s3tt of physizal
supplies or services. The safegaarding of these resylts
would closs the purchasing process into ths operatiosnal
Process. In short, <the item(s)} or servizess received wsare

utilized for their intended purps>s2s3. Agaia, +his is a0t

39




some sor+ of inhibitirg raques+, it is jus‘ d>ocumentatiocsn of
inforza+icen “hat should already be known.

Pigure 3.2 illus+rates *he proo>sed PRD. a1l mandatory
entri2s rejuired by YCO P4200.15FE have b2an annotatad.

Furthar clarification of the extihited PRD information is as

felicws:

1. Izem/Services Dsscription. 322guized =n4ty which 3ives
a2 fall explazatory descrtip<ion of <he <ceguas<,
Specifica*icns cf izan(s) should s%az <€zzm the
Iden+tifica«iosn Lis* File wan2x applicanla. C*rerwisze,
all physical and furcticral characteristiics needzi o
2xpress the ainiaum requir2a2ats 9f thz raquest s22ll
5e fully explained, [Ref. 13: Chap. 7, p. 5]

2. 3Scurcs ci lie=1], Tris givasz thz auzhoritative allow-
ance, i1f arplicable. (Ths I/% Ta¥ld, =3z loccal z21lze-
ance, cemzensnt 0% & T/ ZInd I%2m, 2r JeszcTilbes
whewhar 1= is an cosrta*ional, acdalaistrzative, sz
<zz2ining e2xpendable i=sm, 2rz 211 2x33plas of sanvle
zn=rizcg.) I= sheuld also szite wastzzo thz f4zp has
been Jdropred from cthe recoris rcscentlv dus T tie
compla<ior of an investigation or 3iuz <o iavantory
shor+ages. Any additional cr2macks *+*hat help ciacify
“he na2ed shculd bs annotat=z4.

3. Priori*y/belivory Date. 8231ired =2ntry which speci-
fies the UMMIPS pricrity ani/or the r2juired delivary
jate. ([Ref. 13: Chap. 7, pP. 5]

4. Special Shippirg/Marking Instructions. BRaguired sn<ry
specifying zny special packajing, markinj, or handling

instructiors. ([ Ref. 13: Chap. 7, p. 5]

S. Impact if Denied. This supparts both the need and the
priority specifled in the aforemention=zi raquiremants.
It also gives the Purchasiay Officer wvaluable daci-
sion-1aking informa+ion, suzh as “hz impact on the
unit's effectiveness ané =zfficiency, =zompliance wit¢
mandatory requiremerts, and tne effsct 51 normal ospar-
a+ion2l capabilitiael
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PURCHASE REQUEST DOCUMENT

ITEN(S) OR SERVICES OESCRIPTION:

SOURCE OF NEED:

PRIORITY/CELIVERY DATE:
SPECIAL SHIPPING/MARKING INSTRUCTIONS:

IMPACT IF DENIED:

REQUESTOR SIGMATURE SECTION, DATE

CITATION OF FUNDS:
APPROPRIATION DATA:
ESTIMATED COST:
RECOMMENDED PURCNASING METHOD:
RECOMMENDED SOURCE :

PUR CHIEF SIGNATURE: DATE

PURCHASING OFF ICER SIGNATURE: DATE

OOCLMENT MUMBER:
PIIN MUMBER: ‘
PUR CHIEF SIGMATURE: DATE i

ITENS (SERVICES) SUITABLE AND SERVICEABLE: H

REQUESTOR SICGNATURE: —DATE

PLACE COMMENTS ON BACK

Pigure 3.2 PURCHASE REQUEBST DNOCOUMENT
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6.

10‘

1.

12.

Regquestor Signature, Sectisn, and Date. This speci-
fies the whc and when of ¢th2 request wiizh begins the
time frame for judaing the transaz+ion “imeliness.

Citation of Furds. Requirsl entry that specifies the
zvailabiiity of the funds at the tim2 >f “he requasst.
(Purchasing is accomplish2l utiliziag the DJSMMC
approoriation, 2710 subhead finds.) _r2f. 13: Chap.
7, p. 5]

Appropriation Da<za. R2eguirsl er=ry taz2t confirms tha-<
the zype of furds +he amount was ci=z3 from is the
“ype that will be used in processiag 21 approved 23D,
[Ref. 13: Chap. 7, p. 5]

Es<imated Cos<. This will facilitats zhs dacisioz of
the 2urchasing 0fficer by 25+<ima+ting +<he amount of
funds tha: will be depletad 3Jue %> an approved
purchase pIior to approval. I+ Wwill 2l395 secvs a5 1
contzol to help stecp a po=msza<ia dov2rc-obliga+iss céf

funds.

2zcommnendel Piarchase Maethod, Tais @4ill proviis zhe
ourchasing CGfficer ths abili:y =0 vaciliy <h2 purcaass
zethodl prior *o <%he administracivz 4o°k needed +o
accompiish a purchasing methold. (This is =sspeciaily
useful when more than one azthcd is available or “ns
amcunt is close *o a monetary limit =aat, if exce=ziz3,
would be ineappropriate £for *h2 method chosen.)

Recommaended Source. Reguirzgd en+try tiat allows for
verification of the source of supply. Any deviations

from 2andatory sources shoull be bria2fly stated as +o
the aathorized reason for =zircumventiay +the source.
(Sinc: some =exceptions 3o not raguirs statemants
explaining the reason, this entry is documentation
that helps establish a better audit trail.) [Ref. 13:
Chap. 7, p. 5]

Purchasing Chief Signature ani Date. Traces the time-
liness of processing the parchase zzgqiest documant.
(Especially Zmportant on high priority ra3ues<s.)
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13. Purchasing Officer S*gnatu:= and Dats RaJuired =ncry
+kat authenticates the aat horlzatloq and gives the
effect ive date the preparation of th2 ictual purchase
may ba2gin. "Denied" shouli b2 annotatzi in the signa-
ture block for nonapproval. Ref. 13: Chap. 7, p. 5]

t4. Documa2rnt and PTIN numbers. Phe docunr21t number is an
audit conrtrol number <thit traces th2 itenm (s) ot
gserviszes purchased until propscly accounted 2and
tecoried or cancelled. (Expandable supplias are prop-
zrly accourted <Zfor uvorn raczip* By ra23uss%2r.) ¢h—
PIIN aumber is similaz, @3xc2pt it <ratas =he acet:

ourchase documen*s until comolerisn or sanceliation,

15. 2urchasipng Chief signa;uPe 313 Date. Another verifi-
caticn as *¢ the tireliness >f processiigy the rCequszs*t
(The julian 3da%e on the d>cuaent numbsc should macch
~he da*e c¢f *he signazure.)

16. Items(s) or services crT=2cz2ived wszrsz suitablz andé
gserviczsable, This verifies -ha% che c2z2iviad i+z21(s)
ar sarvices fulfilled th2 ra2gquizznanss of “he
TAQUESSOT.

17. Ccmmants or back. This should specify peculiacitis
of thz purchass such as the specific B2A call rumbs r,
~he 3Jocumern+«ation of all oral guotations, or any
unusual problems encountsral Juriag the purchase
processing. Addit lonally, any spscific ipformation
that 1elps *o establ_sh 2 bat*er audit trail (such as
~he general contract number for a 3121ivery ori:zr)
shoull be arnotated on the back of ths 92RD.

This PRD establishes basic and sorzly needz3d aiministrative
contrals aad builds wupon the aczounting controls of <the
mandatory (4CO P4200.15E) PRD. By locuaentiaz the confiraa-
tion 52f the +*imeliness, need, ban2fit, ani -sceipt of each
purchase, “he PRD is wutilized msce 1s a =csntral controol

documant than an initiating request. All major stages of
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the t=2quest are ackncwledged (in writing) oy the indivijual
chargzd wita performance 2f +that requiremant. The audic
trail of each purchase becomes morz definitiva with little
additional 2ffort, thereby reducingy the potantial for misuse

of resources.

td
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THZ SOURCE CF SUPPLY

Adminis-rative processing of 2n approvszi 2RD canns:t be
performed withou+ a2 Jetermination on thz sourze 0of supply.
Furchasirg documents are determinzd (or 1imni*=2d) by cth=s
aporopriate scurcsa o7 supply. MC) PU2)0.153% prascrikass +hsz

ex=ersive aanda-cry and sucgestzi scurces =az4t should b2

Fedaral Supply Schedules are listiags of con*raccs
established by GSA every year of selacted it:zms. Thase

contracts have <+he advan+tage of

"w

zonomies 2f scale sicce

they're utilized DOD wide and ares the pri
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when applicabie. Mandatcry usajye >f FSS is stipulated for
each scheduled iten, However, ovarriding 2x-sptions ¢5> the
scheinles apply under certain conditions, which ar2 as

follows:
1. Delivary Requirements., If the stated 1zlivery period
of th2 PSS is in excess of razquirements and no relief

can b2 suprlied by *he applizable ~orntractor, =ansther
sourc: ©f suprly "an be 3va3at.




Acceptability of Similar Item(s). spacific
item(s) are required ard =aa ! similar but
unaccaptable mandatory item({s:, t as t2 the
reason must be forwarded to the " ner of 53SA
for approval prior to purchasa.

3. Emergancy Requirements, In eaerg=ncy situaticas,
item(s) car be bought from other sourzss of supply.
Howevar, a statemant as t> what proapt2d4d the circunm-
vextion will be forwarded o thz CZommnissionsr o2f 352
within 15 3days.

4. DSurchases c¢i 3$50.00 or izss. wharn orisc
this minipum limitation, ¢th2 schedulszs ar
~ory and o*her sources of supply can b2 s>
zcononical 49 process. (Hydever G534 S
nminirmup order requirement of $25.)J.)

5. Jutsile Ccnus. FSS apply only ¢35 thz 2x¢2n%t that =he
geogriphic araa is irnclui=d in %a2 apoiicable
contTac*k,

6. Maximum Order Limitaticr. Sach sctszdilsz will s-ipu-
late *he maximud order gJquan=i-y 2llcwzil., This =yp=z of
sxception should be =zarea since conwr:zs*t guan=itias
1sually are sufficient for 1aos<t ussr's needs. It,
never-+the-less, is an exczp*tiocn Sor valid
cequirements. ([(Ref. 13: Chap. 5, pp. 5-18]

mot2 fature

Q

Close adherence to FSS is rzquired to ot
contracts placed by GSA. Without atilizatiosa, “he econosnies
of scale principle will £fall by the wayside. These
contracts serve large geographical areas 113 though the
pricé may be less in some ar2as, th2 oSvarall area +he
contract serves will be at a prica equal %> 5r less than
most local prices, For this reasoa, price is pot a wvalid

reason for circumventing FSS. A small saviags <o some units
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can eventually add up *o a largs price loss t> DOD in the

form of higher contract prices ia tae long raa.

2. Genaral Services Administzatiop Storas Dapats

Simiiar tc PSS, the GSA Stores Depd>t also uses the

econonies of scale principle. Howzver, :its aajor function
fer 19s* uaits ara “he nmandatory s2rvicss ssatracts  Ior
maintznance, repalr, cehabtilitatioi, ani rsclamatiorn, aleh

only ter rejioral offices, <he wvas* mijoricy of units aust
utilize <he comemerical sources 23 specified i1 the "Guil:z: to
Sourc2 of Supply 2ard Service.® fowever, *+the Purchasing
Officar should veri:s *he applicability o2f <thsz nearess:
regional office (MCO P4203.15E, pdaca CSZJ) svza Lf +he dzpcs

nas rnaver b2sn utilized b

1)

fore. " R=2f, 13: Chap. S, ©pp.

Zxc2pticns to GSA S*orss wusag: inclide purchases
less +han 3$25.00, unacceptabla 3=21livery 3Ja1tss, and all
subsistence and medical 4izems andar DP3C cognizance.

[ Ref. 13: Chap. 5, p. 23]

3. PRI and BSY Made Praducts

A1l Federal Prison 1Industries and 1asst Blind and
Sever2ly Handicapped-made products are availasle through GSA
Stores. However, if purchasing di-ectly fror FPI or BSH is

datermined *o be practical and =zconomical by the Purchasiag

ué




Officar, it should be utilized. Oaze this Jezision has been

approved, the only exception that shoulil b2 applied is

delivary time restrictions. [Ref. 13: Chap. 3, pp. 27-30]

b, Locil Sources of Supply

The last source of supply is 1521 pucchasing. The
det=zrainatior of what is deemed +=the mininmum practical and
eccronical pucchase through othsr sources has already nz2ern
deternined, thereby eliminaziag pricz as 32 exceptian.

Local procurement shculd be used only 3i<2r all a2l<ernative

sourcss of suppiy have been determiaed to pz inapplicable or

'.l-

nadaguate.

5. Source 22 sSuppiy Desk=-%02 2:9csiuces
Verification of *he proper souzs2 c¢f supply can bezome

2xtremely difficult *o implement iato day-+d>-1ay opera+<inas.
Figur2 3.3 has been developed as 2 workabls guide that can
facilitate the verification of appropriate sources of supply
compliance. The extent of u+*ilization is Japandent upon :he
Purchasing Jfficer's judgement.

It should be noted that th2re Is5 a doainating exzep-
tion that applies in most instances, which is the Delivsgy
Time Ra2gyirsments. No one car fally predict ; the neeis of
the future. However, <*rends in axcessiva uatiliza*ion of

short delivery periods should be scrutiiized by the
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Purchasing Officer in attempt to curb fatare usage. A
li+tls “rouble-shooting ocould rava2al poor planning at the
sectison 1level, excessive loss2s >f wissi’>y 2ssential or
important items, or even a Purchasing Clark a<tempting to
follow a path o0f least resistancs by exclasive utilization
of local sources. Corrective action 2t th: scucce of the
probiza rnot oaly iacreasss c°Ioo=src oparationii  oIzcsdarzs,

but improves the overall uni* =:creditability whan uasiag

restric+ive delivery requirsaments o o*her sd>urce of supply
éxcep-icns.

Improper tiliza+isn of tae sdourcas of supply is

mere =han a viola*ion of Marine Zorps Dicectivas. I+ is arn

th

-~
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1L+

i1
O
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1
ot
§
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r

1
-4

(&1

s P 17 e .- - ~ -
avcidaszls aidicicnal cos= o o

all £ DOD iue =c +he 1ack of b2ing z2blz +o inoismen®t =:3315-

mies of scals %o Its fullest pectszntial.

F. SEZLECTING THE PURCHASING METHOD

It man cases, the source of supply will —requirz the

[1}]

utilizationr of a cer+ain purchasiny method. Trhis is not the
case with 1lo>cal souzces of supply. Thers Ls considerable
overlapping between a BPA, PO, and the Zmpras: fund. A BPa
is strongly suggested for f£illing anticipat2i, repetitive
needs such as hardware items. The purchas2 oriar allows for

writtan specifications and/or more than ors Ja2livery. The
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imprest fund is a simple method £5r routins i+ems rot in
excess of $150.00. Which method should be usz1?

MZ0 PU200.15E gives manda*dory usige i1 only certain
cases. Th2 final decision cn whizh methol should be ased
when overlapping occurs depends on factors suzh as follows:

1. #Which me*hcd is manda*ory? (If thes purchass z=2gi1ires
4-itesr quctatiosnz, 3 PO woull be in srizr.)

2. #hich local source is *he @03t ezonomizal? (An itenm
under an es*ablished BPA 13y not oz *the best buy
within the Zocal sources of sapply.)

3. Which me*hod is the mos~ prastical? {?ime zzstric-
tions could neccessitate the utiliza=ion of ¢the
Zaprest func methed.)

4, Whica methcd is the most =z2conomizal <5 procass? (2

. S PR ] - . -
2xampls is +%he cheaper proc2ssingy <23tz cof *he oA
SVEr the £C ze*ihcd.)

S. Is ths method accegtable to tre local source? {(An

example mwmigh*t be +he acceptancs of 22ly c¢ash at =2
lccal source as *he method of payasnt.)

Fiqur2 3.4 lepicts the 2uthor's intaroretatisa 2f the in

r
w
=]
ot

of MC3 P42)0.1SE as it applies to %ha <+total process for
determining the appropriate purchasing n2thod. This
desk-top procedure is not totally mandatory, <+hocugh the
price limitatiorns are structarai TAW ¥20 PU200.15E.
However, g2reral utiliza<ion of th2 chart should facilitate

the sz2lecting of the appropriate ma2t hod.
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NOTE: ALMAYS USE THE SF149 CREDIT CARD FOR POL REQUIREMENTS IF APPLICASLE.
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It should be remembered that the paurchasas accomplished
with the local sources of supply have a maximum limitation
of only ¢£3300 per =request unless thz supplizr is unisr 2
current delivery ogder <contract #ith the government, as

outlinad ir *he aforementioned sources >f sapoly section.
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Th= ultimate prepara<ion and prccessiag 5 crpuzchasing

docum=nts is, a* the very least, +*eiisus. dith 211 zhe
requlaticns required for different purchasiagy az+<hkods, it is

possible c¢on+tingency in*o considara<iorn. 4z wever, ths
follcwing questicns shoull 5= ansé2z2d alony Wwizh per+inzn:

gues*i=rs s=ipulazzed iz *h2 DIVSJIP?P 1Iasp2stiosn Checkiiss
duriry the wutilizazion 92 <hs2 <ccrrespoaiiag puzchasin
method. All ques*ions foliowing taat io not have an aaswer

of "yas" should be fully researchei in ¥CO P4200.15E.

1

Isprest Fund

1. Is the PRD completely £illad ou+%?

2. Are the specifica*ions relatively simpl:?

3. Does +he purchase require one dalivzsr and one
payeen:?
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4.

3.

Are the item(s) ands/or sarvices available within 30
days?

Can recurring reguests b2 handlsd tarough the BPA
method?

Is a subvoucher rnumber assijaed and anis>tated on the
PRD?

th
Q
(B

Is ar interim receipt for casn propsrly utilized
cash di~hdrawals?

Ace rsceipts tendzred propaclily anndotas
amount, da*e, and seller's name and positi

Is an SF1034 us=dé when payaeat by cha2sk is rsquiced?

Do irdividuals authcrized to aake

cails have a sp2si-
fied icllac amcun* limi%atiosa that thay

can place?

Does “he supplier have an up-to-date list of indivi-
juals authorized +o place calls and ta2ir respective
dollar amount limitation?

Do receipts +endered show th: followiag?

a. Supplier's Name

b. BPA number

c. Date of the call

d. Call number

e, Total Vist »f items(s) or services furnished
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5.

S.

6.

f. Quantities, unit prices, and discounts
g. Date of delivery or shipamesnt
h. Naze of individual placiny call

Does the suppliar submit at l2ast 2 ad>nthly summary of
all deliveries?

Does the EPA contain the <si13plement => <+h2 disputes
claus2 IA# MCDO P42092.15Z, para2 0674.172

2urchase Crdecs

-
-

Is th2 PRD completely £illa2d 21%?

*he purchasa be accemplished by aotilizing <the PO
methoi cnly?

Aze 3juo%te=iorns £>r pucchzsas Iz =xczss of  3503.0)
annota=ed on +the back 0f “ha PRD?

Are puzchase <crders £illed out propzrly and IA#® MCO

Pu4Z00. 15E, para 0651.37?

Are written solicitations prapareil whan:

a, Suppliers are outside of the local area?

b, Special specifications araz involvei?

. A large rumbar 52f items ac2 in a sianjle proposal?

1. Oral quotations are not considered 2:onomical ot
possible?

Are the required clauses inzludei in taa2 PO to cover

the £51llowing?

a, Unpriced orders?
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b. Variations in guantity ilu2 to unit of issue or bulk
quantities?

C. All periodical subscriptions?

3. Whar supplies are ordered >n cther than F.0.B.
destination basis?

2. For the humane slaugh*er >f livestock?

Z. s directed by *he Ccmmaniant of tha Marine
Corps (Ccde LB) ?

2. Ar=2 d=21livery cders Zillel cu+t pzzpasly a2nd  Iav 4C

P4200. 15SE, para 0651,3?

i1

e i
dari

dilv

tfotg

A
2

He =STABLISHING THE SYSTEM TO BE IMPLZYENTED

The r<responsibility of an adequate systsm of intscnal
control rests upor tha Purchasing Jdfficar, Tharefore, the
Systea to be impiemented must be 32sign2d to fit his pacti-
cular needs at the unit. Thz abilitiss of pertinent
personnel, the requirements and na2ads of ths unit, and the
availability of the sources of sapaly all iapast on the type
of purchasing that mus: be performed by th2 unit. Thaugh

not n2cessar:ly ar accurate forecast, histsriczal da+a can be




invaluable vhen ascertaining the strengths ani veaknessess in
the current purchasing process. Jtilizatisx of the afare-
menrtisred 3evelopment methodology saction could revaal
potential problems cr weed out una2cessary trivia. But in
*+he end, there is no absoicte system of intarzal controls,
and the Purchasing Jfficer must 3etermiaz 4h2re bernafics
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IV. IHPLEMENIATION AND MALNIENANCE METLHIDILOGY

A. IMPLEMENTATION METHODCLOGY

The ability *o successfully implsmant 3 sys%ea of

o
[
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ny will 3°T
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interna2l coatrols (o- changes <thar2

ot
w

[ ]
w
Q.

upcn <the amour* of resis+anze to chany2

(1]

ncsun .
Pesistance to change car be overt (ieliberatz resis+ance) o=
ccvers (resistance due <o other fastors) [R2f. 14: P. 378].

Though delibpera*te resistance c¢an be identifizqd and Zzals

with as apprcpriate, <cowver+ resistenc2 is mnuck  hardarc %o
iden=ify ani =2liminatsz. At £xaapl2 7€ covar: rcasistancs is

anczioral fixaticn.
Psychclogists have found <hat thercs appszars %o be
"Zunctional fixa%ion™ in most human 221avior in
vhich the persor attaches a azaning %> a +itls o=
dSbject and iIs unable “o se2 alternativa: aesanings
o>r uses (Ref. 1S5: P. 194].
In short, +the individual conscisusly or subcdnsciously ioses
not ggcognize “hre change due t> his past 2xperiences ari
personal definitions.
T> overcome resistance to chanye, the Purchasing Officer
must carefully shape change implema2ntation t> fully insti-
tute needed internal contrls. For this reasd>n, this aathor

suggests using the three phase chang2 process of

"unfreezing, change, and refreeziny™ (R2f. 18%: P. 380)].
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Tha first ¢two phases can be acc>mplisaiad “hrough an
educat ion and training session given to 1ll participating
personael. The “unfreezing" is showing the g2ed for change.
This sntails an explanation of how the ccatrols will affect
decision-making, +*he processing of purchas2 <*ransactions,

+he direczive requirements from nijher hreadjyuaccers, and an)
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1=ifilacle shor=coainys I3 == nT  puIca
proceiuzes. "Change"” is <hen accoympiisasd <=hrough &
detailed explanation of the new preccedurss and contrals.
The full intent of each control sh5uld alsy> b2 explained <o

emphasize the impcrtancs of the chaingas.
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Ths £iral phase of "refreezing" is accompliisk

=he uzz »Z sognli-ilve disscnarce.
Zcgni<ive dissonanc2 can be 3s2322n as ag antscsedent
zornéizicn wioich leads tc ac=<ivity orisntal cowari
3issornaace cr2duction Just 23 hangss  leads +¢
activity criented towari hungez rzduction

fRef. 16: P. 3].
Active suparvisicn will act as a cognitive dissonance
vehcile through the follow-ups that confira c-ompilance with
newly instituted con<+rols. Suboriinates a5t wishing t> be
confroa+ted with ron-compliance by th2 Purcaasing Officer
will strive toward close attention to “he systz2a of in%ernal
contrais.

Active supervision will do a>ce than Jast communicate

the regquireaents established by tha Purchasiny Officer. If

effectively utilized, "newly acjuirad b2havior beczoaes
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permanent, thereby cffsetting the regr2ssion toward th= 214
pattern of behavior af+er the pra2ssurss taward change are

relaxed® (Raf. 14: P. 377}

B. MAINTENANCE METHODOLOGY

gc-ive supervisicon 2lso werks 2s 2 me<hol 2% painmaiairng
the statyus juc ccmpliznce nnce +ha ja*+tz2zns ¢ behavior aavs
becomz2 permanent, However, <h2 totality 5f <h= purchasing

process ni environm2nt are now static 2and changes will

occur. 32 it +he pac-*icipatiny personnzl, sources o
supplyYy, *hijher thLeaiguarter'!s di-zctivas, 3 the <yps ofF

syeonrs rTeqlired, changes 2re inavitablsz.
In the con%iruocus s<trive for -2ascrabls zssurance tha<

th
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tem o©of Iinternal con*rols is adszguats, conszans

internal zraview Is rejuired. (120 2707).33 cequirzes an

[}

interaal centrol revievw at least biannially.) MCO P7003.88
has conceptualized the review into four genzral steps, which
are 2s follows:

1. Defin2 internal con+*rol objectives anil parameters.

2. Develop intermnal control dscamentation.

3. Analyze existing internal coatrols.

4. Correct deflciencies in existing intarnial controls.
The nav aspact of evaluation and correction >f weaknesses irn

the existiny system of interral :sontrols aas been braaght




cut 3s a integral part of the 1internal ra2visw procass.

Though all of the aforementioned tﬁesis inforamation s+ill
applies, rew questions should bs rais2d Juring this raview
process. Part of internal reviaw is *he ability %o look in
retrospect and make assumptions on the prasa2nt by 2valuating

the past. Therefore, much of ths iirection of the guestions

n

ths

th

needei for this evaiuazion ars bas=zi upon taz Zzsuis o
performance, and not the develospnzant of p2-formance stan-

dards for desired rercults.

=

A ccmprzhensive listing of sampls gJusz+ioans £cr  <+ihe
review precess cen only be dsvsloped by ths irndiviiaal
responsible for judging the =2xisting systsza cf in<esrrnal
conzrayls., However, sOome prespsct-ive gusstions dzalicgy iz

the ccen4rols as
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chapt=zr are as fcllows:
1. Purchasing Request Document

a. Ar2 item(s) and/or servicas requestzl par¢t of the
funded budget?

b. Were exceptions to the afscemention2l questisn hYigh
endungh in priority to wacrant a ra2priosritizatiosn?

C. Is UMMIPS being properly utilized?

d. Ar2 cost estimations reas>anably acsurate?

e, Ar3 requests handled in a timely fasaian?

f. Ar2 requests beiprg split t> fulfill actual needs?
g. Ar3 shor* notice delivery lates actuilly requir23?

h. Was the Ztem(s) and/or secvicas racaived sufficiane
to fulfill *he needs?
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2. Sourc2 of Supply
a, Is thke normal supply soarze being autilized?

b. Is there a valid reasop £or circumveating the
proper scurce?

Cc. Have the sources of supply chaaged?

3. Puzchasing Methods
3, Is ~he proper pucchase mzhhod being 1tilized?

b, Is there a valid reason £3: ciccumvsiting *he
proper purchasing methoi?

c. Arz purchasing method limitatisne bziag adhered to?

In some cases, using uni“s have already astaolishned formal-

ized systems c¢f internal controls, necessiating the usz =°F
tha2 MCO P7300.88 fcur generalizsl =rTevisw s*%sps from thas
starz, I~ &y case, Iirntermal rc-aview i1s 21lways reguirsd

because what works today may fail tomorrcw.
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V. SUMMARY AND CONGLUSIONS

A. SUMMARY

Af=2r a brief discussion of systems of iantzrnal contrcols

and Tz effsct of an inadsquats s
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of this thesis,
Ths beginning s+a*ements £o- +he Rzguirsments of arn

Adequite System of Internal Con*rols explorzl thrze aspzcots

tha+ iImpac* upon the heuris:ics of system dzvalopment. The
rest c-I the chapgter Jas a suadzrizazicn Sf desvelopuszac

raquirsnen+ts, <=echiaiques 2and lapizmentaiion 211 maintsrnaacs
Tequir=men<s that carn be utilizel by the Purchasing 0£fficer
when ieveloping his own system of internal :>o51%trals.

In Chaptzr III, the preseatition was :th: generalized
administrative corntrols, with the major emphasis on “he PRD
as +ha cerntral con*rol document. The flow~charcts w:=re
developed t3 facilitate the decisions 1nade 22 the where and
how £5r each purchase in a simplifia2d format.

Tha final chapter was an att2mot tc explain “he need for
a plan 4o iamplement and maintain a systaa cof intacnal
control. Yajor points of consiieration sho11d be given %o

the internal review process and thsz resistens: to change.
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B. CIONCLUSION

The rebirth in the concern for cucbing fraud, waste, and
abuse has had a great impact on DJD. With this resurgzace

has come r2rewved iptersest in aldejiate systzas of intsraal

g e

tzativa contzcls for the Jday-to~-3ay opsrztizas. The quotad

o e

recept GAC kepor: specified +hat oroceiurs manuals or ragu-

lations had nct been incorporateil ints Jay-ts-day op2za-

ticns. In order to facilitate %2z zcsoamplishmsnt of this
ohiective, the oropcsed controls wers k3ot gimplz  3nd
requics 1ittie (L€ any) addiszonal work =5 accompiish.
) (Because ¢f =his simplistic design, 1< is su3yjyss<ed zihas 2ll

1
.
N
®
[= 1
]

propossd contTols be u<l I>wevar, if proper 2dher-
ence to the contrecls is maintained, sufficisznt informatiorn
to make viable ard practical decisiosons shoull bz possiblsz,
Th2 genaralized dssign is far fr-om zomplata. Mandatory
requiremen<s are well specified in MCO P4230.15E, and this
anthor f£elt that furthez accounting contr>l developaasnt
woull not only be an unnecessary form >f playiarizing, bus
would beli“tle the needed impact of admirnistritive controls.

Additionally, further accounting control devalopment would

T be t55 res<rictive 40 the Purchasiny Officer's authority and
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responeibility of tailoring his control syst2a to his parei-

‘cula: needs. But, with Chapter II ani :the applicable
orders, he should have sufficient 2xplanatory information to
complate a system suited to his situation wnhile fulfilling
all mandatory requirements.

Thsre is po substitute for rsaling and i1njscstarding the

[
il

appropriate manuals and directives, Hcwzvsz, appiican
contzals that heip 1imi< and fosus upon taiz appropriacs
referances nct crly save %ime, ba:t facilitaze th2 strivs for

an ada2gqua*e system of internal controls.

Copy available to D
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