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INSPECTOR GENERAL 
DEPARTMENT OF DEFENSE 

400 ARMY NAVY DRIVE 
ARLINGTON, VIRGINIA 22202 

February 12, 1993 

MEMORANDUM FOR COMPTROLLER OF THE DEPARTMENT OF DEFENSE 

SUBJECT: Audit Report on the Missile Procurement Appropriations, 
Air Force (Report No. 93-053) 

This final report is provided for your information and use. 
The report resulted from our audit of the Missile Procurement 
Appropriations, Air Force, for FYs 1987 and 1988.  Management 
comments on a draft of this report were considered in preparing 
the final report. 

DoD Directive 7650.3 requires that all recommendations be 
resolved promptly. Therefore, we request that the Comptroller of 
the Department of Defense provide final comments on the 
unresolved recommendations by April 13, 1993.  The "Status of 
Recommendations" section at the end of Finding A lists unresolved 
recommendations and the specific requirements for your comments. 

As required by DoD Directive 7650.3, the comments must 
indicate concurrence or nonconcurrence with the findings and each 
recommendation.  If you concur, describe the corrective actions 
taken or planned, the completion dates for actions already taken, 
and the estimated dates for completion of planned actions.  If 
you nonconcur, please state your specific reasons for each 
nonconcurrence.  If appropriate, you may propose alternative 
methods for accomplishing desired improvements.  Recommendations 
are subject to resolution in accordance with DoD Directive 7650.3 
in the event of nonconcurrence or failure to comment. 

The courtesies extended to the audit staff are appreciated. 
If you have any questions about this audit, please contact 
Mr. F. Jay Lane, Program Director, at (703) 693-0430 
(DSN 223-0430), or Mr. Richard B. Bird, Project Manager, at 
(703) 693-0476 (DSN 223-0476).  Appendix F lists the planned 
distribution of this report. 

/eM)&6~~~. 
Robert J. Lieberman 

Assistant Inspector General 
for Auditing 

Enclosures 

cc: 
Secretary of the Air Force 
Assistant Secretary of the Air Force (Financial 
Management and Comptroller) 

Director, Defense Finance and Accounting Service 
General Counsel, Department of Defense 



Office of the Inspector General, DoD 

AUDIT REPORT NO. 93-053 February 12, 1993 
(Project No. 2FG-5001) 

AUDIT REPORT ON THE MISSILE PROCUREMENT 
APPROPRIATIONS. AIR FORCE 

EXECUTIVE SUMMARY 

introduction. The Comptroller of the Department of Defense 
requested the audit because the Air Force had reported problems 
with funding upward adjustments to obligations for contract 
changes whose costs were chargeable to expired appropriations. 
Those changes were previously funded from the Air Force's merged 
("M") accounts. The National Defense Authorization Act for 
Fiscal Year 1991 phased out merged accounts and made all 
appropriations available for disbursements and adjustments for 
5 fiscal years following expiration. Agencies must maintain 
fiscal year appropriation integrity when creating obligations and 
paying bills. 

Objectives. The objectives of the audit were to assess the 
extent of the potential deficiencies in the FYs 1987 and 1988 
Missile Procurement Appropriations, Air Force (MPAAF), and the 
need for legislative relief to meet program commitments affected 
by the "M" account legislation of 1991. 

Audit Results. The audit concluded that the FYs 1987 and 1988 
Air Force missile procurement appropriations were deficient and 
that legislative relief was needed. 

o The Air Force accounting and budget decisions on the 
financing and reporting of contract growth caused finance and 
accounting records to be materially misstated. Violations of 
some of the Antideficiency Act provisions in the United States 
Code (U.S.C.) occurred; specifically, 31 U.S.C. sees. 1341 and 
1502 were violated. However, the value of the deficiencies in 
the appropriations cannot be calculated until the impact of 
unapproved upward obligation adjustments is determined, funding 
issues and accounting problems are resolved, and contingent 
liabilities are fully reflected in the accounting records 
(Finding A). 

o To avoid declaring a violation of the Antideficiency Act, 
Air Force officials terminated contracts for the Advanced Cruise 
Missile for the convenience of the Government and initiated 
reprocurement action on the following day using FY 1992 funds. 
They did this because insufficient funds remained in the FYs 1987 
and 1988 missile procurement appropriations to pay for work 
remaining to be performed on the original contracts. As a result 
of the contract terminations, the Air Force may have to assume 
$24 million to $49 million in additional costs that would have 
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been assumed by the contractor under the original contracts. 
Funding violations still occurred, because funds available for 
obligation were insufficient to correct deficiencies in the 
FYs 1987 and 1988 missile procurement appropriations (Finding B). 

Legislation was needed in order to prevent the disruption of 
major DoD procurements when unrecorded obligations and 
obligational adjustments properly chargeable to prior year 
appropriations exceeded funds available for obligation in expired 
year accounts. We supported the legislation, proposed by the DoD 
Comptroller, that was incorporated with modifications into the 
National Defense Authorization Act for Fiscal Year 1993. This 
legislation will permit DoD to use current funds to pay 
obligations properly chargeable to expired accounts. (Similar 
authority presently exists in the "M" account legislation, which 
allows DoD agencies to pay from current funds the obligational 
adjustments otherwise chargeable to closed accounts.) The 
National Defense Authorization Act for Fiscal Year 1993 allows 
major programs to continue, but requires that funding violations 
be reported under the Antideficiency Act when current funds are 
used. The legislation also permits changes to acquisition, 
budgeting, and accounting practices. 

Potential Benefits of Audit. Recommendations in this report, if 
implemented, will result in compliance with regulations and 
improved economy and efficiency of operations in appropriations 
management. Fiscal responsibility should improve when the Air 
Force corrects practices such as the underreporting of obligated 
amounts and delayed recording of obligations. We did not 
quantify any monetary benefits; Appendix D lists other potential 
benefits of our audit. 

Summary of Recommendations. We recommended that the DoD 
Comptroller investigate and report the Antideficiency Act 
violations for the FYs 1987 and 1988 MPAAFs; direct the Air Force 
to use existing legislative authority to pay obligational 
adjustments chargeable to expired year accounts from current 
appropriations; and notify Congress that violations of the 
Antideficiency Act exist. We recommended that contracts be 
obligated at best-cost estimates instead of' target level; that 
recorded obligations be revised as data become available; that 
these estimates be recorded as expired year requirements and 
recognized in "Reports on Budget Execution" (DD Forms 1176); and 
that budget activities promptly approve changes to expired year 
obligations. We also recommended that DoD accelerate plans to 
resolve negative unliquidated obligations by using the same 
records to account for funds and pay bills and by assuring that 
funds are available before making payments. 

Management Comments. The Deputy Comptroller of the Department of 
Defense (Management Systems) concurred or partially concurred 
with all recommendations. 
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Although we did not make recommendations to the Air Force, we 
received comments from them. The Air Force agreed that the 
missile procurement appropriations for FYs 1987 and 1988 were 
deficient, but stated that the degree of deficiency had changed. 
Recognizing that the fiscal status of those appropriations is not 
static, we made no attempt to reconcile the new data provided by 
the Air Force, or to determine whether the Air Force had made 
proper funding decisions in adjusting its account balances. We 
disagree with the Air Force's conclusion that it was proper to 
terminate the Advanced Cruise Missile contracts and reprocure 
them with current year funds to avoid reporting Antideficiency 
Act violations in prior year accounts. See Part IV of this 
report for the text of the Deputy Comptroller and Air Force 
responses and Part II for our evaluation of the Deputy 
Comptroller's response. 

Audit Response. Since Congress passed the National Defense 
Authorization Act for Fiscal Year 1993, which includes 
legislation proposed by the DoD Comptroller, we have revised 
Recommendation A.2. We are reguesting that the DoD Comptroller 
direct the Air Force to use this legislative authority to use 
current appropriations to pay for the obligational adjustments 
that would otherwise be properly chargeable to expired 
appropriations except for the fact that there are no funds 
remaining in the expired appropriation, and to notify Congress of 
any violations of the Antideficiency Act. Although management 
agreed with the other recommendations, we do not consider the 
responses on several items to be adequate; therefore, we request 
that they be reconsidered or expanded. We have also deleted 
Recommendation A.8. which was designed to permit contingent 
liabilities (contractor incentives and award fees) to be funded 
with current year funds. The DoD Comptroller maintained that 
additional relief was not needed at this time. We plan to 
address this issue during a forthcoming audit of canceled 
unliquidated obligations. 

in 
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PART I;  INTRODUCTION 

Background 

The National Defense Authorization Act for Fiscal Year 1991, 
Public Law 101-510, November 5, 1990 (the Act), phased out merged 
accounts ("M" accounts). The law stated that after the end of 
the period of availability for obligation of a fixed 
appropriation account and before the closing of that account, the 
account shall retain its fiscal-year identity and remain 
available for recording, adjusting, and liquidating obligations 
properly chargeable to that account. After a 5-year period, 
accounts are closed, and any remaining balances (whether 
obligated or unobligated) are canceled and thereafter are not 
available for obligation or expenditure for any purpose. 
Therefore, obligations and adjustments to obligations that would 
have been properly chargeable to those accounts (both as to 
purpose and amount) before closing, and that are not otherwise 
properly chargeable to any current appropriation account, may be 
charged to any current appropriation account available for the 
same purpose. Beginning with FY 1987 appropriations, "M" 
accounts were no longer available to fund obligation adjustments. 
Appropriations must maintain their original fiscal-year 
identities when creating obligations and paying bills. 

A contract that is in compliance with the Adequacy of 
Appropriations Act, 41 U.S.C. sec. 11, because sufficient funds 
were available when the contract was signed, can still result in 
a violation of the Antideficiency Act, 31 U.S.C. sec. 1341, if 
during the period before payment is due, the amount of the 
available appropriations becomes inadequate to pay contract 
obligations, obligational adjustments, and other liabilities. 

A violation of 31 U.S.C. sec. 1341 occurs if obligations and 
obligational adjustments that would have been properly chargeable 
to an expired appropriation during the 5-year period of 
availability exceed the available balance of that appropriation. 
If this happens, deficiencies are normally met by a supplemental 
or deficiency appropriation or other Congressional action. 

On December 10, 1990, the Comptroller of the Department of 
Defense (the DoD Comptroller) issued initial guidance to 
implement the Act. The guidance was revised and clarified twice. 
On June 13, 1991, the DoD Comptroller prescribed that current 
year appropriations be used to fund upward adjustments for 
contract changes and any other change(s) that result in 
additional contractor billable costs. On April 20, 1992, the DoD 
Comptroller issued revised guidance requiring that within-scope 
contract changes be funded with the appropriate expired year 
appropriations. The revised guidance stated that "the policy 
regarding the charging of contract changes shall be the same 
policy in effect prior to   June 13,  1991,"  and that DoD 



Components are to follow the provisions of Chapter 25 of the "DoD 
Accounting Manual" (DoD Manual 7220.9-M, June 6, 1988). The 
revised accounting policy reconfirmed that within-scope 
adjustments to prior year contracts must be obligated against 
available balances of the fiscal year appropriations which 
initially financed the original contract. 

On April 6, 1992, Air Force officials formally advised the DoD 
Comptroller that they anticipated violations of the 
Antideficiency Act in several appropriations. The violations 
included deficiencies in the Missile Procurement Appropriation, 
Air Force (MPAAF) (appropriation symbol 57*3020), estimated at 
$93.6 million for FY 1987 and $89.2 million for FY 1988. On 
April 6, 1992, the Air Force was already taking action to 
terminate the unexecuted portion of the FY 1987 Advanced Cruise 
Missile (ACM) contract for the Government's convenience. On 
April 7, 1992, the Air Force issued a new letter contract to 
continue the terminated ACM work with FY 1992 MPAAF funds. On 
April 9, 1992, the Air Force partially terminated the FY 1988 ACM 
contract for the Government's convenience and funded residual 
requirements from the FY 1992 MPAAF. 

On April 7, 1992, the DoD Comptroller requested that the 
Inspector General, DoD, review the FY 1987 MPAAF. 

Objectives 

The primary objective of the audit was to assess the extent of 
the potential deficiencies in FYs 1987 and 1988 for the MPAAF, 
and the need for legislative relief to meet program commitments 
affected by the "M" account legislation of 1991. 

Scope 

The DoD Comptroller requested this financial audit. We made the 
audit from April through May 1992. During the audit, we reviewed 
program managers' requests for upward obligation adjustments 
affecting the MPAAF appropriations for FYs 1987 and 1988. To 
assess reported budgetary needs, we interviewed MPAAF program 
managers at the Space Systems Division, Los Angeles, California; 
the Ballistic Missile Office, Norton Air Force Base (AFB), 
California; the Aeronautical Systems Division (Detachment 24), 
Eglin AFB, Florida; and the Aeronautical Systems Division, 
Wright-Patterson AFB, Ohio. At these locations and at Hill AFB, 
Utah, we reviewed accounting records to assess the accuracy of 
obligation data in DoD's "Report on Budget Execution," DD 
Form 1176, dated March 31, 1992. Appendix E lists the activities 
we visited or contacted. 

Limitations. Our scope was limited because the DoD 
Comptroller asked us to make only an initial assessment of the 
appropriations' status and because we had a short time period in 
which to perform the work. We did not evaluate the validity of 
obligations already recorded in the Air Force finance and 



accounting system, the reliability of computer-processed data, or 
the implementation of the Federal Managers' Financial Integrity 
Act. Except for the ACM contract, we made no attempt to identify 
obligations from FYs 1987 and 1988 that the Air Force may have 
paid with current year funds. 

Auditina standards. The audit was made in accordance with 
auditing standards issued by the Comptroller of the United States 
as implemented by the Inspector General, DoD. 

Prior Audits and Other Reviews 

Both the General Accounting Office (GAO) and the Inspector 
General, DoD, have evaluated DoD's "M" accounts and related 
issues. 

GAO reviews.  The GAO issued two reports on related topics: 

o "Air Force Systems Command Is Unaware of the Status 
of Negative Unliquidated Obligations," GAO/AFMD 91-42, GAO 
Code 903114, was issued on August 29, 1991. The GAO observed 
that weaknesses existed in managing negative unliquidated 
obligations within the Air Force. 

o "Strategic Missiles: ACM Program, Opportunity for 
Additional Savings," GAO/NSIAD 92-154, GAO Code 392526, was 
issued on May 6, 1992. The GAO observed that shortfalls for 
funding the ACM were estimated at $121 million. The GAO reported 
that when the Air Force determined that sufficient FYs 1987 and 
1988 funds were not available, it partially terminated the ACM 
contract. According to the GAO, the Air Force then awarded a new 
letter contract to continue the work being done under the 
partially terminated contract, using funds that were appropriated 
in FY 1992. The GAO expressed concern about the Air Force's 
actions, citing the potential for cost increases and the legal 
and program issues that could arise. DoD generally agreed with 
the report's findings. 

Inspector General. DoD. The Inspector General, DoD, 
recently issued three reports on "M" accounts and the Air Force's 
missile procurement appropriations: 

o "Merged Accounts of the Department of Defense," 
Report No. 92-028, issued on December 30, 1991, showed that 
obligations in DoD accounting records did not accurately reflect 
the status of accounts. The audit disclosed errors in Air Force 
records, including the MPAAF, and the auditors found that DoD's 
"M" accounts had about $1 billion recorded as negative 
unliquidated obligations. The report noted that several of DoD's 
merged accounts, including the Air Force's, were overobligated or 
overexpended. The auditors expressed concern because official 
DoD accounting records were so inaccurate that the DoD 
Comptroller felt it was necessary to request restorations to 
cover unrecorded obligations that the Military Departments had 



identified by other than official accounting records. The Deputy 
Comptroller (Management Systems) generally agreed with the 
report. 

o "Titan IV Program," Report No. 92-064, issued on 
March 31, 1992, showed that progress payments for the Titan IV 
contract were made from a predetermined sequence of 
appropriations, rather than from appropriations that reflected 
the type of work done. The Commander, Defense Contract 
Management Command, and the Program Executive Officer 
nonconcurred with the recommendations in the report, pending 
review by the DoD Comptroller. The issues have not yet been 
resolved. 

o Report No. 92-132, "Management of the Titan IV Solid 
Rocket Motor Upgrade Subcontract," issued September 2, 1992, 
concluded that the financing arrangement for the subcontract was 
not viable or equitable. The Department of Defense Appropria- 
tions Act, 1993, Public Law 102-396, sec. 9164, gave the Air 
Force authority to use FY 1992 or FY 1993 funds to fund a 
supplemental agreement to the Titan IV prime contract for the 
solid rocket motor upgrade. 

We did not follow up on recommendations in previous reports 
because actions were being taken to correct the deficiencies. 



PART lit  FINDINGS AND RECOMMENDATIONS 

A. ASSESSMENT OF THE AIR FORCE MISSILE PROCDREMENT 
APPROPRIATIONS FOR FYS 1987 AND 1988 

The balances in the Air Force missile procurement appropriations 
for FYs 1987 and 1988 were insufficient to meet obligations and 
obligational adjustments properly chargeable to those 
appropriations. To pay for contract growth, Air Force officials 
made accounting and budget decisions that caused finance and 
accounting records to be materially misstated. Violations of the 
Antideficiency Act, 31 U.S.C. sees. 1341 and 1502, resulted. We 
estimate that as of March 31, 1992, the deficiencies were about 
$119 million for FY 1987 and $183 million for FY 1988. However, 
the exact value of the deficiencies cannot be fixed until the 
impact of unapproved upward obligational adjustments is 
determined, funding issues and accounting problems are resolved, 
and contingent liabilities are fully reflected in the Air Force's 
accounting records and "Report on Budget Execution." 

DISCUSSION OF DETAILS 

Background 

Time limits on the availability of appropriations for obligation 
and expenditure are found in 31 U.S.C. sec. 1502(a), which 
states, "The balance of an appropriation or fund limited for 
obligation to a definite period is available only for payment of 
expenses properly incurred during the period of availability or 
to complete contracts properly made within that period of 
availability and obligated consistent with section 1501 of this 
title. However, the appropriation or fund is not available for 
expenditure for a period beyond the period otherwise authorized 
by law." 

The National Defense Authorization Act for Fiscal Year 1991 also 
established a transition period to phase out "M" accounts. 
Section 1557 canceled all merged surplus authority effective on 
December 5, 1990; however, it also permitted a one-time 
restoration of unobligated amounts withdrawn under 31 U.S.C. 
sec. 1552(a)(2) to pay for obligations and adjustments to 
obligations. In the past, the surpluses had been available to 
Defense activities and were used to fund contract growth. At the 
time the "M" accounts were canceled, only $18.6 million in 
unobligated funds remained in the Missile Procurement 
Appropriations, Air Force (MPAAF), account in the U.S. Treasury. 
The law also extended the expired status of existing 
appropriations from 2 to 5 years. 

The DoD Comptroller recognized that in order to compensate for 
the unavailability of "M" account balances, alternate sources of 
legally available funds must be found to pay for adjustments 
properly chargeable to expired year appropriations. Additional 
funds were needed to avoid program interruptions and increased 



costs, until acquisition and accounting practices could be 
changed. On April 30, 1992, the DoD Comptroller transmitted a 
supplemental appropriations request to the Director, Office of 
Management and Budget (0MB), proposing legislation to authorize 
current appropriations to pay obligations and obligational 
adjustments properly chargeable to expired accounts (see 
Appendix A). The request sought authority for fixed 
appropriations for FY 1992 and prior fiscal years. The proposed 
legislation would have allowed the use of current year funds that 
are for the same purpose as an expired account to pay obligations 
and adjustments to obligations that, if sufficient obligational 
authority existed, would have been chargeable to expired 
accounts. DoD Components would be required to report any 
violations of the Antideficiency Act that required use of this 
authority. We believe the DoD Comptroller was justified in 
requesting legislation to resolve funding shortfalls. Appendix A 
contains the text of the legislation proposed by the DoD 
Comptroller. Appendix B includes section 1004 of the National 
Defense Authorization Act for Fiscal Year 1993, which contains 
the authority as approved for fiscal years before 1992 and 
reaffirms the requirement to report Antideficiency Act 
violations. 

Accounting and Budget Decisions Affecting the MPAAF 

Deficiencies in FYs 1987 and 1988 Air Force Missile 
Procurement Appropriations. Our review of the Air Force 
appropriations showed that deficiencies existed in the MPAAFs for 
FYs 1987 and 1988; that obligations were not promptly recorded in 
official accounting records; and that the Air Force violated the 
Antideficiency Act. Our review showed the following deficiencies 
as of March 31, 1992, in Air Force appropriations. 

FYS 1987 AND 1988 DEFICIENCIES IN AIR FORCE 
MISSILE PROCUREMENT APPROPRIATIONS 

($ in millions) 

Deficiencies    FY 1987   FY 1988 

Unapproved upward 
obligation adjustments $ 30.7 $ 72.0 

Funding issues 113.4 113.4 
Contingent liabilities  s_0     32.1 

Subtotals $144.1 

Less available funds (as 
shown in "Reports on 
Budget Execution") 25.2 

Potential Deficiency       $118.9 

$217. 5 

34 5 

$183 0 



In addition to the deficiencies noted above, uncorrected 
accounting errors contributed to additional deficiencies in the 
MPAAFs (see section on "Negative Unliquidated Obligations"). 
These accounting errors totaled $125.2 million for FY 1987 and 
$160.6 million for FY 1988. Because of the accounting errors, 
the total deficiencies in the MPAAFs could be much larger. 

Unapproved upward obligation adjustments. Upward obligation 
adjustments were not promptly approved and recorded as 
obligations. We also identified several accounting deobligation 
and budget adjustments that would affect the availability of 
funds and the Air Force's authority to approve upward obligation 
adjustments. The unrecorded adjustments discussed in the tables 
below, "Unrecorded Upward Adjustments" and "Unrecorded 
Deobligations," totaled $30.7 million for FY 1987 and $72 million 
for FY 1988. 

Air Force requests to record upward obligation adjustments of 
$100,000 or more must be approved by the Deputy Assistant 
Secretary of the Air Force (Budget) . Our review showed that 
upward obligational adjustments were not approved to be placed on 
Air Force accounting records for long periods after the requests 
were submitted. For example, in February 1991, the Space Systems 
Division requested $21.4 million in FY 1987 adjustments and 
$24.4 million in FY 1988 adjustments for cost overruns in the 
Titan IV programs. As of April 7, 1992, the request had not been 
approved or recorded as an obligation. 

Air Force budget officials stated that the delay in approving 
obligation adjustments resulted partly from the memorandum issued 
on June 13, 1991, by the DoD Comptroller, entitled »Revised DoD 
Guidance on Accounting for Expired Accounts, Including "M" and 
Merged Surplus Accounts." The guidance was interpreted to mean 
that contract changes had to be paid with current year funds. 
Air Force personnel stated that, although they complied with this 
DoD guidance, they were reluctant to do so. We believe that the 
Air Force also delayed the approval of obligation adjustments for 
expired year MPAAFs because insufficient expired year funds from 
FYs 1987 and 1988 were available to meet program requirements. 
In any event, the adjustments were not booked timely in either 
the expired or current year MPAAF accounts. 

Unrecorded upward adjustments. During discussions with 
project managers, we verified that a number of upward obligation 
adjustments were awaiting approval by the Secretary of the Air 
Force (Air Staff) before being recorded in official accounting 
records. As of April 7, 1992, there were about $31 million 
(FY 1987) and $83.5 million (FY 1988) in unreported upward 
adjustments. These totals included $20.5 million in additional 
unreported upward adjustments to the MPAAF, all identified by us. 



UNRECORDED UPWARD ADJUSTMENTS 

Unrecorded Upward Adjustments 

Titan IV adjustments 
Forward pricing adjustment 

Peacekeeper 

Advanced Medium Range Air-to-Air 
Missile (AMRAAM) 

Lot I 
Lot II 
AMRAAM predictability program 

Air Intercept Missile-9 

Plant 44 

Tacit Rainbow award fee 

Advanced Cruise Missile award 
fee 

Total unrecorded budget 
adjustments 

*Adjustments identified by IG, DoD. 

Unreported deobligations. We also identified 
unreported accounting adjustments that would offset some of the 
financial pressure on the expired MPAAF accounts. Program 
officials did not want to report identified deobligations to 
higher headguarters, because they believed the funds would be 
withdrawn and reprogrammed. For example, contracting officials 
stated that $8.7 million in Tacit Rainbow funds would probably be 
deobligated during the fourth guarter of FY 1992. However, this 
information was not reported to the Air Staff. The following 
table shows the unreported accounting deobligations that we 
identified. Failure to identify and report deobligations as 
promptly as possible distorts the available balances of the 
appropriations and reduces management's decisionmaking ability. 

FY 1987 FY 1988 

$21,100,000 $24,400,000 
7,363,000* 

0 9,000,000* 

8,460,000 
0 

490,000 

0 
36,200,000 
4,210,000 

730,000 396,000 

247,000 0 

0 61,000* 

0 4r100.000* 

031,027.000 S83r530.000 



UNREPORTED DEOBLIGATIONS 

Deobliaations 

Rapier accounting error 
Plant 44 Deobligations 
Tacit Rainbow deobligations 
AMRAMM Contract Adjustment 

Total 

♦Adjustment identified by IG, DoD. 

FY 1987 

$      0 
(313,000) 

0 
 0 

Sni3,000) 

FY 1988 

$ (3,700,000) 
(200,000) 

(8,700,000) 
fl.100.000)* 

Sri3r700.000) 

Funding issues. Although Air Force officials stated that 
they were reluctant to use current year funds for certain within- 
scope prior year contract adjustments, the Air Force did plan to 
use current or future year funds for several prior year 
requirements. 

In addition to obligations properly chargeable to expired year 
funds that had not been recorded, field activities incorrectly 
approved, or were forwarding for approval, the following funding 
requests for current and future year dollars. 

FYS 1987 AND 1988 OBLIGATIONS 
FUNDED WITH FY 1992 AND FUTURE YEAR DOLLARS 

($ in millions) 

Program 

Advanced Cruise Missile 
Titan IV 
Titan II 
Advanced Medium-Range 
Air-to-Air Missile 

Total obligations funded 
with 1992 and future 
year dollars 

FY 1987 

$111.5 
0 

1.9 

FY   1988 

$54 7 
46 7 

2 0 

10 .0 

$113.4 $113.4 

Advanced Cruise Missile (ACM) reprocurement. To avoid 
reporting potential violations of the Antideficiency Act in the 
Air Force missile procurement accounts, the Air Force terminated 
portions of the FYs 1987 and 1988 ACM contracts and immediately 
reprocured the unexecuted portions. Therefore, within-scope 
upward adjustments of $111.5 million from FY 1987 and 
$54.7 million from FY 1988 were inappropriately funded with 
FY 1992 dollars. See Finding B for a detailed discussion of the 
ACM reprocurement. 



Titan IV stretch-out. The Air Force has deferred 
scheduled launches of satellites from the Titan IV missile, and 
production of the Titan IV has been extended. Air Force 
officials stated that they planned to use FY 1992 funds to pay 
$15.1 million of the $46.7 million in cost growth for the 
remaining unlaunched Titan IV missiles from FY 1988. We were 
later told that this estimate may decrease because one or more of 
the FY 1988 missiles may have been completed. Based on the cost 
of the undelivered missiles, we estimated that out of the 
$46.7 million in FY 1992 and future year adjustments, as much as 
$31.6 million should also be charged to the FY 1988 MPAAF for 
storage and sustaining engineering costs. The FYs 1987 and 1988 
share of the delayed Titan IV costs should be funded from the 
expired year appropriation accounts to the extent that balances 
are available, and a deficiency or supplemental appropriation 
should be sought if they are not. We believe the incremental 
funding authority in the Department of Defense Appropriations 
Act, 1993, Public Law 102-396, sec. 9164, does not apply 
retroactively to obligations and adjustments properly chargeable 
to the expired year accounts. 

Titan IV program managers plan to charge $116 million to FY 1992 
and future years to pay for storage and engineering costs 
incurred when production of the missile was postponed. Air Force 
officials were attempting to shift cost increases between fiscal 
years by asking classified and unclassified users to trade 
missiles; however, these efforts had not been successful. These 
charges should be funded with FY 1988 expired year funds to the 
extent that those funds are available; an Antideficiency Act 
violation is reportable to the extent that they are not. 

Titan II overruns. Program managers said they had 
requested FY 1990 funds to pay for cost overruns of $1.9 million 
for FY 1987 and $2 million for FY 1988. The request was pending 
at the time of our audit. The requirements represent a target- 
to-ceiling contract liability; the Government is liable for 
90 percent of these amounts, and the contractor is liable for 
10 percent of the additional engineering work performed by the 
contractor. Although the requirements still exist, the overruns 
remain unfunded and should be funded with FYs 1987 and 1988 funds 
to the extent that those funds are available, further increasing 
the deficiency to the extent that they are not. 

Erroneous specifications in Lot II of the Advanced 
Medium Range Air-to-Air Missile (AMRAAM). In November 1991, 
program managers requested authority to use FY 1988 funds for a 
$10 million upward adjustment for the AMRAAM. However, we were 
told that Air Force budget personnel now plan to use FY 1992 
funds to pay for this adjustment. The $10 million adjustment 
would pay a negotiated settlement of $8 million to $24 million 
under the FY 1988 contract. The settlement was negotiated 
because the Air Force had included defective specifications in 
the F-15 aircraft contract. The Air Force should use FY 1988 
funds to pay for this adjustment to the extent that funds are 
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available, which will increase the deficiency in the MPAAF to the 
extent that they are not. 

Outdated accounting practices. Chapter 25 of the "DoD 
Accounting Manual," DoD Manual 7220.9-M, requires that DoD 
Components budget against a target amount for major procurements, 
even though the ceiling price may be higher. Therefore, the Air 
Force has been obligating funds against a target level, instead 
of a ceiling or a higher best estimate, and has not adjusted the 
obligated amounts when the actual costs become known. Before the 
enactment of Public Law 101-510 and the National Defense 
Authorization Act for Fiscal Year 1991, merged account funds were 
available, and budgeting for contracts at target levels was a 
common practice. However, these funds are no longer available to 
pay for contract growth after appropriations expire. Instead, 
funds are now available for 5 years after an appropriation 
expires, instead of an indefinite period, as under the old system 
when the accounts merged. For these reasons, obligating funds 
for major procurements at target cost levels is fiscally unwise. 

Air Force officials agreed that they must change their 
procurement, acquisition, and funding practices. However, some 
Air Force and DoD officials maintained that it would be unwise to 
budget for higher than the original target costs; they said this 
would send an undesired message to contractors that cost growth 
beyond the target level (the original negotiated contract price) 
was acceptable. The Air Force must recognize that obligations 
for major procurements have a history of sizable growth. Upward 
adjustments to contracts must also be promptly approved or 
disapproved. The failure to realistically assess contract growth 
from beginning to end of a procurement could result in a 
violation of the Antideficiency Act. 

Contingent liabilities. A contingent liability 
represents a potential Government obligation. Government 
accounting policy requires contingent liabilities to be recorded 
as obligations only when the event occurs. However, unrecorded 
contingencies can greatly increase the need for expired year 
funds. The MPAAF had at least $32.1 million in contingent 
liabilities that should be paid with FY 1988 funds. Contingent 
liabilities for contracts from expired years (FYs 1987 and 1988) 
for incentives and award fees must be obligated against funds 
from the fiscal year against which the original contract was 
funded. Upon cancellation of those appropriations, any 
contingent liability must be funded from current year dollars. 
In the past, DoD funded these requirements with merged year 
dollars. 

Awards and incentives. Paying contractor awards and 
incentives could require the outlay of additional MPAAF funds, 
which could further increase the deficiency. We identified 
$32.1 million in contingent liabilities from FY 1988. This 
amount represents awards and incentives that the Air Force plans 
to fund with appropriations that are current when the bills are 
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presented to the Government for payment. These obligations 
include "mission success fees" of $21.6 million for Titan IV and 
$10.5 million for Titan II. Titan program officials maintained 
that the incentives should be paid from FY 1992 funds and that 
FY 1992 contracts have been structured to provide this funding. 
Current fiscal standards for recording commitments and 
obligations under existing law provide that obligations for award 
fees and incentive fees must be recorded against the same source 
of funds that was originally obligated for the contract. (See 
DoD 7220.9-M, Chapter 25, paragraph 11.) 

Other accounting issues. The DoD "Report on Budget 
Execution," DD Form 1176, gives financial data and shows the 
monthly status of each DoD appropriation; managers make major 
funding decisions based on that report. However, the report does 
not give managers all the information they need about the 
availability of expired year funds. 

Commitments. Expired year commitments are funds that 
are administratively reserved for future use but not obligated. 
The "Report on Budget Execution" does not count commitments for 
expired year appropriations against the money that is available 
to fund upward adjustments. We found that Air Force accounting 
activities were inconsistent in reporting commitments. In the 
"commitments" category, some accounting activities reported 
upward adjustments that they planned to pay with expired year 
funds; other activities reported the same types of transactions 
as obligations that would count against expired year 
appropriations available to fund upward adjustments. Because of 
the inconsistency in reporting commitments, managers could 
erroneously approve payment of upward adjustments with expired 
year funds, which could increase the MPAAF deficiency. 

Negative unliquidated obligations. Negative 
unliquidated obligations (NULOs) are errors (except for progress 
payments and refunds) that occur when a disbursing station makes 
a payment against a contract for which the accounting station's 
records show that money is either insufficient or unavailable. 
NULOs can significantly decrease the available balance of an 
appropriation, as shown in "Reports on Budget Execution." MPAAF 
records showed $125.2 million in NULOs in FY 1987 and 
$160.6 million in NULOs in FY 1988. As of March 31, 1992, the 
following NULO balances (excluding progress payments and refunds) 
existed at the audit locations we visited. 
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NEGATIVE UNLIQUIDATED OBLIGATIONS IN THE 
MISSILE PROCUREMENT APPROPRIATIONS, AIR FORCE 

($ in millions) 

Audit Location FY 1987 FY 1988 

Los Angeles AFB, CA $ 93.8 $15?'n 

FY 1987 

$ 93.8 
15.9 
1.0 

14.0 
.5 

1.0 Wright-Patterson AFB, OH 
Norton AFB, CA 1.0 ♦* 
Eglin AFB, FL 
Hill AFB, UT 

Totals S125.2 $160.6 

NULOs must be recorded in the accounting records and researched 
to identify and correct errors such as the fiscal year, contract, 
contract line, appropriation, or agency. However, NULOs may 
also represent overpayments to vendors that must be reconciled. 
Unresolved NULOs can cause the true amount of unobligated funds 
to be misrepresented in "Reports on Budget Execution," and can 
result in incorrect funding decisions and deficiencies in 
appropriations. 

Space Systems Division, Los Angeles. Because of 
accounting practices at the Space Systems Division, Los Angeles 
AFB, it was impossible to determine the extent of the MPAAF 
deficiency. The Space Systems Division is responsible for most 
unclassified MPAAF funds. As of May 31, 1992, data at the 
Defense Finance and Accounting Service (DFAS), Denver Center, 
showed that the Space Systems Division had 370 contracts, from 
all appropriations and years, with net NULO balances of more than 
$133 million. A contract has a net NULO balance when accounting 
lines with negative obligation values exceed lines with positive 
obligation values, excluding refunds, advances, and progress 
payments. A net NULO balance can be caused by an accounting 
error or a lack of funds to cover unpaid obligations. When 
obligated balances exceed available funds, a violation of the 
Antideficiency Act (31 U.S.C. sec. 1341) occurs. At the Space 
Systems Division, there is also a 3- to 6-month delay in 
recording expenditures made by disbursing stations at other 
locations, and discrepancies in accounting reports have not been 
reconciled. While no short-term solution is available, 
consolidating the base-level accounting and finance activities 
under DFAS may eventually improve accounting accuracy. However, 
at present, the Space Systems Division's records of expired and 
"M" year accounts are not a reliable basis for financial 
decisionmaking. Decisions based on these accounting records may 
be incorrect, and could result in appropriation deficiencies. 

conclusions 

The balances shown in the official Air Force accounting records 
were materially misstated, and the balances in the Air Force 
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missile procurement appropriations for FYs 1987 and 1988 were 
insufficient to meet obligations and adjustments properly 
chargeable to those accounts. This violated the Antideficiency 
Act. Obligations and adjustments properly chargeable to these 
appropriations exceeded legally available balances. This 
occurred for various reasons, including the improper recording of 
obligations and the Air Force's widespread use of guestionable 
funding practices. DoD officials incorrectly believed that 
sufficient merged account surpluses were still available in the 
Air Force missile procurement appropriations to avoid the 
deficiencies. After appropriations were closed and final 
restorations were made, less than $18.6 million in unobligated 
funds remained in the MPAAF "M" year appropriations in the U.S. 
Treasury. Those unobligated funds would not have met the funding 
shortfalls for obligations and obligational adjustments properly 
chargeable to the FYs 1987 or 1988 accounts. 

We supported the legislation proposed by the DoD Comptroller that 
was incorporated with modifications into the National Defense 
Authorization Act for Fiscal Year 1993. Section 1004 of the Act 
allows obligations and obligational adjustments that were 
properly chargeable to expired accounts to be paid from current 
year appropriations available for the same purpose. The 
legislation will prevent cost increases caused by canceling 
procurements and reprocuring items later at higher cost; will 
allow major congressionally-approved procurement programs to 
continue; and will leave reporting reguirements of the 
Antideficiency Act intact. The legislation should give DoD 
adeguate time to change its acquisition, budgeting, and 
accounting practices. 

RECOMMENDATIONS FOR CORRECTIVE ACTION 

We recommend that the Comptroller of the Department of Defense: 

1. investigate the Air Force violation of the 
Antideficiency Act, fix responsibility, and comply with the 
reporting reguirements of DoD Directive 7200.1. 

2. Direct the Air Force to use existing legislative 
authority to pay obligations and obligational adjustments 
properly chargeable to expired year accounts from current 
appropriations available for the same purpose, and notify 
Congress of any violations of the Antideficiency Act. 

3. Reguire budget activities to report and promptly process 
upward obligation adjustments properly chargeable to expired year 
appropriations when these adjustments have been approved and are 
within the scope of the contract. 

4. Direct the Air Force to fund within-scope obligation 
adjustments from expired years for the Advanced Cruise Missile, 
Titan IV, and the Advanced Medium-Range Air-to-Air Missile from 
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expired appropriations (to the extent that those funds are 
available). 

5. Direct that all approved upward obligation adjustments 
from expired years (commitments or obligations) be included in 
"Reports on Budget Execution" (DD Forms 1176) to ensure full 
visibility of expired year financial activity. 

6. Accelerate plans to solve problems with negative 
unliquidated obligations. At a minimum, these plans should 
require that a single record be used to account for funds and pay 
bills, and should require the disbursing station to ensure that 
funds are available before payment is made. 

7. Revise DoD accounting policy to allow program managers 
to rely on best-cost to ceiling estimates and to adjust these 
obligations as more data become available. 

8. In the draft report, we recommended that the DoD 
Comptroller seek legislation to allow contingent liabilities 
(contractor incentives and award fees) that remain as 
unliquidated obligations when the appropriation against which 
they were obligated is canceled, to be funded from the missile 
procurement appropriation that is current when the contractor 
earns the fees. This recommendation has been deleted from our 
final report; see below for management comments and audit 
response. 

MANAGEMENT COMMENTS 

We requested comments from the Comptroller of the Department of 
Defense (the DoD Comptroller) and received comments from the 
Deputy Comptroller (Management Systems) (the Deputy Comptroller). 
The Deputy Comptroller generally or partially concurred with all 
findings and recommendations in this report. The Air Force 
Deputy for Budget also commented. 

In response to Recommendation A.I., the DoD Comptroller issued a 
memorandum, dated July 15, 1992, requesting that the Air Force 
investigate potential violations of the Antideficiency Act and 
that DFAS monitor the investigations closely. 

Management's response to Recommendation A.2. stated that the DoD 
Comptroller had requested legislation that would authorize the 
use of current appropriations to pay obligations and adjustments 
properly chargeable to expired appropriations. This legislation 
was incorporated into Section 1004 of the National Defense 
Authorization Act for Fiscal Year 1993. The legislation also 
required the Secretary of Defense to certify to Congress that DoD 
Components are promptly submitting reports of violations of 
31 U.S.C. sec. 1341, with all relevant facts and a statement of 
actions taken. 
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Management's response to Recommendation A.3. agreed that budget 
activities should be required to report and promptly process 
upward obligational adjustments chargeable to expired 
appropriations when these adjustments have been approved and are 
within the scope of the contract. The Deputy Comptroller stated 
that this is required by the "DoD Accounting Manual," DoD 
Manual 7220.9-M, Section B, Chapter 93. The Air Force comments 
stated that guidance would be issued to the field, reemphasizing 
the requirement to post obligations promptly once they have been 
recognized and approved. 

Management partially concurred with Recommendation A.4. The 
Deputy Comptroller agreed that the Air Force should fund within- 
scope obligation adjustments associated with target-to-ceiling 
increases from expired year accounts. However, he maintained 
that consistent with DoD guidance current at that time, within- 
scope contract changes involving additional work should be funded 
from [then] current appropriations if the changes were approved 
between June 13, 1991, and April 19, 1992. 

On Recommendation A.5., management agreed that all approved 
obligation adjustments chargeable to expired appropriations 
(commitments or obligations) should be included in the "Reports 
of Budget Execution" to ensure full visibility of expired year 
financial activity. The Deputy Comptroller stated that this is 
required by the "DoD Accounting Manual," Section B, Chapter 93. 

On Recommendation A.6., management agreed that problems with 
negative unliquidated obligations must be solved. The Deputy 
Comptroller doubts that using one record to both account for and 
pay obligations can be done immediately. Nevertheless, he has 
requested that DFAS take all possible actions to reduce 
undistributed disbursements and eliminate negative disbursements. 
He also stated that DoD has established a Joint Contract 
Accounting and Finance Process Review Group to develop short- 
term, cost-effective solutions and propose policy changes. 

On Recommendation A.7., the Deputy Comptroller stated that when 
obligations are recorded on fixed-price incentive contracts, 
target prices represent best-cost estimates at the time a 
contract is awarded. After DoD signs a contract, if the best- 
cost estimate varies from the initial target price, obligations 
should be adjusted. He directed that the "DoD Accounting 
Manual," Section B, Chapter 25, Paragraph D.2., be revised, and 
that the following paragraph be included in DoD Regulation 
7000.14-R, "DoD Financial Management Regulation," by March 31, 
1993: 

2. Fixed-Price Contract with an Escalation. 
Price Redetermination. or an Incentive 
Provision. When a contract is awarded, an 
obligation must be recorded for the amount 
of the target or billing price stated in the 
contract,  even though the  contract may 
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contain a ceiling price in a larger amount. 
Subsequently, a target or billing price 
should be adjusted upward or downward to a 
"best-cost estimate" whenever it is 
determined that, and documentary evidence 
supports, the actual cost of the contract 
will differ materially from the original 
target or ceiling price stated in the 
contract. 

On Recommendation A.8., management stated that DoD's policy is to 
cover contingent liabilities, such as incentive and award fees, 
within the amounts authorized by Congress. The Deputy 
Comptroller stated that limited relief has been provided in the 
National Defense Authorization Acts for Fiscal Years 1991 and 
1993. This legislation gives DoD sufficient authority to charge 
contingent liabilities to current appropriations when sufficient 
funds are not available in merged or expired accounts. He stated 
that additional legislation is not needed at this time. 

The complete text of management's comments is in Part IV. 

AUDIT RESPONSE 

The "Response Requirements on Recommendations" chart at the end 
of this section lists the requirements for further comments. 

The Deputy Comptroller concurred with Recommendation A.l. and has 
requested that the Air Force investigate potential Antideficiency 
Act violations and that DFAS closely monitor the progress of 
these investigations. This response fulfills the intent of our 
Recommendation A.l. 

The Deputy Comptroller's actions were responsive to 
Recommendation A.2. as originally written. The DoD Comptroller 
submitted a request for legislative relief, which was approved by 
Congress. The National Defense Authorization Act for Fiscal 
Year 1993 gives DoD the authority to use current appropriations 
to pay obligations and adjustments properly chargeable to expired 
appropriations. The Act also requires the Secretary of Defense 
to report antideficiency violations to Congress immediately, with 
all relevant facts and a statement of actions taken. We have 
revised Recommendation A.2.; we are requesting that the DoD 
Comptroller direct the Air Force to use the revised legislative 
authority to fund obligations or obligational adjustments 
otherwise properly chargeable to expired appropriations when 
there are insufficient funds in the expired appropriations. We 
request that the DoD Comptroller provide comments on the revised 
recommendation. 

Management concurred with Recommendation A.3., stating that the 
"DoD Accounting Manual" already gives procedures for prompt 
processing of upward obligation adjustments.  The intent of the 
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recommendation will be met when Air Force field activities are 
reminded of the requirement to post obligations promptly once 
they are recognized and approved. 

Management partially concurred with Recommendation A.4., stating 
that within-scope adjustments associated with target-to-ceiling 
increases should be funded from expired accounts. The Deputy 
Comptroller exempted those changes approved between June 13, 
1991, and April 19, 1992, which involved the use of current year 
appropriations. The DoD guidance that was operative during that 
period was contrary to the law. It was subsequently reversed. 
We believe that all improper charges made as a result of that 
guidance should be reversed and should be charged to expired 
appropriation accounts, to the extent that sufficient balances 
remain in those accounts to cover the obligations. When 
sufficient funds are not available, current year funds should be 
used, and a violation of the Antideficiency Act should be 
reported to Congress. We request that the DoD Comptroller 
reconsider the initial response. 

Management concurred with Recommendation A.5., citing the "DoD 
Accounting Manual," Section B, Chapter 93. However, the Deputy 
Comptroller's comments are nonresponsive. The "DoD Accounting 
Manual," Section B.8.c.(27), Chapter 93, prohibits the recording 
of commitments for expired year accounts. OMB Bulletin No. 93-02 
requires that funded and unfunded liabilities, including both 
commitments and contingencies, be included in agencies' financial 
statements. unless managers know the amounts that have been 
committed (as much as several million dollars), improper 
financial decisions may be made. We request that the DoD 
Comptroller reconsider the initial comments and provide revised 
comments on Recommendation A.5. in this final report. The 
comments should contain a plan for modifying procedures to 
require that both commitments and obligations be shown on DD 
Form 1176, "Report of Budget Execution," for expired year 
appropriations. 

Management concurred with Recommendation A.6. We acknowledge the 
problems and expenses in establishing a single record to account 
for funds and pay bills, and we consider the Deputy Comptroller's 
comments to be responsive. However, we request that the DoD 
Comptroller provide an action plan with specific milestones to 
ensure that this effort receives a high priority. 

The Deputy Comptroller partially concurred with Recommenda- 
tion A.7. We consider his comments to be responsive, and no 
further action is required. 

The Deputy Comptroller partially concurred with Recommendation 
A.8., stating that at this time, there is no need for additional 
legislation to permit award fees to be paid from funds that are 
current when the fee is earned. He believed that the revised 
legislation gave DoD sufficient funds to meet liabilities. We 
have deleted this recommendation; however, our review showed that 
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the Air Force is experiencing difficulty in managing 
contingencies for incentives and awards, and may be forced to 
declare a number of Antideficiency Act violations. The National 
Defense Authorization Act for Fiscal Year 1991 and the National 
Defense Authorization Act for Fiscal Year 1993 provide limited 
relief; section 1004 of the latter Act applies only in the case 
of an appropriation account for a fiscal year prior to FY 1992. 
Incentive and award fees that are recorded as obligations against 
appropriations that funded the original contract, but that remain 
unliquidated when the appropriation is canceled, must be 
liquidated using current year funds. We plan to address this 
issue during a forthcoming audit. 

RESPONSE REQUIREMENTS ON RECOMMENDATIONS 

Responses to the final report are required from the Comptroller 
of the Department of Defense for the items indicated with an "X" 
in the chart below. 

Response Should Cover: 
Recommendation Concur/   Proposed Completion 

Number Nonconcur   Action         Date  

A.2. XX X 
A.4. XX X 
A.5. X X 
A.6. X X 
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B.   REPROCÜREMENT OF THE ADVANCED CRUISE MISSILE 

To avoid declaring a violation of the Antideficiency Act, Air 
Force officials terminated contracts for the Advanced Cruise 
Missile (ACM) and initiated reprocurement actions the following 
day using current year funds. They did this because insufficient 
funds were available in the FYs 1987 and 1988 MPAAFs. Because of 
the Air Force's actions, the Government may have to assume an 
additional $24 million to $49 million in contractor liabilities. 
Furthermore, the Air Force's actions did not prevent a violation 
of the Antideficiency Act. 

DISCUSSION OF DETAILS 

Background 

The Air Force was short of funds for the FYs 1987 and 1988 ACM 
contracts. These shortages resulted partly from problems in 
missile production that required engineering changes. Only 
$24.2 million remained in the FY 1987 MPAAF, and $31.1 million in 
the FY 1988 MPAAF, to cover unpaid cost overruns. Therefore, on 
March 25, 1992, the Secretary of the Air Force approved a plan to 
terminate the ACM procurements at 520 missiles and finance the 
$121 million in cost overruns with FY 1992 funds. On March 31, 
1992, the DoD Comptroller denied the Air Force's request to use 
FY 1992 funds to cover cost overruns. The Air Force then chose 
another option, discussed below, to pay these costs. 

Air Force ACM Procurement Actions 

Three options considered. In July 1991, Air Force program 
officials determined that the cost of the FYs 1987 and 1988 ACM 
contracts would exceed budgeted targets and would approach or 
exceed ceiling costs. They also learned that the Air Force's 
FYs 1987 and 1988 MPAAFs did not contain enough funds to cover 
these adjustments. Air Staff officials were aware of the 
shortage, which was reported in the Defense Acquisition Executive 
Summary for August 1991 but was not resolved. Air Force 
officials considered three options: 

o to declare an Antideficiency Act violation in the 
MPAAF, notify Congress of the MPAAF shortages, and either request 
a supplemental appropriation or include the ACM requirements in 
the next budget submission; 

o to initiate a "stop work order" before depleting 
budgeted funds, and reprogram funds from other projects or fiscal 
years to pay for obligations on the ACM; or 

o to partially terminate the FYs 1987 and 1988 ACM 
contracts, reprocure the unexecuted portions with FY 1992 funds, 
and not report an Antideficiency Act violation. 
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The third option was selected, and in March 1992, the Assistant 
Secretary of the Air Force (Financial Management and 
Comptroller), with the concurrence of the Assistant Secretary of 
the Air Force (Acquisition), approved the use of FY 1992 funds to 
meet requirements that could amount to $111.5 million from 
FY 1987 and $54.7 million from FY 1988. The Air Force then 
partially terminated the ACM contracts and used FY 1992 funds to 
reprocure the remainder of the ACM requirements. Senior Air 
Force officials gave the following reasons for their actions. 

o Chapter 25 of the "DoD Accounting Manual" required 
budgeting to target when funding major procurements. 

o No requirement existed to record upward adjustments 
as obligations until they were incurred. 

o It was legal to cancel a contract one day, create a 
new contract the next day, and fund FYs 1987 and 1988 require- 
ments with FY 1992 dollars, although the prior year contracts had 
been terminated to avoid Antideficiency Act violations in prior 
year accounts. 

o The Antidef iciency Act had not been violated, since 
contractual obligations had not been recorded or executed. 

o Their actions prevented additional costs from being 
incurred on the FYs 1987 and 1988 contracts, for which expired 
year funds were not available; minimized the costs of terminating 
contracts; and sustained current production to meet operational 
requirements. 

In April 1992, the Air Force informed Congress of the decision to 
terminate and reprocure the FYs 1987 and 1988 requirements for 
the ACM, and provided Congress with a closeout plan explaining 
the actions taken (see Appendix C). 

Potential for increased liability. In our opinion, the Air 
Force's procurement actions were improper because the cost growth 
on the ACM contract did not result from out-of-scope changes or 
new work. The costs of within-scope changes and cost growth not 
related to new work were properly chargeable only to FYs 1987 and 
1988 funds. Because of the new ACM contracts, the Air Force may 
have to pay an additional $49 million in contract termination 
costs and liabilities that would have been absorbed by the 
contractor under the original contracts. The following table 
shows the additional reprocurement costs that the Air Force may 
have to pay. 
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ACH REPROCÜREMENT LIABILITY 
($ in millions) 

Liability       FY 1987 FY_1988 

Target-to-ceiling cost       $20.0                    $24.0 
Termination cost —5.0  P- 

Total liabilities $25.0 $24.0 

Funding deficiencies. The Air Force's use of FY 1992 funds 
to fund obligations and obligational adjustments properly 
chargeable to the MPAAFs for FYs 1987 and 1988, and its delay in 
recording the obligations, did not relieve the Air Force of its 
responsibility to investigate and report violations of the 
Antideficiency Act. In August 1991, Air Force officials 
recognized that the ACM program had funding problems; however, 
they said that they did not ask Congress for a supplemental 
appropriation because the June 13, 1991, guidance from the DoD 
Comptroller required the use of current year funds in such cases. 

Disclosure to Congress. The Air Force also did not 
specifically disclose to Congress the increased costs that may 
have been incurred by terminating and reprocuring ACM 
requirements. In addition to incurring termination costs and 
penalties, the Government will have to pay the contractor's share 
(30 percent) of the liability for cost growth over target. 
Although program officials said that the contractor would not be 
allowed to use the new contract to recoup previous losses, the 
increased costs are estimated at $24 million to $49 million. 
Officials said that the contractor will absorb $25 million in 
FY 1987 liabilities; however, they expect at least a $24 million 
loss to the Government. Based on the closeout plan that the Air 
Force provided to Congress (Appendix C) , we computed that the 
Government's liabilities resulting from contract termination 
could total $79.7 million. However, neither this figure nor the 
estimated liability of $24 million to $49 million was included in 
the plan. The full impact of the Air Force's actions cannot be 
determined until the new letter contracts are definitized. After 
contracts were terminated, Congress rescinded the FY 1992 MPAAF 
funds that the Air Force intended to use for the reprocurement. 
As a result, the Air Force has incurred additional costs by 
entering into a new procurement, and must use another source of 
funds for the new ACM contracts. 

Conclusion 

The Air Force breached its fiduciary responsibility by incurring 
additional costs in an attempt to avoid reporting a violation of 
the Antideficiency Act. The decision of the Assistant Secretary 
of the Air Force (Financial Management and Comptroller) to 
finance a plan that would terminate parts of the FYs 1987 and 
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1988 ACM contracts and reprocure with new contracts was fiscally 
imprudent. We believe that the termination for convenience and 
the reprocurement will cost an additional $24 million to 
$49 million and do not relieve the Air Force of its 
responsibility to report a violation of the Antideficiency Act. 
Since Congress rescinded the FY 1992 funds that the Air Force 
planned to use for this reprocurement, the Air Force must find a 
legally available source of funds for the new contracts. 
Termination and reprocurement costs must also be charged to a 
supplemental appropriation unless sufficient funds remain in the 
original appropriations to cover these costs, because these costs 
are not chargeable to current appropriation accounts. The full 
impact of the Air Force's actions will not be known until the new 
contracts are definitized and Congress determines the number of 
missiles to be purchased. The Air Force tried unsuccessfully to 
use FY 1992 funds to pay for cost increases in the ACM because 
FYs 1987 and 1988 funds were insufficient.. The Antideficiency 
Act was violated when the Air Force recognized that the cost to 
complete the ACM had exceeded amounts available for obligations, 
but permitted work to continue. Deficiencies in the FYs 1987 
and 1988 MPAAFs are unresolved, the Antideficiency Act has been 
violated, and the Air Force has incurred additional costs by not 
reporting Antideficiency Act violations and requesting 
Congressional relief. 

RECOMMENDATIONS FOR CORRECTIVE ACTION 

See Finding A for our recommendations to correct problems with 
the procurement and funding of the ACM. Actions to correct the 
problems noted in this finding will be the same as actions for 
Finding A. 
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APPENDIX At 
OF DEFENSE 

LEGISLATION PROPOSED BY THE COMPTROLLER OF THE DEPARTMENT 

COMmDLLM Of THE DEPARTMENT OF DEFENSE 

WASMINSTON. DC ao»ei-uoo 

APR 3 0 1992 

lonorable Richard C. ttrwn 
Oireeter J . J Office ef Management and Budget 
Old Executive Office «uilding 
Itashington, O.C.    20SO3 

Dear Mr. Carman: 

On behalf of th« Secretary of Defense, X aa transacting a 
supplemental appropriations request for the Department that 
redresses shortages of obligation authority in tzpirtd accounts 
and separately will provide additional transfers of $429 Billion 
fron the Defense Cooperation Account to the Army and Navy 
ailitary personnel appropriations for increased inereaental 
costs of Operation Desert Shield/Desert Store. 

The supplemental language regarding the expired accounts 
would authorise use of current appropriations for obligations 
and adjustaents for prior year prograas. This authority would 
permit the Department to pay obligations of expired accounts 
fron eurrent accounts similar to the authority that presently 
exists in Public taw 101-510 to pay obligations for closed 
accounts from current accounts after five years beyond 
expiration. 

The new transfer authority requested for the ailitary 
personnel appropriations is required to aeet increased 
incremental Desert Shield/Desert Stora costs resulting froa 
revised estimates of the aetive duty step/loss effect and a 
greater number ef reservists en active duty with longer tours 
than originally estimated. Zn addition the costs of iaainent 
danger and faaily separation allowance payments rtav> been 
greater than previously budgeted. 

Proposed language for the «uppleaental request and 
supporting rationale are enclosed. The proposed rescissions 
which have been transmitted to Congress fully offset the fiscal 
year 1992 outlay estimate ef this proposal. I urge your 
approval and transmittal to the Congress. 

Cordially, 

Sean O'KeeFT 

Enclosure: 
As Stated 
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APPENDIX A-'  LEGISLATION PROPOSED BY THE COMPTROLLER OF THE DEPARTMENT 

OF DEFENSE (cont'd) 

Sec 
f 

(Central Provision) 

 . During tht current fiscal year, in the case of * 
"appropriation aeeount of tht Department of Defense for fiscal 

year 1992 and prior fiscal years, whose ptriod of availability for 
obligation has ended but which hat not bttn closed undtr section 
1552(a) of titlt 31. united Statts Code, obligations and 
idjuataents to obligations that would havt been properly chargeable 
to that account, but for which sufficient obligational authority is 
not available in that account, say bt charged to a current 
appropriation aeeount of the oepartaent of Defense available for 
the saac purpose: Provided, That charges to current appropriations 
may not be made undtr this section until the Committees on 
Appropriations and Araed Strvices of the Senate and the Bouse of 
Xeprtstntativts have been notified of the intention to make such 
charges and a period of 30 days has elapsed after the notice is' 
submitted. 

Purpose of the Legislation 

Currently, Public Law 101-510, November S, 1990, authorises 
use of a current (unexpired) appropriation aeeount for obligations 
and adjustnents to obligations of a dosed aeeount five years after 
expiration. However, a sioilar provision was not included for 
obligations and adjustsents to obligations of an expired account 
within the five year period. 

The proposed legislation would result in similar treataent of 
expireJ accounts and elosed accounts. The legislative proposal 
would authorise the use of a current (unexpired) account that is 
available for the ease purpose as the expired aeeount for recording 
obligations and adjustments to obligations that, if sufficient 
obligational authority existed, would have been properly chargeable 
to the expired aeceur.t. Zn the absence of such authority, a 
separate appropriation would be necessary to provide tht required 
obligational authority prior to tht payatnt of applicable amounts. 
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FOR FISCAL YEAR 1993 
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auired by section 1406 of the National Defense Authorization Act 
for Fiscal Year 1991 (Public Law 101-510; 104 StaL 1680) have been 
completed. 
SBC 1-4. ADDITIONAL TRANSITION AUTHORITY REGARDING CLOSING AP- 

PROPRIA TION ACCOUNTS. 
Section 1405(b) of the National Defense Authorization Act for 

Fiscal Year 1991 (SI U.S.C. 1551 note) is amended by adding at the 
end the following new paragraph: 

"(8) OBLIGATIONS AND ADJUSTMENTS OF OBLIGATIONS FOR 
BXPIBBD BUT NOT CLOSED ACCOUNTS.—(A) Subject to subpara- 
graphe (B), (CX and (D), in the case of an appropriation account 
for a fiscal year before fiscal year 1992 for which the period of 
availability for obligation has expired but which has not been 
closed under the provisions of section 1552(a) of title SI, United 
States Code, or paragraph (4) of this section, an obligation and 
an adjustment of an obligation may be charged to any current 
appropriation account of the Department of Defense that is 
available for the same purpose as the expired account if— 

'Xi) the obligation would have been properly chargeable 
(except as to amount) to the expired account before the end 
of the period of availability ofthat account; and 

"m) the obligation is not otherwise properly chargeable 
to any current appropriation account of the Department of 
Defense. 
"(B) The total amount charged to a current appropriation 

account under subparagraph (A) may not exceed an amount 
equal to the lesser of~- 

"(i) one percent of the total amount of the appropria- 
tions for that account; or 

'XW one percent of the total amount of the appropria- 
tions for the expired account. 
"(C) No obligation or adjustment of an obligation may be 

■ charged pursuant to the provisions of this paragraph until the 
Committees on Armed. Services and the Committees on Appro- 
priations of the Senate and House of Representatives are noti- 
fied of the intent to make such a charge and a period of SO days 
elapses after the notification is submitted. 

"(D) CERTIFICATIONS.—No obligation or adjustment of an 
obligation may be charged pursuant to the provisions of this 
paragraph until the Secretary of Defense (except as otherwise 
provided in subparagraph (E)) certifies to Congress the follow- 
ing: •<»!-■. 

"(i) That the limitations on expending and obligating 
amounts established pursuant to section 1S41 of title Si, 
United States Code, are being observed within the Depart- 
ment of Defense. '.-*- ".<^> - 

"(ii) That reports on any violations of such section 
1341, whether intentional or inadvertent, are being submit- 
ted to the President and Congress immediately and with all 
relevant facts and a statement of actions taken as required 
by section 1351 of title SI, United States Code. 
'XE) ALTERNATIVE TO CERTIFICATION.—If the Secretary of 

Defense is unable to make the certifications referred to in sub 
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paragraph (D) within SO days after the date of the enactment of 
this subparagraph, the Secretary shall submit to the Congress a 
report stating that the Secretary is unable to make such certifi- 
cations and setting forth the actions that the Secretary will 
take in order to enable the Secretary to make such certifications 
after the end of that period.". 

SEC IMS. CLARIFICATION OF SCOPE OF AUTHORIZATIONS. 
No funds are authorized to be appropriated under this Act for 

the Federal Bureau of Investigation. 
SEC IMC INCORPORATION OF CLASSIFIED ANNEX. 

(a) STATUS OP CLASSIFIED ANNEX.—The Classified Annex pre- 
pared by the Committee of Conference to accompany the conference 
report on the bill H.R. 5006 of the One Hundred Second Congress 
and transmitted to the President is hereby incorporated into this 
Act. 

(b) CONSTRUCTION WITH OTHER PROVISIONS OP ACT.—The 
amounts specified in the Classified Annex are not in addition to 
amounts authorized to be appropriated by other provisions of this 
Act 

(c) LIMITATION ON USE OP FUNDS.—Funds appropriated pursu- 
ant to an authorization contained in this Act that are made avail- 
able for a program, project, or activity referred to in the Classified 
Annex may only be expended for such program, project, or activity 
in accordance with such terms, conditions, limitations, restrictions, 
and requirements as are set out for that program, project, or activity 
in the Classified Annex. 

(d) DISTRIBUTION OP CLASSIFIED ANNEX.—The President shall 
provide for appropriate distribution of the Classified Annex, or of 
appropriate portions of the annex, within the executive branch of 
the Government 

Subtitle B—Naval Vessels and Related Matters 
SEC mi. BAST COAST BOMEPORT FOR NUCLEAR-POWERED AIRCRAFT 

CARRIERS. 
(a) FINDINGS.—Congress finds that— 

(V Mayport, Florida, has served well as a homeport for air- 
craft carriers; 

(2) under existing carrier force structure plans, as conven- 
tionally fueled aircraft carriers are replaced by nuclear-powered 
aircraft carriers, there will be a requirement for a second East 
Coast homeport for nuclear-powered aircraft carriers (in addi- 
tion to the existing homeport of Norfolk, Virginia); and 

(3) Mayport ought to be the second East Coast homeport for 
nuclear-powered aircraft carriers, when such additional home- 
port becomes needed. 
(b) DEVELOPMENT OP SECOND HOMEPORT.—Not later than April 

1, 1993, the Secretary of the Navy shall submit to the congressional 
defense committees a report on the Navy's plan for developing a 
second East Coast homeport for nuclear-powered aircraft carriers. 
The report shall include a schedule, by fiscal year, for funding the 
development of a second homeport for nuclear-powered aircraft car- 
riers on the East Coast of the United States. The schedule shall be 
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APPENDIX C;  ADVANCED CRUISE MISSILE PROGRAM CLOSEOÜT PLAN 

ADVANCED CRUISE MISSILE 
PROGRAM CLOSEOÜT PLAN 

EXECUTIVE SUMMARY 

On April • A », SMS, the Air Feree terminated portion* ef one of tu 
eontract* with Oenora! Dynamiee/Cenvair ftr the production of UM AOM-12S 
Advanced CmtM Miattle (ACM). Th* terminated portion* involv* m]»iil*i 
euthoriied for UM IW «ad FYM production leu. The eontract I« Fixed Pric* 
Incenüv* »ad, for Mch program year, fundtd to target price. The partial 
tamlnation wat neettiary beceu** tuffieiant fund* in etcea* of the** previously 
obliftud for Uta terg*i price of tha contract wara not available to complete than 
portion* of th* contract. Th* Air Pore* roduead tha FYI7 and PYM production 
affort to »Uy within th* available fund*. Unfini*h*d work in proeau becamt 
government properly. 

Gantrat Dynamic* will eomplata work on tha tanainaUd raaidua] mlMiltt 
from fY«7 and FYSB undar a naw PYB2 contract Thi* eouraa of action will raault 
in delivery of th* mlitilti naadtd u meet th* Air Korea'» requirement* without 
eignifieant aehedul» impact. Some coat growth may raault du* to termination 
aatiltmtnti and naw negotiation* for tha FYM miatilai. Tha remaining FYM 
ACM fund* will be u*»d to complete the procurement of tha required aupport fcr 
th» B20 miMil» fl**t 

SYSTEM DESCRIPTION 

The Advanced Crui** Miaaila U a aubeonlc, tttrboon.powered, winged 
vehicle detif&ed for oarriag* and launch from tha aVUH aircraft. Tha ACM 
de*ign take* full advantage af oxiaUnf end** miaaila technology (ACM- 
MB/ACM10») and «ateta »f tha art" atealth aharacterittiea. It pmidai 
Urufleantiy lnmaaed weapon tjretem eepabUty em tha AQM-MB ALCM in 
operational range, atandofr rang«, eeeuracy, miaaion planning flexibility and 
aurvrvaoflity. 

PRIOR YEAS FUNDWO tHORTFAU 

The fending abortfall* a» identified for tha FYIMM ACM production 
•tetmt with Oanera! Dynamic», Cemair dWeion CODVCX lhaaa two pred«^,, 
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APPENDIX C;  AnVAltCED CRUISE MISSTE PROGRAM CLOSEOÜT PLAN (cont'd) 

toU ar. a*v.r.d und.r th. «». «M daßniti»* in FV.8L TW. «ttjrtb 

Mtuit *fthi» oentraet impli»* ton« d*fr** *f taeaaieai.■""""• 
Th. Air ft« .Minud fcnd. t. amr *• ■•» f"** >*£ 22JT1S 
Urnt arte*. All all.wabl. o».U of offort o.pond.d U. achl.ro «* «-£***• 
«Mfct up U »llia, prie. ar. M, bfflabl. te * ■"T^a.fSSS 
chann propel. BCft) whiefc •*»« Ö». «atract «eaadul*. waatbar aasotuud 
w act.p\Ta. •- «han,. » Urpt a*«.' ar* Wlabl* t» th. 1^araa.nt 1» 
•ccordanc. with th. pmtrion. of th. eoatraet pridni «truetur*. Ca«tt ftr ICPi 
which art add.d to th. eontraet .t B» incraa». ta tarpt prie. «^ •rfUa« PH(» "« 
blll.b). to th. |»v.rn».nt with th. d*»lfn«Ud «hart ratio. 1B thl. et.. 70/30 
«h.r. th. «.ntr.etor ahm. 90 p.rt«rt ef thil eo.t. »»dl oalHn» prie. ia raaehed. 
All es.u ev.r th. Mllini prU. ar. born, wlaly by A. eontmtor. .ptdfie mlitil. 
prefel.m» th.t l.d te th. ihort/Wl fellow. 

ft TW. »LAPnr» »wftBttM: In »arly 1W0, a»m.rou» ha) laakt war* dataeud ia 
»■nil.« d.liv.r.d to KI 8.wy.r ATB and w.rt attributad U th. fcal Madd.r 
an.ttri.1. Esttniiv. r»dmlopm»nt *ffort» follow.d at GD/C ratultlnf In • n.w 
»I.dd.r d.sir^m.url.l. CllT.rlu of «IM«., w.r. d»laytd approalmauly Hx 
month. «wtiUnj thl. d.v.l.pm.nt, qualifleatloa ta.tinf, and aubttqutnt 
incorporation into th. produetlon/reiroßt proce... TW. aaw Madd.r wai 
tmpl.m.nt.d «ia a contract ehang* to vpdtto part Bumbtr», teeaaieal ordtr. 
<TO»>, *u. IUd..lri and rotroflt of Madder» was proridod at BO inert*»» la 
«oatr.ct tarfot prie. *r Mfliog prie*. 

B»Md apen C.*t »trforaane* {Uporting (CFK) Aaalyti*. both IW and 
FYM lou im «111 femuud to Kay within rraflabl. funding Howrw ia April, 
JW1. addlUonal problem» wort idaatified raiulting ia tat dad^oa to »top 
•ceoptloi aaiuflM frwa OD/C. Tao IbQowiaf paragraph« d.tall th« proMami 
aawring th* aetual faadiai sborUaQ. 
wrvt «KAT.rnn e*trrr.»tA- iCiMÜ. laaliaf nqdraaaatt war« »odiBad aftor 
•oaw fldd.d attefflM ahowad üfM afwatar tatnuton (aarroalaa) iato th* aajja. 
amrlty. Ta* rrrtaod toat apodfleattaa« war* aaplaBNBtad «te a atatraet aaaai* at 
a* tear**.« te «ma-act targvt *r a*fltef ptte». 
WTMft BT.W/IVMKWT AfTTTIATOa IWn*V Th. WPA WM f«1.rtgT»d aftOT flttld 
laakag. tu teoad ia lavoral adMi]*«, pawnUally tapaetiaf BteAüa viag 
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APPENDIX C;  ADVANCED CRÜISE MISSILE PROGRAM CLOSEOÜT PLAN (cont'd) 

deployment during flight. Th* iwi*»ign wat implwnenttd via a eontraet eJunj« 
I» apdst* pert number», TO», etc. at a* tncraaM to »ntract target priM or calling 
prie* 
fTHTnin.» «.IM Tft TWPT.TMTTJT OITAI.TTY MXEfi: NIMUWI «usllty 
probltmi w*r* identified u critic«! l**u*» by the «Mr, itraWgie Air Command 
(8AC). Incorporation *f th* «UM te time problems «» «*• production/retrofit 
pro«*** impacted th* Manufacturing and delivery schedule »t OP/C. A new 
delivery *eh*dul* *u J»p1*m*nt*d by • contract ehang* in Oet INI. Uli* werk 
wM Incorporated inte th* eontraet at BO IncraaM in contract price or ceiling price. 
rpTNTinrATinK or o»Airrv w»rv».t.*M». AVT> wtnposgn rncES: Thii 
•fTert included int id*nt»fie*tion of «uallty problem*, ln»p*etini work-in-proc*M. 
modifying menufacturing proctdureo, «ad developing work fore* mining en 
problem ar*a* »uch •• Mfety wir* and cotter pin*. 
fK.PLAN-r fti-mPT INSPECTION' Hi»*»): Thi» factory simulation of th* ffald 
r*e*ipt inspection wai inttituted to Identify and eliminate mistll* d*fid*ncU* 
bofor* rMching SAC Cometiv« aetioni war* subsequently incorporated into the 
manufacturing proeeti to drive the deflcienciee out. Thi* ie a short tarn effort 
initiated by th« contractor to improve overall mUiil* qjuality. 
tfrrriAl. SPACES Th* eo*t of th* ACM production astet wu affected by all the 
event* litud abov*. Initial spare* shared in that Met up to the celling price of that 
r*quir*m*nt which we* etpareuly negotiated and funded by Oklahoma City Air 
LogUliet C*nUr (OCALC). 

ThM« problemi reiulud in a detcrmiaatien that both the FT87 and FY«8 
buy*, new expired fund*, would go to the ceiling price, tourdng the funding 
shortfall would bt d*urmin*d by policy governing tue of aspired fund*. under 
financial management rafulationi which wer* la affect when thus contracts 
war* awarded, adequate fund* would have bean available to esvar th«M shortfall* 
from th* M*rg*d or «IT account. Maw Congressional direction has prevented 
•OMM to funding under th*M praeeduna by requiring that the aouna fund* for 
euch shortfaU* be the aaas fiscal paar tad appropriation as the original «street 
tVnding Th*AlrfwMdidnoth«r*edequaufaj^avalUbfaieaovartherTI7er 
PYMBMd. far the fX$1 buy tha »MO tevarnmant share htw«. ^n^f «,* 
»MlttprtMtottlJM. VVthainrNbuytlM|wwB8mt'aiBarafa|90.7M. For 
each production IM UM •oatraetar'B *MU war« expected to «meed tha ceding 
priM. A east araakout fa Attachment 1. 
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CONTRACTING STRATEGY 

|ArKr.»r>mri>- Ouinl Dynamien'Ceiwrair (OD/C) wat U» original d«v«lop«r 
•f tht ACM «/«Um «nd we* awarded production eoatfeet» beginning with th« 
rr»8 lot Th« KYI7 contrect (er 1» miuUee. delivered M completed mUaflt« u of 
April «th Thit fTIF *ontraet eetlmau at «empletlon we» eter target «Ott and 
Otwtnnt ttaWUty wat eeleulated an » TOTO ahare ratio u UM eentract 
eppmeW Mill»«. Tb» PY»7 «ad FYM production eflbrtt a» «o»ered by thit 
eingle etatre«. tin» the Air for» IdtnUlUd thit rundlag d«lld«ney. »tttmpu to 
ebuin rri7 lunding er approval to tu* currant year fundt to «vor lau liability 
havt V*«n ditapprovtd 
arrtnNs TAXTV- o« April 6,IBM. th« rr«7 produeäoa «Bort had reached th» 
point «km th« tormüution liability for TYM7 «u equal to th« total obligated FY«7 
funding Th» Air Fore* procetdtd with an immediate umlaaUon to preclude a 
violation of tht AntiDtfieitney Act. Although not at immediate, th« FYS8 
production «ffort wai alto hrteatt to roach it* funding Umlt Bat«d an th« 
katwltdgt that no additional fY»8 rundt were available and tht IM of currant 
year fund» w«t dittpproved, aetioa wai tahoa t« terminate FYlt mlatilet to 
prtelud* • donritnt funding eJtuatien on th« PYM effort. In order to alaimix« 
ditruptien to «thtr «silting eontraeu and th* coat Impact of thtt* Unalnatloiu. a 
tetter contract wai iatutd to GD/C on April 6.1W2, to eomplttt th* H urmlnaUd 
miuilti tram tht FY»7 production let. Th* lattar «eatraet wa» amended on April 
•th to tncludt 34 terminated miirilit from th« FVM produetien let, lor a total of 
130 miuIHi to b« eemploted luing FYI3 M30 fund» (Attaehsuat 3). Th« 
completion and delivery of UMM mUefle» began Immediately and will eonlbrm to 
tht «chtdul«! prtvieutly negotiated to- the TWt and ITU minHe production 
leu. Tht dennitited contract fcr thee« 130 mJteflee wm reflect appropriate tanai 
and eeaditiont ef tht nr»0/»l «antract recently aegetutad and all alauitt 
reared by the Federe) Aocjuultlon Regulation« (PAR) en th« dau of execution ef 
the letter eoMract. Tbeat aetioa« mJnlmlee further «net growth, the amber ef 
terminated aaUtflet, and maintain the «arrant production rat« to meat «AC« 
Required Aatet Available date. 
COST RISK; Th» «o«t «Uk fcr thi« TV» praduotioa buy 1« eeneldtwd lax Knee 
the IW terminated miatflee »re »early aamputa, the remaining aflbn, which 
will W a«mpl«ted under thu tW aoBtraet fa a email portion «Tth« mittlU build 
activity. AD TtU tarmiaatad aUtÜM raqutre mbrtoatjon and aaeembly. 
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IpwrnuLg mSK: Schadult Hak i$ aonaidarad law, «ae« thli effort uioi 
taminaud uutiil which ww torgaly aomplaud «»dar tha IW/U production 

•ffort. 
fpMPETITION:   CWBptÜtiOB Mt kMIt Utiflüy WuMUad throughout tha ACM 
Xhi»! feurta production effort. MeDetmell.Deugle« Miatlle lytteme Company 
(MDMSC) ww MUnaiMd le k» a equalised *Vuild to print' producer to January, 
It»I. and will product 100 »aleellet af the rY»0/»l production tote. HewoTor, 
aet«d an Uta availability af asiating aaaata and the decUion to minimi t* total 
program eaata, «empatltion af (hit effort tu Mt practice]. 

Tha authority u Mgotlau as M *athar than fuU and «pan aaapatitlon 
fcaii•* to atctuiry du« u «mutual and compelling argency. Awarding OD/C a 
aol* »ouret contractte uet ih« terminated matarlali (partially completed mlMlUi) 
ai Covtmmcnt furnUhtd materiel» and complete than an tha DTIT/II contract 
tchodul«. avoidod Mriouo injury to tha Government. That« lajuriaa would ba in 
ih* form af ousatantial delay» in eatUfying tha Required Aaitu ATallabllity dau, 
ttill a firm raqulramani fbr tha wocpon ty»Um; extreme termination aetU and 
«••( growth for that* terminated mlitilt«; and auhaaquant aoat growth to th« 
FYao/ai contract undtr th« Interdtptndcacy elauaaa in that contract. Failure to 
award th« April »th latter contract to complete tha torminatod mltiilet would 
hav« cauttd Mv*r« Impact t« tha induitrial halt through at laait an 11 month 
production ertak at GD/C which would reeult in aura than 700 production 
worker» being laid off Not only would thi» mult in a vary Ugh tarminatitm ao*t, 
hut alu hav« a «*v«r« aoat impact to all fellow-on atiaaila production centraeta. In 
additioe te th« coil impact« af Mapping tha production Una to conduct tha 
aacflpttition, th« ae«u to allow MDMSC to build thee« miaeilet aro prohibltiva. A 
MDMSC award would require a nearly iatpoeefble toak ef identifying, praaarrlng, 
packing, aurag» and «hipping CD/C work la procoai and tha aaMtantiating 
paptrwtrk. Additionally. atgaMoant rawork af aama af tha aaatcrieli and 
KSMSC rapurchaaa of tha torminatad auterielt aalque to tha OD/C 
aenufaetariag praeaaa wauld pmlda aelaya af arar S pwn to tha ACM program 
with aa aaaaOt to tha Oeverameat. facee aaata would auk» a aaaaad aoarec 
fropaaal aca-compotitlve from a «oat eteadpeiat. Tboroftro, fall aad apan 
aompetiUenwu a« practical. ^ 
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UK OF THE FYW PROCUREMENT FUNDS 

Tha budgtt authority fcr tht ACM program «• " Wlowi: 

FYM MISSILE PROCUREMENT «*" 
FWl ADVANCE BUY *••* 
rY»2 ADVANCE BUY ••-1 

MODIFICATION »■" 
WTTUL SPARES ** 
REPLENISHMENT SPARES -JfiJ 

TOTAL BUDGET AUTHORrTV «»*•> 

Th« ACM program at • «bell ü net bafng tarminatad; tha program (I 
being concluded with ■ reduced mlieili quantity. There art acme afforta within 
th« ACM program that art bain* Unninattd, and athar afforta that mutt ba 
concluded to aniurt tht raadintu and reliability aftha mittuet alraady produced 
er an contract Tht fallowing Kit af item« iacludei bath eeata for uralnaud 
tffert« and com to conclude Decenary «ark. It raflacu the Gover&ment't 
rtatootblt ttUmatt af flnithing tha ACM »reduction program. Zxeluded ara 
audgtud cotti to eomplete dtvtlopmtht (seoo foada) of arganie Sepot rapair 
capabilitio» Floate not« that aoma of tha Sgurta ara aettmatae and may change 
aVrptading «a tha raaulta of Incomplete nagotlationa. 

Thit dot« out af tht ACM program will require tha Air Forot to deal with 
tht following cotu: 

3Xm 

ISO OF» PYa?/U Miaailat 

Matarlal Termination 
UabÜir/<forFYMbuy> 

Matarial Termination 
liability (ferFYM buy) 

Contractor Shutdown 
(planned far FY»6) 

196 

IM 
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APPENDIX C:  ADV.iKPKn CRUISE MISSILE PROGRAM CLOSEOUT PLAN (cont'd) 

|TTrtHF"rMT nwg 

ACM FUNDING »HOKTFAU KTLANATION 
IINM) 

(DUMra Wt*wi> ndiiy •*} hmömS • *» hwlJnf) 

pyjT» irr rvAMftx mi .1 1* IWTHK HI artn mil), 

rUIl M.ADDIX niOILSM 

JUTXOflT KH QUALITY ftOIUMS 

Ntw «AUNC CUTTIM aiAK «OOF MJJSILBJ 

WINC WriOYMHNT ACTVATO* 

•CHIDUU lUrS TO IMTUMZNT QUALITY FJXIS 

MISCtLLANIOUS M1N-0R CHANCZS 

TOT AlCOMTHACT OlANCES 

eovntACT f»Of toy*AI CHANCM WiiMn »row nf oritinU contrict); 

IN.I«LANT uciirc iHihcnox 
VD or QUALITY ntoiuMs * noposto mas 
TOTAL WOCIDUIUL«ANCES 

TOTAL WOCtDVK AL * COKTXACT CHANCES 

cw*m ACTO* OUT or rocxsT/ovn OILING 

P»7 cat 
»7 

10.4 4.4 
0.4 

23.2 11» 
%A 

1M 1» 
\* 

M.0 ie.2 

27 ai 
254 »41 
US JO 

•6.5 52.4 
•5.0 •217 
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APPENDIX C; anVANCED CRWISE MISSTI.E PROGRAM CLOSEOÜT PLAN (cont'd) 

luiuinini Production Support 
(plinnodfer FYI3-15) 

Te*t Ittftru»M>Utfon P»ylo»di 
(pltnnod for FY»3»S> 

•tO MititlM Lcc<itl»1 Support 
(ploanod for fYM-96) 

TOTAL REQUmrMENTS (PY»2) 

« 

IS 

•fi 

tseaM 

Tbii eumnt MUIAIU tedie»ut UM ACM FYt2 budf ot autherltjr for BUIBO 

proeur.monl «ill provid* thi MCtMary fundinf It tot Indud» • lifnifle*nt 
»•nt|tm«ni ehalUnf« th»i »etually ttoMdi Ü» eott »»tlm»U. Any rip»tfle«nt 
wdueuon in tht bud|« iuthorlty will rttult in ■ further reduction in mltiUe 
quantity or th« |»n«r»tion of en unfunded requiremtnt in rY93-»6 tt eomplet« the 
leciitic») »upport for th« 820 miitil» flott previoutly planned for Uttr year» in the 
production «yd». 
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APPENDIX C!  ADVANCED CRÜISE MISSILE PROGRAM CLOSEOÜT PLAN (cont'd) 

FY 87,88 AND« CONTRACTUAL ARRANGEMENTS 
LOtriVfFVM) 

nn 

I»    <M»   Mi 

CZ3 

CZZ] PTK 
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APPENDIX Dt  SUMMARY OF POTENTIAL BENEFITS RESULTING FROM AUDIT 

Recommendation 
Reference 

A. 1., A.2., 
A.3., A.7., 
A.8. 

A.4., A.5., 
A.6. 

Description of Benefit 

Compliance.  Proposed 
policies and procedures 
will improve fiscal 
accountability and 
management of Defense 
appropriations. 

Compliance.  Proposed 
policies and procedures 
will improve reliability 
of DoD's accounting data. 

Type of Benefit 

Nonmonetary. 

Nonmonetary. 
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APPENDIX E: ACTIVITIES VISITED OR CONTACTED 

Office of the Secretary of Defense 

Comptroller of the Department of Defense 
Defense Finance and Accounting Service-Denver Center, 

Denver, CO 

Department of the Air Force 

Assistant Secretary of the Air Force (Acquisition) 
Assistant Secretary of the Air Force (Financial Management and 

Comptroller) 
Air Force Materiel Command (formerly Air Force Logistics and Air 

Force Systems Command) 
Headquarters, Andrews Air Force Base, MD 
Headquarters, Wright-Patterson Air Force Base, OH 
Aeronautical Systems Division (South), Eglin Air Force 

Base, FL 
Space Systems Division, Los Angeles Air Force Base, CA 
Ogden Air Logistics Center, Hill Air Force Base, UT 
Ballistic Missile Office, Norton Air Force Base, CA 
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APPENDIX F: REPORT DISTRIBUTION 

Office of the Secretary of Defense 

Comptroller of the Department of Defense 
Director, Defense Finance and Accounting Service 
Director, Defense Finance and Accounting Service, 

Denver Center 

Department of the Air Force 

Assistant Secretary of the Air Force (Financial Management and 
Comptroller) 

Commander, Air Force Materiel Command, Wright-Patterson Air Force 
Base, OH 

Commander, Aeronautical Systems Division (South), Eglin Air Force 
Base, FL 

Commander, Space Systems Division, Los Angeles Air Force Base, CA 
Commander, Ogden Air Logistics Center, Hill Air Force Base, UT 
Commander, Ballistic Missile Office, Norton Air Force Base, CA 

Non-DoD Agencies 

Office of Management and Budget 
General Accounting Office 

Chairmen and Ranking Minority Members of the following 
Congressional Committees: 

Senate Subcommittee on Defense, Committee on Appropriations 
Senate Committee on Armed Services 
Senate Committee on Governmental Affairs 
House Committee on Appropriations 
House Subcommittee on Defense, Committee on Appropriations 
House Committee on Armed Services 
House Committee on Government Operations 
House Subcommittee on Legislation and National Security, 

Committee on Government Operations 
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PART IV:  MANAGEMENT COMMENTS 

Comptroller of the Department of Defense 

Air Force 
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MANAGEMENT COMMENTS;  COMPTROLLER OF THE DEPARTMENT OF DEFENSE 

OFFICE OF THE COMPTROLLER OF THE DEPARTMENT OF DEFENSE 

WASHINGTON   DC JO» I 1100 

Mr./    9   1. 

MEMORANDUM FOR ASSISTANT INSPECTOR GENERAL FOR AUDITING, ODODIG 

SUBJECT: Draft Report on the Audit of Missile Procurement 
Appropriations for the Air Force (Project 
No. 2FG-5001) 

An IG, DoD memorandum, dated September 9, 1992, requested 
the DoD Comptroller provide comments on the subject draft report 
in order that the comments may be considered in preparing the 
final report. 

Generally, this office concurs or partially concurs in the 
findings and recommendations. Attached are specific responses 
to each of the recommendations. 

Questions concerning this matter may be directed to my 
action officer, Mr. De W. Ritchie, on (703} -697-0585. 

Attachment 

Deputy Comptroller 
(Management Systems) 
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MANAGEMENT COMMENTS: 
(cont'd) 

COMPTROLLER OF THE DEPARTMENT OF DEFENSE 

COMPTROLLER OP THE DEPARTMENT OF DEFENSE COMMENTS 
ON A DoDIG DRAFT REPORT ON THE AUDIT OF MISSILE PROCUREMENT 

APPROPRIATIONS FOR THE AIR FORCE (PROJECT NO. 2FG-S001) 

Recommendation 1. The Comptroller, DoD, should Investigate 
the Air Force's violation of the Antideficiency Act. fix 
responsibility, and comply with the reporting requirements of 
DoD 7200.1. 

DoD Comptroller Response. Partially concur. The DoD 
Comptroller in a memorandum, dated July 15, 1992, requested the 
Air Force to investigate potential Antideficiency Act violations; 
provide quarterly progress reports to the Defense Finance and 
Accounting Service; and, if a violation is determined to have 
occurred, identify those personnel responsible. Also, the DoD 
Comptroller in a memorandum, dated July 15, 1992, requested the 
Defense Finance and Accounting Service to monitor the investigation 
closely. 

if an ongoing investigation confirms that a violation of the 
Antideficiency Act has occurred, the Department will comply with 
the reporting requirements of DoD Directive 7200.1. 

Recommendation 2. The Comptroller, DoD, should seek legislation to 
give reprogramming authority to use current year appropriations to 
pay obligations from expired years; when this authority is exer- 
cised because of deficient year accounts, notify Congress that a 
violation of the Antideficiency Act exists. 

DoD Comptroller Response. Concur.  In a letter to the Office 
of Management and Budget, dated April 30, 1992, the DoD Comptroller 
requested legislation that would authorize the use of current 
appropriations for obligations and adjustments for prior year 
programs. 

During the first week of October 1992, the Congress passed a 
provision—Section 1004, "Additional Transition Authority Regarding 
Closing Appropriation Accounts"—ihat authorises the Department to 
charge any current appropriation account of the Department of 
Defense that is available for the sane purpose as the expired 
account under certain circumstances. 

Additionally, Section 1004 requires the Secretary of Defense to 
certify to the Congress that reports of violations of section 1341 
of title 31, United States Code, whether intentional or inadver- 
tent, are being submitted to the Congress immediately and with all 
relevant facts and a statement of actions taken. 

Attachment 
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MANAGEMENT COMMENTS; 
(cont'd) 

COMPTROLLER OF THE DEPARTMENT OF DEFENSE 

Recommendation 3. The Comptroller, DoD. should require budget 
activities to report and promptly process upward obligation 
adjustments from expired years when these adjustments have been 
approved and are within the scope of the contract. 

DoD Comptroller Response. Concur. This is a current DoD 
requirement in Section B, Chapter 93 of the DoD Accounting Manual. 

Recommendation 4.  The Comptroller, DoD, should direct the Air 
Force to fund within-scope obligation adjustments from expired 
years for the Advanced Cruise Missile, Titan IV, and Advanced 
Medium-Range Air-to-Air Missile from expired appropriations until 
legislative relief is provided. 

DoD Comptroller Response. Partially concur. Within-scope 
adjustments associated with target-to-ceiling increases should be 
funded from expired accounts. However, consistent with DoD 
guidance current at that time, within-scope contract changes 
involving additional work should be funded from (then] current 
appropriations if the changes were approved between June 13, 1991, 
and April 19, 1992. 

Recommendation 5.  The Comptroller, DoD, should direct that all 
approved upward obligation adjustments from expired years 
(commitments or obligations) be included in "Reports on Budget 
Execution" (DD Forms 1176) to assure full visibility of expired 
year financial activity. 

DoD Comptroller Response. Concur. This is a current DoD 
requirement in Section B, Chapter 93 of the DoD Accounting Manual. 

Recommendation 6.  The Comptroller, DoD, should accelerate plans 
to resolve problems with negative unliquidated obligation. At a 
minimum, these plans should require that a single record be used to 
account for funds and pay bills, and should require the disbursing 
station to ensure that funds are available before payment is made. 

DoD Comptroller Response. Concur. The DoD Comptroller agrees 
with the need for the recommended actions. However, to use one 
record to both account for, and pay, amounts requires significant 
changes in both processes and systems. There is considerable doubt 
that actions needed to fully implement this recommendation can be 
accomplished in the immediate future no matter how desirable. 

Nevertheless, the Office of the DoD Comptroller has requested each 
of the DoD Components to prepare, and submit to the Defense Finance 
and Accounting Service, a plan to take those actions which are 

Attachment 
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MANAGEMENT COMMENTS: 
(cont'd) 

COMPTROLLER   OF  THE   DEPARTMENT   OF   DEFENSE 

currently feasible to reduce undistributed disbursements and elim- 

\% ems to minimi« undistributed disbursements,   (2)    ^nify 
future actions to preclude «u^"f "tionf    ^e'oeJense'rinlnce and 
s^^v^nrs^i"!.^^! a°:si ä^««., tho3e Pians 
as feasible. 

in addition, the Defense Finance and Accounting Service, J" 
conjunction with the Military Departments »^Defense ^"J^ 
Agency, has established the Joint Contract Accounting ana Finance 
Process Review Group to develop short-term and cost-effective 
flltt,  and «amine and develop'policy proposals to resolve process 
problmt. The Group is drafting reporting requ remits to monitor 
the progress, being made in reducing negative unliquidated 
obligations.' 

..rn—ndatlon 7. The Comptroller, DoD, should ^j"0^t*!
COUnt- 

Fnq policy to allow program managers to rely on best cost *° 
celling estimates and adjust these obligations as more data become 
available. 

POD Comptroller Response.  Partially concur.  It must be 
assumed that "target" prices represent »best-cost estimates» at the 
"M a contract ilawa?ded.  Ifthe target P"« is too low or oo 
high, the target price should be adjusted, upward or downward, to 
reflect the best-cost estimate.  Subsequent to entering into a 
contract, if the "best-cost estimate" varies from the initial 
"arge" price, appropriate adjustments to obligated amounts should 

be made. 

Nevertheless, the guidance in Chapter 25, paragraph D.2., of the 
DoD Accounting Manual will be revised to explicitly P^ide for 
obliqations to be adjusted above or below a target or billing price 
sta 2d n the contract. The Defense Finance and Accounting Service 
will be requested to include revised guidance, as shown below, in 
the DoD 7000.14-R, "DoD Financial Management Regulation 
(supersedes the DoD Accounting Manual) by March 31, 1993: 

2.  Fixed-Price Contract With an Escalation. Price 
Redetermination. or an Incentive Provision. When a 
contract is awarded, an obligation must be recorded for 
the amount of the target or billing price stated in the 
contract, even though the contract may contain a ceiling 
price in a larger amount. Subsequently, a target or 
billing price should be adjusted upward or downward to a 
"best-cost estimate" whenever it is determined that, and 
documentary evidence supports, the actual cost of the 
contract will differ materially from the original target 
or celling price stated in the contract. 

Attachment 
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MANAGEMENT COMMENTS!  COMPTROLLER OF THE DEPARTMENT OF DEFENSE 
(cont'd) 

Recommendation 8. The Comptroller, DOD, should see* legislation to 
allow contingent liabilities (contractor incentives and award fees) 
to be funded from the missile procurement appropriation that is 
current when the contractor earns the fees. 

DoD Comptroller Response. Partially concur. Dnder existing 
opinions of the comptroller General, contingent liabilities arising 
from clauses originally contained in a contract are chargeable to 
the fiscal year when earned. The Department of Defense policy is 
to cover contingent liabilities such as incentive and award fees 
within appropriations authorized by the Congress. Limited "}"£ 
has been provided in the National Defense Authorization Act, 1991, 
Public Law No. 101-510 and the National Defnese Authorization Act, 
1993, Public Law No. 102-484. These authorities permit charging 
current appropriations when sufficient funds do not exist in merged 
or expired accounts. Additional legislation is not needed at this 
time. 

Attachment 
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MANAGEMENT COMMENTS:  DEPARTMENT OF THE AIR FORCE 

Final Report 
Page No. 

DEPARTMENT OF THE AIR FORCE 
WASHINGTON DC 

«<« or '««' M» r«» *C* r«m 
1S NOV 1992 

MEMORANDUM FOR THE INSPECTOR GEKBRAL, DEPARTMENT OF DEFEKSE 

SUBJECT:   Air tore* Coroent» on the DoP(IS) «epgrt an th; Audit 
nf »<..<i. >rftCT,r^.nt ij^roprlat.lnniihr tlw Air For« 
Project Ho. 2PG-5001- ACTIOH MEMORANDUM 

«hilt v« have not been formally t*«)c«d to provide comment«. 
ve have taken the liberty of »«ponding to th« eubject draft 
audit rwort. The following comment« reflect change« in 
circumstance« elnce the audit we« conducted and comment« 
regarding conclusions drawn in th« report. 

1. Pag* 7, para. 2! "The Houaa Bill for FY 1993 Defense 
Appropriation» provida» that tha Air Forca ahall reimburse tha 
subcontractor an additional «120 Billion aa a »attar of equity". 

Recommend thia paragraph ba changad to raflact tha proviaion 
that waa containad in tha 1993 Appropriation« Act, 8«e. 9164, 
"Uotvithstsnding any othar proviaion of law, prior to March 1, 
1»»3, tha Secretary of tha Air Foroa ia directed to «ntar into a 
Supplemental Agraajiant to Air Forca Prime Contract F04701-B5-C- 
0019 for a Haavy Lift Expendable Launch Vehicles Provided, That 
■uch a supplemental Agreement ahall addraaa tha Solid Racket 
Motor upgrade (SRMU) program and «hall provida up to $350,000,000 
In payment to tha priaa contractor and tha agraad upon payment« 
to tha aubcontractor...That within fund« appropriated to th« 
Department of tha Air Force either in thia Act or in Public taw 
102-172 not leea than 1200,000,000 nor aore than $300,000,000 
ahall ba available for the Supplemental Agreement... 

In accordance with this provision, the Air Force will 
reprogram dollar« for Titan IV to cover the claim for Herculea. 
The funda referenced in thie Act and in Public Law 102-172 cover 
FY 1992 and FY. 1993 appropriation«. The claim will be covered 
with current appropriation. It doe« not represent an additional 
bill againat the expired appropriation account«. 

2. Page », para. Is "«a estimate thet ae of March 31, 
1992, the deflcieneiee were about »11» Billion for FY 19S7 and 
1113 Billion for FY 19SS." 

Thaee nuabere include emounts for the Adveneed Cruiee 
Mlaalle (ACM) program («111.St for FY 1»»7, «54.7M for PY 1911). 
Thaee emounte «hould not be Included in the estimate« of prior 
y«ar deflcieneiee. The«« adjustment* were unneee««ary after the 
partial termination of the FY 1917 and FY 1989 ACM oontracte. 
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MANAGEMENT COMMENTSi      DEPARTMENT OF THE AIR FORCE  (cont'd) 

Final Report 
Page No. 

3. Page 11, para. 1: "This propoaed Initiation would 
allow the use of current year fundar DoD Coaponente would also ba 
required to raport any violationa of ths Antideficiancy Act that 
required uaa of thia authority." 

Reconaend thia paragraph ba changed to raflact legislation 
anaetad «• Section 1004, Titla X, ox tha Defense Authorisation 
Act of 1993. Tha lagialation doaa, as tha raport states, allow 
tha services to uaa currant appropriation« to pay obligation« 
which would have bean properly chargeable to an expired 
appropriation account, but for which sufficient obligation 
authority ia not available in that account. Thia provision is 
Bubjact to limitation« regarding reporting, duration and tha 
requirement to follow existing Antidaficiancy «tatutaa. 

4. Page 13, table:  F« 1917 AMD !••• DIIICIWCIH 1« AIP. 
roitcx MISSILS nocoTUumiT APPROPRIATIOHS 

Recoanend the table be changed aa follow«: 

FY 1987 AND 1988 POTENTIAL DEFICIENCIES IN AIR rORCE 
MISSILE PROCUREMENT APPROPRIATIOM ACCOUNTS 

(S ailliona) 

tteficlencisa 

Approved upward 
obligation adjustments 

Unapproved upward obligation 
adjustments 

funding laaues 

Contingent liabilities 

Subtotala 

Leas available fund« (aa 
shown in "Reporte on 
Budget Execution") 

Potential Deficiency 

1/ Titan IV adjuatmenta approved Jul 2, 
1968 - $24.4M 
AMRAAH adjuetaenta approved Jul 2, 1992:  l»|7 - »8.95M, 
1988 - $40.8M 

3/ We have not received requests for approval for the following 
adjuataenta cited by tha audit raporti 19B7 - AXM-9($.7M), 
PLANT 44(S.2N); 1988 - TITAN iv($3M), Peacekeeper($9M), 
AXM-9($.4M)> Tacit ftainbov(S.06M) 

ISA! 1988 

S 30,0 $ 65.2 1/ 

1.0 15.3 2/ 

1.9 12.0 3/ 

10.5 4/ 

$ 39.1 $107.1 

30.0 37.7 

$ 9.1 $ 69.4 

1 Jul 2, 1992: 1987 - $21.IM, 
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MANAGEMENT COMMENTS;  DEPARTMENT OF THE AIR FORCE  (cont'd) 

Final Report 
Page No. 

$4.1 Billion tor ACM award fee ahould not b» included in thie 
table. The«« fund« were already obligated on the FY 1988 
contract prior to lurch 1992. 
Delete amount« for ACM of $111.SM - 1987 and $54.7M - 1988 
Deleta uounts for TITAN IV Stretch-out Of $15. IM - 1988 (the 
BECAF ha« bean given authority under the FY 1993 
Appropriation« Bill to approve incremental funding for the 
TITAN rv program. The 8ECAF ha« not given approval, however, 
the phaeing of coat« related to the program «tretch out i« 
uncertain at thi« time.) 
Delate amounta for TITAN IV - (SECAF approval for incremental 
financing for TITAN IV may alter the fund cite of future 
Award and incentive fee«.) 
The litigation amount for TITAN IV (Herculea) ehould be 
removed becauae the Air Force has been directed in the FY 
1993 Appropriation« Act to use FY 1992/93 3020 appropriation 
to cover the claim. 

5.  Page 15, tablet  TOJUCOaBID 1TOOBT »BTufTIOMTf. 
Recommend deletion of the following fro» unrecorded budget 
adjustaanta table: 

3/ 

4/ 

TITAN IV adjustments 

AMRAAM 

Advanced Cruise Missile 
award fee 

CLOU! 
$21.IM 

$ 8.5K 
.SM 

IT* 19B8 
$24.4M 1/ 

$36.6M 
4.2M 2/ 

$ 4.1M 3/ 

1/ The TITAN IV adjustment waa approved by 8AF/PM Jul 2, 
1992. The obligation was posted in the account records 
aa of Sep 30, 1992. 
2/ The amount for AXRAAM Lot II ia $38,800,000, not 
$36,200,000 ae reflected in the audit report. 
The AMRAAM adjustments were approved by SAF/FM on Jul 2, 
1992. With the exception of the AMRAAM Producibility 
Program, the contract liabilities were obligated on Aug 7, 
1992. The FY 1988 AXRAAM Produeibility Prograa liability 
waa poated in the eccounting «yataa on Sep 30, 1992. 
3/ Theae funda are obligated against the FY 1988 ACM 
contract to pay for pending award faea. 

6. Page 16, para. 2: madlnc laauea. Recommend last 
■antenca be changed a« follow«: The Jun 13, 1991 DOD(C) guidance 
required that all upward obligation adjustments whioh resulted 
from additional work to be funded with currently available 
appropriations. This guidance was reversed Apr 20, 1992 and all 
within-acope contract ohangae were required to be funded within 
the eecount of the adjustment. Since the change In guidance, the 
Air Force ha« not, nor planned to, fund any wlthin-scope oontract 
changes with currently available appropriation«. 
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MANAGEMENT COMMENTS:  DEPARTMENT OF THE AIR FORCE  (cont'd) 

Final Report 
Page No. 

7. Page 16, para. 3: PUmdimg rt  1967 «ad 1966 obligation« 
vita FT un tad future year dollar«. "In addition to expired 
year obligation« that had not batn racordad, field aetivitias 
incorrectly approvad or ware in tha procaaa of approving upward 
adjuatmante or (113.4 ailllen in FY 1987 and (113.4 Billion in FY 
1988." 

Raeoaaand thia paragraph ba raviaad for accuracy. 
Firet, field activitlaa do not approva upward adjustments in 

excesa of $100,000. Tha Air Staff haa approval authority and 
exerciaa« thia authority in acoordanca with legialation and 
policy guidance extant at tha tiae of approval. 

•eoond, the aaounta Included in the totale for ACM 
($111.5K - 1987 and $54.711 - 1988) should be removed. The ACM 
amount ie not an upward adjuatment "incorrectly funded" with 
current appropriation«. It 1« new effort, covered with new 
obligatione in current FY 1992 appropriation«. The new effort ia 
a raeult of tha partial termination of prior year contracts to 
avoid Antidaflclency violation« in prior year account«. In 
addition, tha maximum amount of tha ahortfall aa estimated by the 
Air Force in March ia $81.5 million in FY 1997 and $30.7 million 
in FY 1988. The actual oost of the ahortfall for both years on 
the 1992 contract now haa a not to exceed price of $56.8 million; 
this Is $109.4 million leaa than the Dod(IG) estimate. 

The $i.9M in FY 1987 and the $15.1 million for TITAN IV, $10 
million for AHRAAM and $2 million for TITAN II in FY 1988 exceed 
the $100,000 approval threshold and must be approved by 6AF/FM. 
They have not bean submitted for approval yet, but when they ara 
they will be reviewed on the baaia of current policy guidance 
regarding the proper funding of upward adjustments and statutory 
language affecting TITAN IV. 

8. Page 17, Table!  FT 1987 and 1988 OSLIOATIOMs FOBBED 
win rt i»92 ANS ruTUM nu BOLLAM 

Recommend deletion of table for reason« cited in 47. In 
addition, the TITAN IV FY 1988 amount related to etretohout, 
ahould be $15.1 million inataad of $46.7 Billion. 

9. Page 17, para. 1: Advanced crnlaa Blesile IACM1 
»earoourement. "Therefore, wlthin-scope upward adjustments of 
$111.5 million (from 1997) and $54.7 million (from FY 1988) were 
inappropriately funded with FY 1992 dollars." 

In March 1992, the Air Force eatimated the funding ahortfall 
to be $81.5 million in FY 1987 end $30.7 million in FT 1988. 
Both shortfalls ara now on a 1992 letter contract with a not to 
exoeed price of $56.8 Billion. Thia ahortfall was not 
inappropriately funded with FY 1992 dollars. Thaae fund« should 
not be Included in the FY 1987 and FY 1988 category for upward 
adjustments. The Air Force did not use current year 
approprlationa to cover prior year adjustmenta for the ACM. 
Theee prior year bills war« mitigated through a partial 
termination of the FY 1987 and 1986 contracts for the ACM. As a 
reault there waa unfinished work on the missiles associated with 
the FY« 1967 and 1968 contraota. This work wa« included in a new 
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MANAGEMENT COMMENTS;  DEPARTMENT OF THE AIR FORCE  (cont'd) 

Final Report 
Page No. 

10 

10 

10 

11 

contract which was covared «1th current FTf 1992 fund» for the ACM 
program. The Air Pore« do«« net believe the us« of PY 1992 funds 
to be iapropsr. It was a prudant dscision to complete aissilss 
which wars left unfinished as the result of a requirement to t«Xa 
■aasurea to avoid violating the Antideficiency statute. 

10. Page 17, para. 2i fJTMf IT ftMtCB-Qttt- "Air Force 
officials stated that they planned to use FY 1992 funds to pay 
$15.1 million of the $46.7 million in cost growth for the 
regaining unlaunched TITAH IV alssilas from FY 19««." 

•ection 9164 of the 1993 Appropriations Act states that 
«...th« Secretary of the Air Porce may use incremental funding 
for th« restructured TITAN IV program under the existing contract 
for 41 vehicles". Ths stretch-out referred to in the report for 
TITAN IV relates to th« existing oontract and is therefore 
subject to the suthorlty to incrementally fund. Ths basis for 
incremental funding will have to be determined In conjunction 
with OoO(C). until this has been establlshsd, it Is unclear as 
to how these costs will be allocated ecross the years of the 
program. 

11. Page 1«, para. 3: nn>am Lot II erroneous 
»fclfloatlona. Change ssntancs 1 through 5 to read "In November 
1991, progran managers identified the possibility of a SB to 924 
»illion upward adjustment for the Hughes Lot II production 
contract. At the time negotiations were not finalised. Par 
DoD(C) guidance of Jun 13, 1991, $23 million in fV 1991 funds 
wer« sat said« to cover the liability. Negotiations were 
completed and a raqueat for upward obligation of $20 million 
submitted to SAF/FM on Sap 2$, 1991. When the request was 
submitted, PY i»9i funds wsre recomaended as the source bassd on 
DOD Comptroller policy in effect at the tlae the requirement was 
submittad. 

12. Psge 19, para. 2: Future yaar funding. "Titan XV 
program managers plan to chargs $116 million to FY 1992 and 
futura years to pay for storaga and engineering eoata incurred 
when production of the missils was postponed." 

Recommend paragraph be revised for reasons stated in 410. 
The 1993 Appropriations Act gives ths Air Foroe ths authority to 
incremental fund the TITAN IV contract for 41 vehicles. Until 
the basis for incremental funding has been established, it Is 
unclear how the storege and engineering costs will be allocated 
ecross the years of the program. 

13. Page 21, para. It "The HPAAF bad at least $32.1 million 
in contingent llabllitiee that should be paid with FY 19M funds; 
liabilities expected In future years totaled an additional $120 
Billion. Contingent liabilities...must be funded in the same 
year the event occurs, until the appropriation is canceled." 
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Recommend paragraph be changed to reflect following: 
121.6 Billion of the identified oontingenciee ia «or TITAN 

IV alesion aucceaa feea. Under an incremental funding 
arrangement, miasion euocess faaa will likely ba a proper charge 
to futura appropriation«. „ , ^ _        M 

Tha rafaranca to liabilitiaa expectedin futura years of 
1120 aillion era for tha Haroulaa claim. Tha 1993 Appropriationa 
Act directs ua to eovar this claim with 7Y 1992 and 1993 
appropriationa. 

Recomaand dalation of tha stataaent that "Contingant 
liabilitiaa ba fundad in tha aase yaar tha avant occurs." Thia 
ia trua in aost caaaa, but in tha caaa of TITAN IV, tha FY 1993 
Appropriationa Aot diraeta apacific fund eitaa for contingant 
liabilitiaa aaaociatad with tha TITAN IV prograa. 

14. Paga 21, para. i«. r«9» tt.,  para. 2t Awards ud iaosativas. "Thaaa 
obligationa includa "aiaaion auacaaa faaa" of $21.6 aillion for 
Titan lV....Unlaaa laglalation ia changed, thaaa ooat» should ba 
abaorbad by axpirad yaar appropriationa." 

Racomaond wa ehanga thia paragraph to ineluda naw languaga 
in tha 1993 Appropriationa Act which granta authority to 
incrementally fund tha TITAN IV prograa. 

15. Pag« 22, para. 2: «olid Rooket Motor upgrade.  "It ia 
not yet olaar whether that proviaion will baeona law or if it 
doea. which HPAAF appropriation year« would ba impacted." 

Recommend updating thia paragraph to indicate that tha 
referenced proviaion became law in Seotion 9164 of tha 1993 
Appropriationa Act. Tha MPAAF appropriation yaara impacted by 
the proviaion are FY 1992 and rv 1993. 

16. Page 23, para. 2: —aativa Pnllgaidatad Obligation«. 
Change firat eentanca to read, «negative unliquidated obligationa 
(NULOe) (except for prograa» payaenta and refund«) are arrora 
that occur when a disbursing station makes a payment «gainst a 
contract for which the accounting station's racorda show that 
money le either lnauffioiant or unavailable. This situation is 
usually oauaed by the diabursing station making payswnt against 
the incorrect appropriation. Current procedure« require the 
accounting atation to accept and post the incorrect expenditure 
and requaat the diabursing station correct the problem.« 

17. Paga 26, para. 2i "Ha support tha legislation proposed 
by tha Comptroller..." 

This section should be changed to reflect the enactment of 
Section 1004 of the FY 1993 Defenae Authorisation Aot. Thia 
proviaion will allow us to charge expired year obligationa to 
current appropriationa whan insufficient funda exist in the 
expired accounts to cover valid obligations. 
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ii     »aaa 26, Recoaaendation 1.    "I«v««ti«»t« tb« Air 
rorc^vioUtion'of ?h. Antid.ficiency Act.   fl* »«^tiv"    Y* 
and comply with the reporting regulrsaante of DoD Directive 
7200.1." 

Directive 7200.1 are being observed. 

19  Peae 27. Recoaaendation 2. "8eek legislation to give 
«P™}'«8 iSihoSty to u.. current year »PPropri.t 1«U|W 
obligation, fro. expired yearsi when this «^hority is exercised 
because of deficient year account», notify Congress that a 
violation of th« Antideficiency Act exist»." 

concur, however, this Rscoamendetion •h°uJda
b

i* "^'**
d to 

reflect th. passage of Section 1004 of the rv 1993 Dafansa 
Authorization Act. 

20. Pag« 27, Recommendation 3. "Require budget activities 
to raport and promptly prpcea. upward obligation adjutant« fro» 
expired y.ar. when these adjustments hava ba.n approved and ara 
within the scop« of the contract." 

Ha concur with this raeomsendation. SXT/TH will issus 
guidance to the field reeapha.Uing the requireaent to P°«V 
obligation pronptly once they have been recognised and approved. 

21. page 27, Recoaaendation 4. "Direct the Air Force to 
fund withln-ecope obligation edjustments froa expired yeere for 
the Advanced Cruiee Missile, Titan IV, and."«««•* *££'>»:"£?£ 
Air-to-Alr Miaeile froa expired appropriation» until legislative 
relief la provided." 

Nonconcur and reconaend thl« be deleted froa the report. 
Aetione have already been taken to either »itigata the 
sdjustaents or to poat thea to the proper expired account. 

We disagree that there ara withln-seope obligation 
edjuetaenta which should be funded fro» expired year ««counts for 

the Advanced Cruise Missile. Aotions were teken to partially 
terminate the prior yeer oontraet». These actions were necessary 
to aitigate a potential violation of the Antideficiency Statute. 
After the termination was done, edjustasnt» were no longer 
neoeesary to fund the rt  19»7 and Hit contracts to ceiling. A 
new latter contract waa established to complete the missiles 
associated with the prior year eontracts. This contract Is for 
nsw work to complete the missiles associated with the prior year 
contracts. Thsss eontracts ware for new work beyond the 
terminated contracte and were funded with new obligations against 
the rv 1*92 appropriation. 
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The upward obligation adjuatments for TITAN IV and AMRAAK 
which war» aubmitted to SAF/FH for approval war« approved Jul 2, 
1992. Tha obligationa for thaae adjustments hava baan poatad 
against tha FY 1987 and FY. 1988 appropriation accounts regardless 
of availability to eovar the». We know that deficiencies axiat 
in tha FY l»B7 and FY 198» Kiaaila Procurement accounta aa a 
raault of thaaa obligation adjuatmente. Ha hava initiated 
invaatlgatione into potantial violatlona of tha Antidafieieney 
Act and will eoaply with tha legislative proviaion in Section 
1004 of tha PY 1993 Defense Authorisation Act to cover these 
obligations with current availability. 

22. Page 27. Recommendation S. Direct that all approved 
upward obligation adjuatments from expired years be included in 
■Reports on Budget Execution" to assure full visibility of 
expired year finanoial activity. 

The Air Force coneura with this recommendation. SAP/PM has 
already directed field activities to post all approved upward 
adjustnente for incurred liabilities ragardlaaa of funds 
availability to cover then. In the situation where there are 
insufficient funds to cover adjustments posted, DFAS-DE haa been 
notified of a potantial violation of the Antideficiency Act. He 
consider this recommendation a closed leaua. 

33. Page 27, Reconnendation 6. "Accelerate plans to 
raaolva problems with negative unliquidated obligations." 

Ha concur.  The Defense Finance and Accounting Service 
established the Joint Contract Accounting and Finance Process 
Review Group in Kay 1991. The purpose of this group is to 
idsntify problems and develop solutions to improve the processes 
associated with accounting and paying DoD contracts paid by DFAS. 
It ie a joint DFAS and DoD Component effort. The Air Porce is 
represented by both Secretariat and NAJCOK personnel who are 
actively involved in the effort. 

24. Page 28, Recomnendation 7. "Revise DoD accounting 
policy to allow program managers to rely on best-cost to ceiling 
eetimataa and adjust these obligations as store data becomes 
available." 

He concur with thia recommendation. We are and will 
continue working with öoD(C) to readdreas policies which 
dlacouraga proper accounting for program liabilities. 

25. Page 28, Recommendation 8. "Seek legislation to allow 
contingent liabilities (contractor incentives and award fees) to 
be funded from the missile procurement appropriation that is 
current when tha contractor earns tha fees." 

Concur with this recommendation, 
efforte to obtain legislation. 

Air Porce will support in 
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26. Pag» 29.  Finding B.  «PROCUREMENT OF ADVANCED CRUISE 
MISSILE.  "To avoid declaring a violation of the Antideficiency 
Act, Air force officials terminated contracts for the Advanced 
Cruise Missile (ACM) and initiated «procurement actions the 
following day using FY 1992 funds...Furthermore, the Air Force 
actions did not avoid a violation of the Antideficiency Act." 

Request deletion of this finding. The Air Force did not 
terminate ACM contracts to avoid declaring a violation of the 
Antideficiency Act. The fact is the Air Force took specific 
contract/program execution action to avoid Incurring » violation. 

United States Code, title 31, Section 1341 (a) (1), 
states, "An officer or employee of the United states 
Government may not — 

(A) make or authorize an expenditure or obligation 
exceeding an amount in an appropriation or fund for 
the expenditure or obligation 

(B) involve either government in a contract or 
obligation for the payment of money before an 
appropriation is made unless authorized by law." 

Since the Air Force was unable to provide the ACM program 
office with additional FY 1987 or FY 1988 funding prior to the 
date on which contract termination liabilities equalled obligated 
amounts, any action allowing future expenditures to occur in 
excess of the amount obligated would be, in our opinion, a 
violation of Section 1341 (a) (1) (A) above. Responsible action 
to prevent a violation should not be considered action taken to 
avoid reporting a violation. 

The contracting officer has the responsibility to manage 
individual contracts and to ensure funding is available to cover 
expected contract costs regardless of the status of total Air 
Force appropriation balances. The terminations were affected by 
the program office to preclude a violation of the law. 

Immediately following the termination of tha FY 1987 and FY 
1988 procurement contracts for ACM in April, assets owned by the 
government from the terminated contracts were provided as 
Government Furnished Equipment (GFE) to the contractor to 
complete missiles authorized by Congress in the FY 1992 DoD 
Authorization Bill. 

27. Page 31. para. 4. "Senior Air Force officials 
maintained that!  it was legal to cancel a contract one day, 
create a new contract the next day, and fund FY 1987 and 1988 
requirements with FY 1992 dollars;" 

Recommend to accurately portray the tone and rationale 
behind the Air Force decision, this paragraph be altered for 
accuracy. The Air Force maintains that the action taken to 
partially terminate the prior year ACM contracts was the only 
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lagal option. Failure to terminate the oontracta would have 
resulted in a violation of the Antldeficiency Statut«. One« tha 
termination of tha prior yaar contracts took plac«, any 
additional affort ralatad to tha production of tha aasociatad 
■issllaa conatitutad naw work and could ba fundad with currant 
appropriations. Therefore, actions taken to create a new 
oontract to complete the mlssilee were proper. 

at. Page 32. para. 3. »otantlal for Inoreaaad liability. 
"In our opinion, the Air force's procurement actions were 
incorrect because the cost growth on the ACM contract did not 
result froa scope ohanqes or new work and the costs were properly 
chargeable only to FY 1987 and FY 1918 funds." 

Recommend that thia statement be deleted. Once the FY 1987 
and FY 1988 contracts for ACM were terminated, any effort to 

complete the missiles associated with the terminated contracts 
constituted new work. 

29. Page 32, para. 3: »otantlal for increased liability. 
»Baeaue» of the new ACM contracts, the Air Force may have to pay 
en additional $49 million in contract termination costs and 
liabilities that would have bean absorbed by tha contractor under 
the original contracts." 

ItecoBBend thie assertion be removed. The DoD(IG) analysis 
is incorrect. The Air Force ection precluded a break in the 
production line of up to 11 months, seved significant production 
downtime costs, and limited any termination related eoets to 
approximately $4 million. As of March 1992, the Air Force 
eatlmatad funding ahortfall on ACM was $81.5 million in FY 1987 
and $30.7 million FY 1988 vice $1X1.5 million FY 1987 and $54.7 
million FY 1988 that tha report identifies. This shortfall is 
now funded with FY 1992 funds with a KTE of $56.8 million that 
will complete the 120 FY 1987 and FY 1988 missilss. This is 
$109.4 million less than the original DoD(lO) assessment. 

Hughe« Missile Systems Company has egrssd to complete the 
aaeembly and delivery of the 120 missiles that were terminated 
from the FY87/88 contract under a naw firm fixed price 
arranganant that will not exceed the price we would have paid 
under the original negotiated oontract ceiling price, which was 
tha Air Force eetimate at completion at the time the contract 
action wae taken. 

30. »age 34. para. 2l Coaalnala» "The Air Force may have 
breached its fiduciary responsibility by incurring additional 
costs in an attempt to avoid reporting a violation of the 
Antidaflcieney Act." 

Recommend that this paragraph be revieed to provide a «ore 
accurate account of the actlone taken related to the ACM program. 
Tha Air Force terminated the FY 1987 end 1988 contracts to avoid 
Incurring a violation of the Antidefiency Act. Furthermore, aa 
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stated above, tha total coat of tha 120 miasilss vill not exceed 
tha original negotiated contract calling prioe, which vaa tha Air 
Force aatlsata at completion at tha time tha contract action vaa 
taken. 

31. Page 34. para. 2: oanalualon "Tha daoialon of tha 
Aaaiatant sacratary of tha Air Fore« (Financial Management and 
Coaptrollar) to terminate parta of tha FYs 1987 and 1888 ACM 
contract« and raprocura with new contracts vaa fiscally 
Imprudent.* 

This paragraph aust ba raviaad for accuracy. Tha Assistant 
Secretary of tha Air Force (Financial Management and 
Coaptrollar), (SAF/FM), doaa not Bake decision» regarding program 
content or management. Ha advisee on the financial status of the 
appropriation accounts and tha ability of these accounts to 
abaorb anticipated upward obligation adjustments. This 
information la used by those reaponsibla for programmatic 
decisions to develop options for managing the program within 
available funda. 

32. Page 35. para. 1: "Deficiencies in ths n  1987 and 
1988 KPAAFs ere unresolved, the Antideficiency Act has baan 
violated, and tha Air Force has incurred additional costs by not 
reporting Antidaficianoy Act violations and requesting 
Congressional relief." 

Recommend thla paragraph be updated for actions taken to 
date. 

The Air Force agreea that both tha PY 1987 and FY 1988 
Missile Procurement account are deficient. It appears that the 
Antideficiency Act has been violated in at laaat two programs, 
TITAN IV and AHRAAH. Ma notified DFAS-DB of potential violations 
of tha Antideficiency Act in these two programa In a Jul 2, 1992 
memorandum. Investigationa have been initiated and investigating 
officials assigned. Ma have requeatad, and received. 
Congressional relief for our deficient expired appropriation 
aecounta. Section 1004 of tha Defense Authorisation Act allowa 
ehargaa to currant appropriationa when insufficient availability 
aviate in these aecounta to cover legitimate charges to these 
aecounta. This provision does not remove the responsibility of 
reporting violations of the Antidefioienoy Act and we Intend to 
meet its requirement«. 

SPECIFIC COMMENTS: 

1. Page l, para, it xnaert "the old" before "M" on line 7. 
Thla distinction Is neeeesary because the current "M" account 
still doaa fund upward obligation adjustments. 

2. Pag« 1, para. 3: Insert "DOD" before "Comptroller" on 
the second line. Recommend this tor clarity. 
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3. Page 2, last para.t insert "wlthin-soopa" before 
■contract changas" on tha aacond Una. Reooaaend thia for 
aoouracy. 

4. Page a, laat para.: Dalata "financial related" on tha 
aacond Una. Also, recoaaend changing "aede" to »did« on tha 
aaoond Una. *eooa*end thia for clarity. 

5. Page 3, laat para.t Insart "(Oat 24)" aftar "Division" 
and bafora "Iglin" on line 9. Jlacoaaend this for accuracy. 

c. page 4, para. 2< Xnaart "DoD" bafora "Coaptroller" on 
Una 1. Haeoaasnd thia for clarity. 

7. Paga 6, para. 2: inaart "DoO" bafora "Coaptrollar" and 
dalata "DoD" aftar "Coaptrollar" on Una 10. Reooaaend this for 
easier raading. 

I. Paga 7, para. It Saae changa as 19 en lina 2. 

Changs "expire" to "cancal" on lina 2. ». paga 20, para, l! 
■•cowaand thia for accuracy. Also, changa tha sacond santanca to 
raad "instaad funds ara now available for upward obligation 
adjustaanta for 5 yaars varsus indefinite availability under the 
old ayataa whan tha accounta aargad.". Recoaaend this for 
clarity. 

10. Page 21, para. 1: Change "can" to "aust" on line S. 
Racoaaand thia for accuracy. 

Thia concludes our coanenta to the subject audit report on 
tha Fiscal Vsars 1987 and 1988 Missile Procureaent accounta. The 
point of contact for questions regarding this input is Marilyn 
Thoaas, SAP/FKBMC, (703)695-4938. 

CC.  DoD(C) 
DoD(C)H/8 

&/4J& 
JOBERTO STUART 
wpxiriofSudBit 
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