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ABSTRACT

With limited resources and reduced funding for Naval fofces, there is a need
to standardize accounting ashore for all afloat activities. The purpose of this thesis
was to review the framework for standardization of inventory reporting afloat under
one stores (inventory) accounting system, referred to as the Material Financial
Control System-Retail (MFCS-Retail). Additional analysis was conducted on
general funds obligational reporting for afloat Operating Targets (OPTARS) and the
conversion to the Standard Accounting and Reporting System, Field Level (STARS-
FL) system. Empirical research was conducted at DFAS Operating Locations in
San Diego, California and Norfolk, Virginia to review existing stores accounting and
general funds management procedures. Additionally, financial reconciliation
procedures were reviewed for inventory and financial accounting, with the goal of
using artificial intelligence to reduce unmatched receipts and expenditures.
Emphasis was placed on areas that could be streamlined and automated to provide
timeliness in reporting, while reducing workload afloat. The major finding of this
research was that standardizing accounting for inventories afloat under MFCS-
Retail and STARS-FL for OPTAR management allows for streamlining detailed
inventory management and financial reporting ashore. A major benefit is the
reduction of workload afloat through the standardization of reporting across the

fleet.
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I. INTRODUCTION

A. BACKGROUND

In the area of Financial Management, the goal for the Fleet and Type
Commanders has been to improve accuracy and timeliness of financial reporting,
while reducing the financial workload for afloat activities. Under the guidance of the
Fleet Supply Policy Council (FSPC), chaired by Naval Supply Systems Command
(NAVSUP), Code 04, the fleet representatives chose the Material Financial Control
System-Retail (MFCS-Retail) for Stores Accounting and the Standard Accounting
and Reporting System, Field Level (STARS-FL) for general funds management, or
OPTAR accounting for afloat activities.

The MFCS system was originally designed by the Navy Inventory Control
Point (NAVICP) and Fleet Material Support Office (FMSO) to improve Inventory
Control Point (ICP) wholesale material and financial accounting operations,
integrate the business operations of the ICP, and correct accounting system
compliancy deficiencies related to Department of Defense Instruction 7000.14R the
Financial Management Regulation (FMR) and Chief Financial Officer (CFQ) act.
The Defense Business Operations Fund (DBOF) Corporate Board selected MFCS
as an interim migratory system for the Navy wholesale supply management
business area in December 1994. Additionally, MFCS was selected in November
1995 to perform retail stores accounting afloat and ashore by- the Assistant
Secretary of the Navy for Financial Management (ASN&FM&C) and Director of the
Defense Accounting and Finance Service Headquarters (DFAS HQ). The proposed
development project to integrate ashore and afloat retail stores accounting into
MFCS is known as MFCS-Retail. MFCS-Retail is essential to Navy efforts to
transfer afloat accounting workload ashore.




The Fleet Resource Accounting Module (FRAM) is a field level accounting
system that has been in existence for more than 25 years for use in general funds
management or OPTAR accounting for afloat activities. FRAM consists of two
mainframe systems, which provide fleet accounting with one system on the East
Coast at OPLOC Norfolk, Virginia and one system on the West Coast at OPLOC
San Diego, California. All afloat activities reported financial data to one of the
OPLOCs which was then consolidated and reported to the appropriate Type
Commanders, Fleet Commanders and other interested members in the chain of
command. As a result of FRAM's age and limited capability, DFAS Cleveland and
the Navy determined that the system needed to be modernized and standardized.
The system which was selected for general funds managemeni or OPTAR
accounting to replace FRAM was the Standard Accounting and Reporting System,
Field Level (STARS-FL).

B. METHODOLOGY _

Archival, empirical, and opinion research was conducted to ascertain the
impact of the current workload afloat and ashore involving financial transaction
reporting and processing through the current Defense Finance and Accouhting
Service Operating Locations (DFAS OPLOCS). Archival research examined current
instructions and guidelines used in stores accounting practices and detailed
obligational reporting under afloat OPTAR accounting. The research included a
review of the current Stores Accounting procedures used by DBOF activities for
Financial Inventory Report (FIR) generation and detailed obligatiohal repdrting for
O&MN funds management under the current Fleet Resource Accounting Module
(FRAM). The primary focus was on the process for the consolidation of ail stores
(inventory) accounting ashore for all afloat activities under DBOF, using the
Material Financial Control System-Retail (MFCS-Retail) as the retail inventory
system for afloat inventory management.



Empirical research was conducted by visiting DFAS Operating Locations
(OPLOCS) in San Diego, California and Norfolk, Virginia to review existing stores
accounting procedures and to gather data on current dollar values of unmatched
summaries / billings and unmatched receipts which require reconciliation prior to
conversion to MFCS-Retail. Further analysis was conducted by reviewing the
success of the Force Inventory Management Analysis Reporting System (FIMARS)
program at COMNAVSURFLANT and the cost savings realized through
redistribution of excess material to satisfy fleet deficiencies under the Consolidated
Residual Asset Management Support Information system (CRAMSI). This included
an analysis of current inventory costs including allowance values, dollar values of
excesses on hand or on order, and inventory deficiencies. This data was used to
extrapolate cost savings which may be realized through implementation of MFCS-
Retail by using excess material to satisfy existing deficiencies in the fleet and the
wholesale system ashore. Additional data was collected on what detailed
obligational reporting methods were being used by afloat activities for financial
reporting and how these methods could be streamlined through automation and
further processed to STARS-FL. Empirical research and analysis were conducted
in evaluating the process.

In addition, OPTAR O&MN detailed obligational reporting for afloat activities
under the Standard Accounting and Reporting System, Field Level (STARS-FL)
~system, was analyzed and evaluated. Emphasis was placed on areas that could
be streamlined and automated to provide increased accuracy and timeliness in
reporting and reducing workload afloat.

Finally, opinion research was used in conducting interviews with various key

personnel at the Type Commanders, Fleet Commanders, Naval Supply Systems
Command (NAVSUP), Navy Inventory Control Point (NAVICP), DFAS Operating
Locations (OPLOCS) and other parties.




C. RESEARCH QUESTIONS

The following research questions were analyzed and evaluated during this

thesis:

Primary: Can Standardized Accounting Ashore be conducted for all afloat

activities using the Defense Business Operations fund for stores (inventory)

accounting and STARS-FL for general funds management and financial

accounting?
Subsidiary:
1.

What are the advantages of Standardized Stores Accounting
Ashore for afloat activities using DBOF? This issue includes
the cost-benefit analysis of Total Asset Visibility (TAV)
for redistribution of excess inventory to satisfy existing material
deficiencies in the fleet and wholesale system ashore.

What steps would be necessary in reconciliation of afloat
inventories not now under DBOF prior to capitalization into
DBOF? Would there be a windfall profit for DBOF as a result
of capitalization?

What system would be used to provide material accountability
ashore (stores accounting) for afloat inventories? Where would
it reside and what activity would manage it?

How would Stock-In-Transit (SIT) and Material-In-Transit
(MIT) be managed? What reconciliation action is required for
previous Other Supply Officer (OSO) and Interfund Billing
(IFBs) transfers and issues which remain unreconciled at time
of conversion to the new stores accounting system?

What actions would be taken to validate a Proof of Shipment
(POS) from an afloat activity for material issued or transferred

to other activities?




6. What steps could be taken to streamline detailed obligational
reporting under general funds management to help eliminate
the need for biweekly financial transmittals and monthly
Budget Operating Target (OPTAR) reporting?

7. What steps could be taken to automate Aged Unfilled Order
Listings (AUOLS) and Summary Filled Order Expenditure
Difference Listings (SFOEDLS) used for general funds
management or OPTAR accounting?

D. SCOPE AND LIMITATIONS

The research for this thesis was primarily a field study to develop a
framework to analyze the consolidation of inventory reporting afloat under one
stores} accounting system, referred to as the Material Financial Control System-
Retail (MFCS-Retail). Under MFCS-Retail, all inventories would be financed with
the Defense Business Operations Fund (DBOF). Additional analysis was
conducted on general funds obligational reporting for Operating Targets (OPTARS)
from afloat activities and the conversion to the Standard Accounting and Reporting
System, Field Level (STARS-FL) system. Primary attention was on how the Navy
currently manages afloat inventories and the advantages and challenges of
standardization under MFCS-Retail.  Potential advantages that may be
incorporated into the MFCS-Retail system include the success of the Force
Inventory Management Analysis Reporting System (FIMARS), redistribution of
excess material to satisfy fleet deficiencies under the Consolidated Residual Asset
Management Support Information system (CRAMSI), and standardization of
software applications afloat for supply management. Additional reséarch analyzed
the current obligational reporting procedures afloat under the Fleet Resource
Accounting Module (FRAM) system and how the conversion to the Standard
Accounting and Reporting System, Field Level (STARS-FL) system could help
establish a framework for increased accuracy and timeliness of financial reporting

while reducing workload afloat.




E. ORGANIZATION OF STUDY

The remainder of this thesis is divided into seven chapters and four
appendices, as follows:

Chapter Il. THE CURRENT BUSINESS PROCESS

This chapter examines the current business process for stores (inventory)
accounting and general funds management processes under Operating Target
(OPTAR) accounting. Emphasis is placed on how afloat Defense Business
Operations Fund (DBOF) activities currently manage stores accounting under
Special Accounting Class (SAC) 207. In addition, an overview is provided of the
Financial Inventory Report (FIR) and reconciliation of unmatched receipts and
expenditures for afloat DBOF activities. Next, a review of end-use inventory
accounting for non-DBOF activities is provided. This review includes how end-use
activities procure storeroom stock and how this inventory is pre-expended as end
use. Finally, an overview of the financial reconciliation process for general funds
management, or OPTAR accounting is provided. This overview includes a
description of the matching of obligations held by the OPLOC against expenditures
and the production of financial exception listings, including the Aged Unfilled Order
Difference Listing (AUOL) and Summary Filled Order Expenditure Difference Listing
(SFOEDL).

Chapter Il ADVANTAGES OF STANDARDIZED STORES
ACCOUNTING ASHORE UNDER THE DEFENSE
BUSINESS OPERATIONS FUND (DBOF)

This chapter examines the advantages of standardized stores accounting
ashore under DBOF. First, an overview is provided of the impact of the Chief
Financial Officer Act (CFO) compliancy requirements and the Defense Management
Review Decision (DMRD) 910 on financial management. Additionally, a review of
the plans for Afloat Asset Visibility (AAV) and the plan for standardization of stores
accounting under DBOF using the Material Financial Control System (MFCS) as the

Navy's selection for inventory (stores) accounting afloat under the new software



called Relational Supply (R-Supply) is provided. Next, an analysis of the success
of current cost avoidance programs managed by the Type Commanders including
the Force Inventory Management Analysis Reporting System (FIMARS),
Consolidated Residual Asset Management Screening Information System
(CRAMSI), Residual Asset Screening Program (RASP), and Residual Asset
Management (RAM) programs is provided. Finally, an analysis is provided of a test
involving the redistribution of material excesses to satisfy material deficiencies
among 37 ships under Commander Naval Surface Forces, Atlantic Fleet
(COMNAVSURFLANT) using FIMARS and how this data could be used to
extrapolate costs and benefits which may be realized through implementation of

MFCS. |
Chapter [V: RECONCILIATION OF AFLOAT INVENTORIES NOT

UNDER DBOF

This chapter examines the steps required in allowance validation of the
Coordinated Shipboard Allowance List (COSAL) at the shipboard level prior to
capitalizing end-use inventories into DBOF. This analysis includes discussion on
whether there would be a windfall profit for DBOF as a result of capitalizing end-use
inventories into DBOF. An overview is provided of the production of initial
allowances and the overall impact of new initiatives, such as the success of the
Fleet Logistics Support Improvement Program (FLSIP) and the new .5 FLSIP plus
COSAL. Additionally, an analysis is presented for the requirement to fund all
storeroom stock deficiencies prior to conversion to MFCS-Retail and how these
deficiencies could be funded through the windfall profit generated through the sale
of excess end-use inventories. Finally, an overview of the opportunity to establish
an Aviation Coordinated Allowance List (AVCAL) under DBOF for shipboard Light
Airborne Multi-Purpose System (LAMPS) helicopter pack-up support is provided.




Chapter V: STOCK-IN-TRANSIT AND MATERIAL-IN-TRANSIT
MANAGEMENT
This chapter examines the potential management of unmatched receipts and
expenditures under the Material Financial Control System-Retail (MFCS-Retail).
First a review is presented of the current procedures for processing unmatched
receipts and expenditures for afloat DBOF activities. Next, an overview is provided
on how MFCS-Retail related activities would become Centralized Accounting and
Billing (CAB) activities and how these activities would be responsible to report
issues, receipts and adjustments through a Transaction Item Reporting (TIR)
process. Additionally, a description is provided of the Stock-in-Transit (SIT),
Material-In-Transit (MIT) and Accounts Payable related transactions for DBOF
activities under MFCS-Retail. This analysis includes the need for automated
financial reconciliation of unmatched transactions through the use of SIT/MIT net
for automated tracking, controlling and resolving of unmatched SIT/MIT and
Accounts Payable related issues and receipts. Finally, an overview of the
requirements to reconcile the current unmatched receipts and expenditures greater
than 90 days unmatched for DBOF activities prior to conversion to MFCS-Retail is
provided.
Chapter VI: STREAMLINING  DETAILED  OBLIGATIONAL
REPORTING
This chapter reviews the current detailed obligational reporting procedures
used by the fleet for reporting of financial transactions under general funds
management or Operating Target (OPTAR) accounting. In addition, an overview
is provided of the Steps being taken to convert current procedures for fleet
accounting to the Standard Accounting and Reporting System, Field Level (STARS-
FL). Emphasis is placed on how the conversion to STARS-FL could assist in
establishing a framework for removing financial accounting afloat to an ashore
accounting center. Finally, an analysis is provided on what steps could be taken

to streamline current detailed obligational reporting under general funds




management to help eliminate the need for biweekly financial transmittals and
monthly Budget Operating Target (OPTAR) reporting by sending financial
transactions daily to STARS-FL.
Chapter VII. AGED UNFILLED ORDER LISTINGS (AUOLs) AND
SUMMARY FILLED ORDER EXPENDITURE
DIFFERENCE LISTINGS (SFOEDLs) AUTOMATION
This chapter focuses on what steps are being taken to automate the financial
listings forwarded to the fleet from the OPLOCs for financial reconciliation under
general funds management. These listings include the Aged Unfilled Order Listing
(AUOL) and Summary Filled Order Expenditure Difference Listing (SFOEDL).
Emphasis is placed on what steps could be taken now to automate detailed unfilled
order review for all unfilled orders and expenditure differences generéted as a
result of the financial reconciliation process at the respective OPLOCs. Next an
overview of the new Requisition Information Management Analysis and Reporting
System (RIMARS) is presented, along with discussion of how this program could
help remove or reduce financial management of unfilled orders afloat and transfer
the workioad to a centralized database ashore. Finally, discussion is provided on
the automation of the Summary Filled Order Expenditure Difference Listing
(SFOEDL), including detailed processing and challenging of transactions from the
fleet to the OPLOC. .
Chaptér VIi: CONCLUSIONS AND RECOMMENDATIONS
This chapter provides a summary of steps which can be taken to standardize
accounting ashore for all afloat activities using DBOF for stores (inventory)
accounting and STARS-FL for general funds management. Conclusions and
recommendations are provided for the primary and all subsidiary questions stated
at the beginning of this thesis. This review includes the advantages of standardized
stores accounting ashore, including the benefits realized through Total Asset
Visibility (TAV). Additionally, an outline is provided on the steps necessary in

reconciliation of afloat inventories not under DBOF prior to capitalization.




Next, a discussion of the management of unmatched inventory transactions,
including Stock-In-Transit (SIT), Material-in-Transit (MIT) and Accounts Payable,
and how these transactions could be centrally managed through an automated
process under the Navy Inventory Control Point (NAVICP) is provided. This
discussion includes the need to reconcile current unmatched DBOF related receipts
and expenditures prior to conversion to MFCS-Retail. Finally, conclusions and
recommendations are provided on steps to streamline detailed obligational
reporting under STARS-FL and how bi-weekly transmittals and end of month
Budget OPTAR Reports (BORs) could be eliminated. This discussion includes
recommendations for automating detailed unfilled order and difference data.

Appendix A: DBOF AFLOAT ACTIVITIES

This appendix represents an alphabetical list of all afloat activities currently
operating under the Defense Business Operations Fund (DBOF).

Appendix B: FINANCIAL INVENTORY REPORT (FIR) CODES

This appendix provides a list of all Financial Inventory Report (FIR) codes
and associated definitions currently being used in afloat DBOF accounting under
Special Accounting Class (SAC) 207.

Appendix C: SUMMARY FILLED ORDER EXPENDITURE
DIFFERENCE LISTING (SFOEDL) CHALLENGE
CODES AND DEFINITIONS

This appendix provides a list of all the appropriate Summary Filled Order
Expenditure Difference Listing (SFOEDL) challenge codes and their associated
descriptions. These codes are used by the afioat financial technician when
challenging difference charges in general funds management from the SFOEDL.
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Appendix D: COMNAVSURFLANT 37 SHIPS SELECTED FOR
FIMARS REALLOCATION OF EXCESSES TO

REDUCE DEFICIENCIES MARCH 1996
This appendix represents a list of 37 ships which were selected as part of a
test of the Force Inventory Management Analysis Reporting System (FIMARS). In
this test, excesses from all 37 ships were reviewed to determine which material
could be redistributed to satisfy existing stock deficiencies within the same 37 ships.
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. THE CURRENT BUSINESS PROCESS

A. GENERAL
This chapter examines the current business process for stores (inventory)
accounting and general funds management processes under Operating Target
(OPTAR) accounting. First, a review will be provided of afloat stores (inventory)
accounting under the Defense Business Operations Fund (DBOF). This review will
include descriptions of the Defense Business Operations Fund afloat and the
management of the Financial Inventory Report (FIR) used for DBOF stores
accounting. This data is forwarded to the applicable Defense Finance Accounting
Service Operating Location (DFAS OPLOC) for up-line reporting on receipts,
expenditures and inventory values managed afloat under DBOF. Second, an
overview is provided of the OPLOC financial processing which describes the
unmatched receipt and expenditure processing procedures currently conducted at
the DFAS OPLOCS for DBOF related transactions. Additionally, current
performance data will be provided for unmatched receipts (A&G listing) and
unmatched expenditures (C&H listing) by Type Commander and Fleet Commander.
Third, a review of end-use (inventory) accounting for non-DBOF activities will be
provided. This will include how material is procured for storeroom stock on hand
and pre-expended as end-use inventory. Next, under general funds management,
the chapter describes how afloat activities receive authorized grants referred to as
OPTARSs for financial operations and how detailed or summary obligations and
cancellations are periodically forwarded to the DFAS OPLOCS for up-line reporting.
Finally, an overview will be provided of the financial reconciliation process for
general funds management. The process results in the matching of obligations and
expenditures under the Fleet Resource Accounting Module (FRAM) system and the
production of the Aged Unfilled Order Listing (AUOL) and SUmmary Filled Order
Expenditure Difference Listing (SFOEDL) which must be reviewed and worked by
the afloat financial managers.

13




B. STORES (INVENTORY) ACCOUNTING UNDER THE DEFENSE BUSINESS
OPERATIONS FUND (DBOF)

1. DBOF Afloat

Title 10 of the U.S. code Article 2208 authorized the Secretary of Defense
(SECDEF) to establish working capital funds for the Department of Defense (DoD).
The purpose of working capital funds was to finance inventories of stores, supplies,
materials and equipment and to provide working capital for industrial and
commercial activities. [Ref. 1: p. F1-G3]

The Defense Business Operations Fund (DBOF) is a working capital fund or
revolving fund whose assets have been provided by capitalization of former service-
related revolving funds. The Naval Supply Management Business area of the
DBOF is authorized by the National Security Act of 1947 and was formerly known
as the Navy Stock Fund (NSF). The purpose of this fund is to finance the
procurement of specific categories of material to support ships, aircraft, military
personnel and the shore establishment of the Navy. It is operated as a revolving
fund that finances the purchase and maintenance of stocks of common supply items
necessary for the support and operation of the Navy. [Ref. 1: p. F1-G10]

DBOF use afloat is a financing mechanism for stores or inventory accounting
for activities under the Special Accounting Class (SAC) 207. Those afloat activities
operating as SAC-207 or AV-207 (Aviation) finance their inventories through DBOF
and do not receive an annual appropriation for procurement of inventories. As
DBOF activities, these ships accept orders or requisitions from their customers and
use the DBOF accounting to procure the material for delivery to the customer.
Upon receipt of material from an outside source or issue from storeroom stock, the
DBOF account is reimbursed and the appropriate general fund or Operating Target
(OPTAR) is charged for the material. This revolving cycle continues and that is why
DBOF is considered a revolving fund. Figure 2.1 is an illustration of the DBOF fund
as a large revolving fund.
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The initial Coordinated Shipboard Allowance List (COSAL) is funded through
Naval Sea Systems Command (NAVSEA) procurement accounts which include
Shipbuilding and Conversion, Navy (SCN) or Other Procurement Navy, (OPN).
[Ref.2]

Upon commissioning of a DBOF afloat activity, all existing inventory on hand
in storeroom stock is capitalized into the DBOF account. Material deficiencies
which are outstanding at the time of commissioning are capitalized into DBOF upon
receipt of the material. This process establishes the baseline inventory of all
storeroom stock. Appendix ‘A’ provides a current listing of all afloat DBOF
activities.

Future additions to allowances lists are funded through DBOF with the
exception of Depot Levél Repairables (DLRs) or Aviation Depot Level Repairables
(AV-DLRs). DLRs are funded through the use of the Naval Sea Systems Command
(NAVSEA) Technical Operating Budget (TOB), which is part of the procurement
account used for initial outfitting of inventories. [Ref. 3] AV-DLRs are funded
through the use of another procurement account referred to as Aircraft
Procurement, Navy or APN-6. In both cases, material is capitalized into the DBOF
account under their respective Financial Inventory Report (FIR) accounts upon
receipt of the material.

2. Management Of The Financial inventory Report (FIR)

The Financial Inventory Report (FIR) or Report 03 is a control ledger account
used in summarizing stores accounting for categories of material. The FIR report
is broken down by cognizance symbol (COG). A COG is a two-character code
which identifies the Budget Project (BP) manager responsible for the category of

material held in inventory. The basic structure of the FIR can be viewed as a matrix

of summarized information which lists the opening inventory, receipts, expenditures -

and closing inventory of material managed under the two digit cognizance symbol
and the dollar value of transactions affected aboard an afloat activity. Table 2.1 is

an example of a FIR report on a particular cognizance symbol 1H.
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H1 OPENING INV 25000

A1 COMMERCIAL 5000
RECEIPTS

A3 DoD RECEIPTS 2000

B2 RECEIPTS W/O 2550
REIMBURSEMENT

D4 INVENTORY GAIN 1100

E1 PURCHASE 300
VARIANCE (GAIN)

F4 0SO RECEIPTS 14000

F§ SERVMART 400
RECEIPTS

I ISSUES WITH 3300
REIMBURSEMENT

KS ISSUES WIO 1500
REIMBURSEMENT

L1 TRANSFERS TO 200
DISPOSAL

M4 INVENTORY 1400
LOSSES

M5 INVEN. LOSSES IN 2200
SHIPMENT

N1 PURCHASE 400
VARIANCE (LOSS)

P4 0SO TRANSFER 10000

R1 CLOSING INV. 31350
TOTALS 25000 25350 19000 31350 “

Table 2.1 Example of a FIR Report on COG 1H
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FIR codes are two digit codes that identify the various types of transactions
that affect financial inventory records of the stock account. These FIR codes will
appear under the headings of opening inventory, receipts, expenditures and closing
inventory on the FIR report. Appendix ‘B’ provides a list of all applicable FIR codes
and their definitions.

Managers reviewing the FIR report are particularly interested in the various
values reflected in the appropriate FIR code. Opening inventory values of the
current FIR report will be reviewed against closing inventory values of the last FIR
report to ensure they are equal. Certain FIR codes will be reviewed to determine
if there have been abnormal adjustments made such as gains in inventory, losses
or survey of material. Supporting detailed reports such as the Receipt Report 04
and Other Supply Officer (OSO) Report 05 will be validated against the FIR report
to ensure proper balancing of the summarized FIR Report 03 with the totals of the
respective detailed reports. Any out-of-balance situations will be immediately
investigated and promptly corrected prior to up line reporting to the Defense
Finance Accounting Service Operating Location (DFAS OPLOC). Once the FIR
report and supporting details have been validated by the shipboard financial
managers, the report, supporting details and a computer output file in the form of
a tape, floppy disk or other automated media are forwarded to the responsible
DFAS OPLOC for FIR consolidation, reconciliation and further up line reporting on
the values of various transactions and on hand inventory managed under DBOF
afloat. ,

A message report to the applicable OPLOC is required for DBOF charges
and credits by the first célendar day of the month following the month being
reported. Other financial inventory returns, including the FIR, are required to reach
the OPLOC by the fourth calendar day of the month following the reporting period.
[Ref. 4. p. 3-41]

18
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C. UNMATCHED RECEIPT AND EXPENDITURE PROCESSING
FOR DBOF ACTIVITIES

1. OPLOC Financial Processing

The applicable OPLOC will receive, audit and prepare consolidated reports,
including the FIR. Consolidated FIR data will be reported by the OPLOC and
forwarded monthly to the Navy Regional Finance Center, Washington, D.C., the
applicable Type Commander and the inventory control point for the applicable
Budget Project (BP) manager which has cognizance of DBOF material.

[Ref. 4: p. 3-52]

DBOF financial reconciliation of incoming receipts and expenditures is
conducted on a monthly basis by the OPLOC. Figure 2.2 illustrates the
reconciliation effort conducted by the DFAS OPLOCS between incoming receipts
and expenditures from individual afloat DBOF activities with incoming receipts and
expenditures from outside activities, which include other Navy DBOF activities,
non-Navy (e.g., Defense Logistics Agency (DLA)) and commercial billing activities).
As a result of this financial reconciliation of detailed receipts and expenditures, the
detailed Unmatched Receipt Reports (A&G listings) and detailed Unmatched
Expenditure Reports (C&H listings) are produced and forwarded to the appropriate
DBOF activity for review and action.

2, Unmatched Receipts _

Monthly receipt data is forwarded from the DBOF activity to the responsible
OPLOC for reconciliation against an incoming expenditure. During the financial
reconciliation process at the OPLOC, detailed receipts from the DBOF activities are
matched against incoming expenditures in the form of abstracts, summaries and
billings from supplying activities. If a receipt does not match or only partially
matches an incoming expenditure, the unmatched portion of the receipt will be
reflected on the Unmatched Receipt Report (A&G Listing).
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An unmatched receipt is the result of a DBOF activity reporting receipt of
material from a Navy or non-Navy activity (i.e., Defense Logistics Agency (DLA) or
Disbursing Officer Voucher (DOV)) to the OPLOC and the OPLOC has not
recorded a matching expenditure. Unmatched Caption ‘A’ receipts are receipts
from other Navy DBOF activities or Other Supply Officer (OSO) summaries.
Unmatched Caption ‘G’ receipts are receipts from non-Navy activities, including
Defense Logistics Agencies (DLA), General Services Administration (GSA) and
commercial activities. Some reasons for an unsatisfied match condition for a
receipt include:

[ A DBOF activity submits a receipt document, but the issuing

activity does not submit an expenditure document.

o The DBOF activity processes a receipt for material when there
is a gain by inventory (this is a result of a physical iriventory where
there are more of the items on the shelf than recorded on the Basic
Material File (BMF)) but the activity does not want to post an
inventory adjustment gain.

®  The DBOF activity processes a receipt for material which indicates
receipt from Navy (OSO), non-Navy (billing) or commercial source for
material which should have been capitalized as an initial allowance
item upon receipt of the material.

L The quantities, total dollar values or both on the receipt and
expenditure documents submitted do not agree.

Table 2.2 provides a cumulative summary of unmatched receipts (A&G) for each
Type Commander and Fleet Commander for the month of December 1995,

including dollar value of totally or partially unmatched receipts and requisition
counts. As illustrated in Table 2.2, the total dollar value of unmatched receipts
(A&G) is $1,274,482,000, with 428,776 documents listed as a totally or partially
unmatched receipts. '




ACTVITY

DOLLAR VALUE

UNMATCHED

RECORD COUNT

COMMANDER NAVAL SURFACE
FORCES ATLANTIC FLEET
(CNSL)

40,035

18,649

COMMANDER SUBMARINE
FORCES ATLANTIC FLEET (CSL)

7,257

14,219

COMMANDER NAVAL AIR FORCES
ATLANTIC FLEET (CNAL)

123,599

41,133

FLEET MARINE FORCES
ATLANTIC FLEET (FMFLANT)

83,228

34,319

TOTAL COMMANDER-N-CHIEF
ATLANTIC FLEET (CINCLANTFLT)

254,119

108,320

COMMANDER NAVAL SURFACE
FORCES PACIFIC FLEET (CNSP)

81,307

- 79,418

COMMANDER SUBMARINE
FORCES PACIFIC FLEET (CSP)

28,450

25,612

COMMANDER NAVAL AIR FORCES
PACIFIC FLEET (CNAP)

420,018

121,411

FLEET MARINE FORCES
PACIFIC FLEET (FMFPAC)

490,588

94,015

TOTAL COMMANDER-N-CHIEF
PACIFIC FLEET (CINCPACFLT)

1,020,363

320,456

GRAND TOTAL OF CUMULATIVE
UNMATCHED RECEIPTS FOR
DBOF ACTIVITIES

1,274,482

428,776

Table 2.2 Cumulative Summary of Unmatched Receipts (A&G)

For the Month of December 1995
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3. Unmatched Expenditures
Monthly expenditure data in the form of abstracts, summaries and billings
from supply activities is forwarded to the responsible OPLOC for reconciliation
against incoming receipts from individual afloat DBOF activities. This expenditure
data can be received by the OPLOC by magnetic tape, floppy disk, autodin cards
and hard copy invoices or abstracts. If an incoming expenditure does not match or
only partially matches an incoming receipt, the unmatched portion of the
expenditure will be reflected on the Unmatched Expenditure Report (C&H Listing).
Unmatched Caption ‘C’ expenditures are from other Navy DBOF activities or Other
Supply Officer (OSO) summaries. Caption ‘H’ expenditures are from non-Navy
activities such as Defense Logistics Agencies (DLA), General Services
Administration (GSA) and commercial activities. Some reasons an unsatisfied
match condition for an expenditure exists include:
[ An expenditure has been received by the OPLOC from a supply
activity and the DBOF activity has not recorded a receipt of material.
[ The DBOF activity processes an erroneous gain by inventory
when the material was an incoming receipt and should be processed
as a receipt.
[ The DBOF activity processes a receipt as a capitalization when
it should have processed as a normal receipt not from initial outfitting
requisitions. ,
o The quantities, total dollar values or both on the receipt and
expenditure documents submitted do not agree.

Table 2.3 proVides a cumulative summary of unmatched expenditures (C&H) for
each Type Commander and Fleet Commander for the month of December 1995
including total dollar value unmatched or paftially matched expenditures and
requisition counts. As illustrated in Table 2.3, the total dollar value of unmatched
expenditures (C&H) is $345,904,000 with 161,484 documents listed as a totally or
partially unmatched.




DOLLAR VALUE
UNMATCHED

ACTMITY RECORD COUNT

COMMANDER NAVAL SURFACE
FORCES ATLANTIC FLEET
(CNSL)

22,228

19,963

COMMANDER SUBMARINE
FORCES ATLANTIC FLEET (CSL)

11,461

14,131

COMMANDER NAVAL AIR FORCES
ATLANTIC FLEET (CNAL)

69,124

34,818

FLEET MARINE FORCES
ATLANTIC FLEET (FMFLANT)

48,087

22,903

TOTAL COMMANDER-N-CHIEF
ATLANTIC FLEET (CINCLANTFLT)

150,900

91,815

COMMANDER NAVAL SURFACE
FORCES PACIFIC FLEET (CNSP)

17,577

22,555

COMMANDER SUBMARINE
FORCES PACIFIC FLEET (CSP)

5,110

9,018

COMMANDER NAVAL AIR FORCES
PACIFIC FLEET (CNAP)

79,864

20,112

FLEET MARINE FORCES
PACIFIC FLEET (FMFPAC)

92,453

17,984

TOTAL COMMANDER-IN-CHIEF
PACIFIC FLEET (CINCPACFLT)

195,004

69,669

GRAND TOTAL OF CUMULATIVE
UNMATCHED RECEIPTS FOR
DBOF ACTIVITIES

345,904

161,484

Table 2.3 Cumulative Summary of Unmatched Expenditures (C&H)
For the Month of December 1995
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D. END USE INVENTORY ACCOUNTING FOR NON-DBOF ACTIVITIES

1. Initial Outfitting for End-Use Inventory for New Construction
Under Shipbuilding and Conversion, Navy (SCN)

The Navy is constantly procuring new systems, equipments and components.
These items must be supported by material allowances such as spare and repair
parts, special tools, test equipment and support equipment. [Ref. 5: p. 1-4] With
ships under new construction, a form of Navy procurement dollars referred to as
Shipbuilding and Conversion Navy (SCN) will be the source for funding all initial
outfitting storeroom deficiencies to be carried in storeroom stock.

In the first phase of initial outfitting for new construction, the requirements
are determined through a provisioning process referred to as a Coordinated
Shipboard Allowance List (COSAL). The initial storeroom allowances are
documented by the publication of an Allowance Parts List (APL). Other allowance
list material may be stocked onboard a ship besides the COSAL items depending
on the ship type. These allowance lists are found on DBOF funded activities and
will not be held in end-use inventories. They include the Aviation Coordinated
Allowance List (AVCAL), Tender and Repair Ships Load List (TARSLL) and Fleet
Issue Load List (FILL). With the exception of Aviation Depot Level Repairables
(AV-DLRs) and surface Depot Level Repairables (DLRs), the DBOF unique
allowance lists are funded through DBOF. Aviation Depot Level Repaira_bles are
funded through a procurement account called Aircraft Procuremeht Navy (APN~6)
which is managed by the Aviation Supply Office (ASO). Initial allowances for
surface Depot Level Repairables are funded through SCN funding for ships in new
construction. Funding for operating ships for surface Depot Level Repairables
initial allowance is provided through Other Procurement Navy (OPN) and the Naval
Sea Systems Command Technical Operating Budget (NAVSEA TOB).




2. Range and Depth Allowance Increases to the COSAL

Once a ship is commissioned, there is a vehicle for updating and validating
the COSAL throughout the ship’s useful life. This system is referred to as the Ship
Configuration and Logistics Support Information System (SCLSIS). The SCLSIS
system was implemented as the Navy's shipboard configuration and logistics
management system. The primary purpose of SCLSIS was to ensure that the
Navy's central repository of Ship Configuration and Logistics Support Index (SCLSI)
accurately reflected the current and planned ship’s configuration. SCLSI is
maintained by a Naval Sea Systems Command (NAVSEASYSCOM) Configuration
Data Manager (CDM). The CDM will provide updated configuration data for ships
to the Weapon Systems File (WSF) maintained by the Navy Inventory Control Point
in Mechanicsburg, Pennsylvania (NAVICP(M)).

Through the SCLSIS process, COSAL allowance changes in the form of new

allowances (range increases) and increased allowances (depth increases) will be

provided to the ship for updating of the authorized inventory. These range and
depth adds will be provided in the form of an Automated Shore Interface (ASI)
process for automated ships and a hard copy COSAL change for non-automated
ships. Allowance increases from range and/or depth adds will be funded through
the Other Procurement Navy (OPN) account referred to as Naval Sea Systems
Command Technical Operating Budget (NAVSEA TOB).

3. Stores Accounting for End-Use Activities

A major difference between end-use activities and DBOF activities is the
stores accounting for shipboard inventory. In the case of DBOF activities, all
inventory requisitionéd through a procurement fund is capitalized upon receipt of
the material. In the case of end-use activities, the shipboard inventory is expended
as end-use upon receipt. Although the material is part of the shipboard inventory,
the material is owned by the ship and responsible Type Commander and is not part
of DBOF. Material issues from storeroom stock are not charged to the Operation

and Maintenance, Navy (OM&N) funding until the end-use activity conducts stock
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replenishment. Unlike the DBOF activity, the end-use activity does not report
detailed receipt data ashore and does not submit a Financial Inventory Report (FIR)
to the OPLOC at the end of each month. No official reporting of the dollar value of

inventory held or detailed asset visibility is provided to anyone outside of the ship.
E. GENERAL FUNDS MANAGEMENT AND OPTAR ACCOUNTING

1. Flow of Funds for General Funds Management

As a result of the budget process, each year Congress enacts various
appropriations for the Department of Defense. The key appropriation for afloat
activities is the Operation and Maintenance, Navy (OM&N) appropriation. This
particular appropriation authorizes Navy activities to buy needed materials and
services. A portion of this appropriation is passed down through the chain of
command to the individual activity in the form of an Operating Target or OPTAR
grant. An OPTAR is an administrative allocation of funds issued by the Type
Commander. However, the requirement for holding Title 31 (1517) responsibility
for exceeding allocated funds rests with the Type Commander. [Ref. 6: p. D-4]
Figure 2.3 illustrates the flow of funds from the Congress through the chain of
command and finally to the individual OPTAR holder.

The term “Operating Target” is defined as an estimate of the amount of
money which is granted to a ship by the Type Commander for operation of that unit
to perform assigned tasks and missions. The number and type of OPTAR grants

depend on the ship’s mission. All afloat activities receive Supplies and Equipage

(S&E) OPTAR grants to cover those expenses which are chargeable to the OM&N
appropriation.
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Some activities may receive a variety of OPTARS besides the S&E OPTAR. These
OPTARs could include the following:

[ Reimbursable OPTARs which are used to fund a requirement, work
or services to another Type Commander or government department
as directed by the individual Type Commander.

o Repair of Other Vessels (ROV) OPTARs commonly used by tender
and repair ships to finance the material and services used in the
repair of other ships.

® Aviation Fleet Maintenance OPTARs which are used by carriers,
amphibious assault ships and Marine air groups to cover aircraft
maintenance.

L Flight Operations (FLTOPS) OPTARs which are used by Aviation
Squadrons for flight operations maintenance.

L Temporary Additional Duty (TAD) OPTARSs used for the funding of

travel requirements in a particular command.

2. OPTAR Reporting and Accounting
OPTAR grants are available for obligations only during the current fiscal year
in which they are granted (1 October through 30 September). During this period
and for sixty months after this period, expenditures' and cancellations against these
funds can be received by the OPLOC and processed to the official accounting
records.
a. Unfilled Order Documents
An unfilled order document is a copy of a requisition for material or
service which is “chargeable” to the Operating Target (OPTAR). It is also
commonly referred to as an obligation and is maintained in the Unfilled Order File -
~ or intemal financial holding file aboard the ship until transmission to the OPLOC for

official accounting. Unfilled orders are transmitted on a biweekly basis with the
OPTAR transmittal report.




The OPTAR transmittal report. and detailed unfilled orders are forwarded to the

OPLOC on the 15th and last day of the month. [Ref. 7: p. 4-49] In most cases, the
transmittal is forwarded via automated media including file transfer via the
Streamline Automated Logistics Transmission System (SALTS) electronic bulletin
board, magnetic tape, floppy diskettes and in some cases hard copy detailed
listings. In the case of DBOF activities, summary unfilled order documents are
provided to the OPLOC to record the value of unfilled orders managed for the
appropriate OPTAR account. DBOF activities do submit detailed unfilled orders for
service related transactions not processed through DBOF on a monthly basis for
official accounting.

b. Detailed Cancellation Documents
~ Periodically, cancellation requests may be submitted by a ship for

material no longer required and confirmed cancellation status may be received by
| the ship. Once confirmed cancellation status haé been received for a previously
obligated requirement, the cancellation will create a transaction which will record
a deobligation of funds. The cancellation/deobligation transaction will be recorded
to the Financial Holding File (FHF) for subsequent transmission during the next
OPTAR transmittal to the OPLOC. Cancellation transactions which create a
deobligation of funds are transmitted with the biweekly obligational data via the
OPTAR transmittal on the 15th and last day of each month.

c. Budget OPTAR Report (BOR)

Budget OPTAR reports are submitted for each category of OPTAR
and for each fiscal year in which funds have been allocated, obligated, expended
or canceled. The Budget OPTAR report (BOR) summarizes obligations,
adjustments or differences and gross adjusted obligations for the fiscal year and
OPTAR being managed. The financial data reflected on the BOR is summarized

by a two-digit code called a fund code or expense element.
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The fund code listed on the BOR provides the manager a summary of obligations,
differences and gross adjusted obligations for the fiscal year to date for that
category of expense for goods and services for a ship. In addition, the BOR
provides the Type Commander a summary by fund code of the total amount of
funds obligated for that OPTAR. The Type Commander will use the BOR as a
“pulse point” in measuring the obligation rates for dollars allocated across all fleet
units.

The Budget OPTAR Report is submitted monthly during the current
fiscal year to the appropriate DFAS OPLOC and Type Commander. Once the
current fiscal year has expired and no more obligations can be incurred, BORs must
continually be submitted only when changes occur with cancellations and/or
differences received after the financial reconciliation process until the appropriation
lapses. Additional management information may be required to be submitted with
the BOR depending on Type Commander financial guidance. An example of some
data provided after the summary data by fund code or expense element includes:

[ The value of charter and hire services in foreign ports including when,
what was procured and how much. |
[ The value of requisitions reviewed during the Material Obligation

Validation (MOV) process.

[ The value of cancellation requests submitted to the supply activities
during the month being reported.

L Any projected shortfalls in OPTAR funding to include storeroom
deficiencies not on hand or on order and other funding shortfalls.

The Budget OPTAR Report (BOR) serves as the official reporting of
cumulative gross adjusted obligations from the ship to the TYCOM and appropriate
OPLOC. It serves as a pulse point to measure the financial management of funds
allocated to fleet units for procurement of goods and services under OM&N
accounting. The cumulative values of all obligations, cancellations and financial
adjustments reflected on the biweekly transmittals will be summarized on the BOR.

31




F. FINANCIAL RECONCILIATION PROCESS FOR GENERAL FUNDS

MANAGEMENT
The designated fleet accounting offices, DFAS OPLOC Norfolk and San Diego, -are
the authorized accounting activities which perform the official accounting for
Operating Targets granted to ships. [Ref. 7: p. 4-68] Part of the official accounting
activity responsibilities for the general funds management process is the
reconciliation of unfilled orders (obligations) and incoming expenditures for goods
and services provided. During the reconciliation process, incoming expenditures
are matched against corresponding unfilled orders by document number, quantity
and extended dollar value. As a result of the reconciliation process, there are
various listings which are produced and provided to the afioat financial manager for
processing and subsequent return to the OPLOCs. Figure 2.4 illustrates the
financial reconciliation process at the DFAS OPLOC and the production of the Aged
Unfilled Order Listing (AUOL) and Summary Filled Order Difference Listing
(SFOEDL).

1. Aged Unfilled Order Listing (AUOL)

The Aged Unfilled Order Listing is produced by the appropriate OPLOC as
part of the financial reconciliation process. It is produced and distrfbuted monthly
to all OPTAR holders starting with the 4th month of the fiscal year and for every
month thereafter until the 15th month (i.e., the third month after the end of a fiscal
year). After the 15th month, the AUOL is produced quarterly and it lists all
outstanding unfilled orders in document number sequence. [Ref. 7: p. 4-70]

For an unfilled order to appear on an AUOL, the requisition must be held by
the OPLOC as an unfilled order for a minimum of 90 days without an expenditure
being recorded against it. This is where we get the word “Aged” unfilled orders.
Once an unfilled order is indicated as outstanding on the AUOL, 90 more days will
pass before the unfilled order will be listed on the AUOL again. The exception
would be if it was previously matched by an expenditure or a cancellation
deobligated the funds.
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When the ship receives the AUOL, the financial clerk reviews the listing to
determine if the requisition is still outstandihg. If the requisition is outstanding, no
action is required. If the requisition has been received and the receipt date is less
than 60 days old, the transaction is documented with the receipt date on the listing
but no further action is taken. If the requisition has been received and the receipt
date is greater than 60 days old, the financial clerk may process an Administrative
Cancellation to recapture the obligated amount. An Administrative Cancellation
(ADCANC) can be processed even though the material was received from a valid
source of supply. Type Commanders have recommended that Administrative
Cancellations should not be taken until the material receipt date is greater than 90
days old. If a valid receipt of the material exists and the financial clerk processes
an Administrative Cancellation prior to receipt of an expenditure at OPLOC, the
money will be deobligated. If an expenditure later processes at the OPLOC, that
expenditure will be listed as é debit (charge) difference on the Summary Filled
Order Expenditure Difference Listing (SFOEDL).

2. Summary Filled Order Expenditure Difference Listing (SFOEDL)

The Summary Filled Order Expenditure Difference Listing (SFOEDL) is a
result of the general funds financial reconciliation process. It is produced and
distributed monthly for the first twenty-four months of the fiscal year and then
quarterly thereafter, through the 33rd report month. [Ref. 7: p. 4-104]

Each SFOEDL received is a result of the failure to match the obligation
recorded at the OPLOC and the incoming expenditure. The transactions listed on
the SFOEDL will be in document number sequence and will list the obligation,
followed by the expenditure, and any dollar value difference between the obligation
and expenditure. Credit differences are a return of money because the obligation
was greater than the expenditure. Debit differences. represent an additional charge

to the OPTAR and are a result of the expenditure being greater than the obligation.
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Only transactions with an extended money value of $100 or greater will reflect the
detailed obligation, expenditure and resulting differences. Transactions containing
a difference in extended money value less than $100 will be reflected in the net
difference values listed at the end of the SFOEDL.

a. SFOEDL Posting

Once the SFOEDL is received by the ship, the first thing that must be
done is to post the net differences shown at the end of the listing. The overall net
differences will be summarized by expense element or fund code to allow for ease
of batch posting to the applicable shipboard file. All SFOEDLs must be posted
upon receipt even if the total dollar value of the SFOEDL will exceed the remaining
balance of funds within the shipboard OPTAR. If posting the SFOEDL will cause
an over obligation of allocated funds, the Type Commander must be immediately
notified. Steps should then be taken by the ship to help recapture unliquidated
obligations which are no longer required to help offset the negative balance within
the OPTAR.

b. SFOEDL Processing and Challenging
After the SFOEDL differences are posted to the shipboard financial
records, each transaction must be reviewed to determine if the debit or credit
difference is valid. To determine the validity of the difference, the financial clerk will
compare the obligation and expenditure to available shipboard source documents
(OPTAR transmittal and material receipt) to ensure the SFOEDL values listed are
correct. If the difference is valid, the SFOEDL listing will be marked valid.
For those differences which appear to be invalid, the financial clerk will mark
the difference with an appropriate challenge code and annotate the listing with any
amplifying information which will help the OPLOC financial clerk in researching the

challenge. SFOEDL challenge codes and their associated definitions are listed in
Appendix ‘C’.

35




Simply challenging a difference does not authorize the shipboard financial
clerk to recapture the money. All differences will be investigated by the financial
clerk at the OPLOC. Any subsequent credits or debits will be reflected by OPLOC
on the next SFOEDL. In most cases, the shipboard financial clerk receives written
feedback from the OPLOC financial clerk indicating whether credit is forthcoming
or why the transaction challenged is valid. The shipboard clerk will maintain a
manual log of all pending challenge requests until final resolution. This challenge
log will be annotated with OPLOC responses when credit is granted or the

difference is determined to be valid.
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lil. ADVANTAGES OF STANDARDIZED STORES ACCOUNTING ASHORE
UNDER THE DEFENSE BUSINESS OPERATIONS FUND (DBOF)

A. GENERAL

This chapter examines the advantages of standardized stores accounting
ashore under the Defense Business Operations Fund (DBOF). First a review will
be provided of the Chief Financial Officer (CFO) compliancy requirements and the
Defense Management Review Decision (DMRD) 910 impact on financial
management. Second, the advantages of standardized stores accounting ashore
for afloat activities using DBOFwill be discussed. These will include Afloat Asset
Visibility (AAV), a conceptualized afloat accounting process, standardization of
stores accounting ashore under DBOF using the Material Financial Control System
(MFCS) and standardization of software for inventory and financial management
afloat under Relational-Supply (R-Supply). Third, there will be an overview of the
use of the Material Financial Control System (MFCS) as the Navy's selection for
inventor