N COMPTHOLLE' Y CEMERA. OF THE NI L A TATZIS

g WASHINGTON, O C 22740

2-179708 ~
The Honoratle s
The Secreta:y ovi Defense

Dear Mr. Secretary:

The Navy's method of r=cording and reporting financial
data in succesgor accounts anl relat=d zurpius fund accounts
mm—_ . gt TR

guamsmisr
needs to be improved.
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Fach year the Navy systematically Jdeownligates, without
proper justification, millions of dollars in obligations re-
corded in its Militerv Personnel and Operation and Mainte-
nance appropriations ruccessor acccunts. It also writes off

large amountrs in accountz receivable which were recorded 1In
these accounts without d:ternining w~hether the accounts due
were collectable. As a result, it does not have adecuate
accounting COrtrol over successor ac~au~% obligations and re-
ceivaibles. Further, its financial reports do nec accurately
show (1) obligaticns and/or liebilitie- it has incurrved, (2}
accounts receivable from other., and (3) wilhdrawals from
appropriations and restorations to .opprepriazicns from re-
lated sarplus fund accounts. —

BACKGROUND

Svnczessor and related surplus fund accounts were estab-
lished Government-wide in 1976, pursuent Lo Public Law 798,
£4th Concgress, 24 session (31 0.5.C. 70)-708). Under the
prevasicns of this law, the net halances of unpaid obliga-
tions and accounts veceivable applicable to appropriations
which have been expired for 2 vears fcr obligation purposes
are merded into a successor account wiwh unpaid obligations
and accounts rec:ivable of other previously explired appro-
priations made for the same general purposes.

Unobligated amounts of expired eppropriations are re-
guired w0 be withdrawn from the aprroriiaticon to the Treas-
ury. The Treasury maintains a record of these amounts in én
account called the Surplus Fund., An appropriation’s related
surplus fund balance is mergec with surpius fund palances of
similar prior years' appron.iations 2 years afcer the appro-
priation exnires. The act authorizes the heals of agencies
to rectore funds to its successor accounts frem surolus fund
accounts if the amounts necessary to liquida :» obligations
applicable to the vears covered bv the fund uvxceed the bal-

.ances in related successor accounts.
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Section 763(a} of title 31 recuirses agencies to ifoview
successor accounts at leacst once each vear, to determine the
amounts te be withdrawn from their suiccecsor accounts to *he
related surplus fund or recstored to the successor account.

SCOPE OF RIVIEW

We eviluated the effectiveness of the Vayy's accounting
for succe.sor and related surplus fund accounts pertaining
to the Hilitary Persounel and Operation and Mainterance
apprepriations., We examined legislation, policies, proce-
dures, documents, and transactions dezling with accounting
for and veporting on avpropriatricn successor accounts and
related surplus fund accounts.

We made our revievw at the Navv's headguarters offices
in ¥Wachington, D.<.

INADEQUATE CONTRUL AND ACCOTNTING
FOR ORLIGALIQMS, RCCOUNTYS
RECEIVARLE, AL SURPLU. FUNLS

From ourne 30, 1973, to June 37, 1975, the Navy arbi-
. trarily deoblingated $51 million in obligations ard wrot~
Py off, without proper justification, S$38 million in _.aczounts
receivebls applicable to the successzor accounts for the
Mili*_.., Personnel and Oreration and rainterance appropria-
tions. A breakdown of the deobligetions and accounts re-
ceivable writeoffs by year and appropriation follows.

Amounts Accounts
Date c¢f deobli- receivable
Navy appropriation actien gated written off

(millions)

Opetatlion and main-

tenance 6/30/73 $18.3 $28.2
Miiitary personnel 6/30/73 5.6 -
Operation and main-
tenance 6/30/74 17.4 9.7
Military personnel 6/30/75 10.1 -
Total $51.4 $37.9

The Nawvy took the above actions in accordance with its
accounting procedures which provide generally that:

3

1. Once Military Personnel and Operation and Mainte-~
nance appropriations are merged in successo.” accounts,

2
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accounting for such eppropriaticns at local
accounting units stop.

2. Navy headcuarters keep summary totals for obliga-
tions and receivables for only the most recent ap-
propriation merged intc the successor account,

3. As of June 30 each year zll previous successor
account obligations be deobligated and all previsus
successor accounts recelvable be written off.

4, The net amount of obligations deobligated be with-
drawn and credited to the related surplus tund.

5. Navy headquarters be notified each month by its dis-
bursing units of payments made as~inst obligetions
that previocusly had beer deobligeted. An obliga-
tion and a disbursement are then recorded simulta-
neoucly at the headguarters level.

6. Navy headauarters be notified also when collections
are nade on accounts receivatle which were previ-
ously written off and for which increases to accounts
receivable and collections were simultaneously re-
corded.

~J

. At the end of the fiscal year, funds be restored to
successor accounts from the surplus fund accounts to
cover obligations for which there are insufficient
balances in related successor accounts.

Navy ofticials said i‘hat documentation supporting obli-
gations that were deobligated and accounts receivable which
were written ~ff are retained at various Navy organizations
and at Defense Contract Administratior Services regions.
This documentation is used to verify whether it is proper
and correct to pay bills for obligations that have been de-
obligated and to monitor the collection of those accounts
receilvable which have been written off.

At least $9 million of the $51.4 million which was
arbitrarily deobligated proved to be for obligations which
were valid and which were later paid and $2 million of the
$37.9 million was for accounts receivable w«hich were previ-
ously written off and which were later crllected. The Navy's
practice, therefore, has resulted in (1) the loss of formal
accounting control over valid obligations and accounts re-
ceivable in 1its successor accounts and (2} distoction of

w
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financial data on liabilities, receivebles, and withdérawals 5
reported to the Treasury. The Treasury uses data reported 58
by the Navy to prepare consolidated financial reports which

it distributes to the Congress and to the public.

As noted above, 31 U.5.C. 703(a) resuires agencies to
review their successor accounts at least once each year, to
determine the amounri to pe’ withdrawn from or restored to the
successor accounts. To vroperly make this determination,
the Mavy must review the validity of recorded obligations
ard receivables. The Nasy does not make this review but, as
stated previously, arbitrarily deobligates recorded obligae-
tions and writes off accounts receivable in its successor
accounts. We believe, therefore, that the Havy's procedures
violate the intent o. 31 U.S5.C. 703(a).

Further we believe that the Navy's precedures violarte
section 1311 of the Supplere.lal Arcroprieation act, 1955,
as amended, which proavicdes criterie ior recording obliga-
tions on the books of Federal agercies. If 2 transaction
meets the criteria for a valid orligation and the obligaticn
is recorded in the accounting recorcds, tne Navy cannot le-
gally deobligate the ckligation unless it is determined to
be invalid.

NAVY'S RPATIONALE FOR PRESENT
PRACTICE AND OUR EVALUATION

We asked the Assistant Secretary of MNavy (Financial
Management) to explairn the rationale behind the Navy's prac-
tice descripz=d above. In his June 5, 1975, letter (see en-
closure), the Assiz_ant Secretary said that the procedures
were adopted on Mey 2, 1973, HRe also said that

“* * % Prior to that time, the obligation b:lances
reported at the end of each fiscal year repre-—
sented the cumuletive total of such balances from
all lapsed fiscal years puisuant to the Act of 25
July 1956. The cumulative balances reflected
linquidations and adjustments of obligations, but
had not been systematically purged of potentially
invalid obligations which wculd never result in
payments. The current metaod of reporting the
balance of unpaid obligations in the 'M' ([suc-
cessor] account. therefore, enables this Depart-
ment to report a sum which can currently be sup-
port.d by records and documents. This was deemed
& more accurate refleccion of the total government
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liability than the previous sitvation of reporting
a cumulative balance which had not becn purified.™

The Assistanc Secretary neglected to comrent on the
reasons why the llavy arbitrarily wrote off acoounts re-
ceivable. Thig is an important matter cince the formal
accounting system should provide management with the amount
of valid accountis receivahble. Management could uvse this in-
formation ko insure that Nav.: organizations promptly collect
amounts owed the Navy. . : :

We agree that accountina and reportinc a cumulative
balance which had nrt been pucczd of invalid ckligatious is
not desirable, We believe, however, that, to maintain ac-—
counting control and accurataly r-port financial data, the
selution to thic problem is to drobligate obligations which
are not valiid rather than, as p.ovided by Navy procediLres,
deobligate all obligations whecher valid or invalid.

The Assistant Secretary also indicated that amounts of
unliquidated obligations merged into successor accounts are
minimal compared with the total amcunt of xhe apnropriation
and therefore do not justify the expense of detailed ac-
countirg. He said theat, if the Navy

"% % % yere required to maintain tctal formal ac-
counting visibility for each unliguidated obliga-
tion in the 'M' [successor] account until paid,
collected, ¢or determined to be no longer valid, a
separate ledger would have to be retained for each
year and active posting to many years' ledgers
would be reguired each month by all activities in-
volved. Such contrels wou 3 substartially negate
the intent of the 'M*' account legislation to merge
all' such balances into & single account.”

Censidering that millions of dollars of obligations
and account3 receivable have been arbitrarily deobligated
or written off, we believe that the amounts are material
enough -to justify detailed accounting. Although th= Navy
might incur addiiional administraetive expenses, this roat
does not justify (1) eliminating fcrmal accounting for
valid obligations and receivables and (2) violating the
provisions of section 1311 and 31 U.S.C. 793{a). Further
the Navy need not keep separate ledgers for each appropria-
tion year in successor accounts. Like the Armv and Air
Force, it cen merge ell obligations and accounts receivable
into & single account,
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We ere 2lways willing to concur in any reasonable
procedure which makes accounting easier, so long as it does
not skew the results or fail to comply with anplicable lz29a
requirements. We therefore are sympathetic to the Navy's
objectives, but we belicve they are inappropriate in this
case. Specificallv, we believe that the Navy's procedures
violate the provisions of section 1311 and 31 U.5.C. 703(a}.
Further they dc not provide for adeguate accounting control
over _Su¢eessor acgount ob’lg‘ ions, receivables, znd surplus
fund balances nor result in accurate and complete d:isclosure
of the HNavy's accounts receivable and obligations.

RECOMMENDATIONS

We recommend that, tc n=et the requirements of law and
provide for adeguate accounting ond reporting of financial
data with regard o Operation and Maintenarce ard Military
Personnel apwpror:iation successor accounts, you direct the
Secretary c¢f the Navy to:

-~CLange existing procedures to reguire that local ac-
counting units properly account for (1) obligaticns
until »aid or determined to be no lornger valid and
{2) accounts receivanle until collected or determined
to be uncollectanle.

—-Reestaklish in successor accounts those obligations
and accounts receivable which previocusly were decbli-
gared or written off and against which future expen-
ditures or collections are anticipated.

--Have the Navy's accounting staff or internal auditors
periodically review the validity of obligations and
the balances of accounts receivable.

As you know, section 236 of the Legislative Reorganiza-
tion Act of 1970 requires the head of a Federal agency to
submit a written statement on actions taken oa our recommen=-
dations to tne House and Senate Committees on Government
Operations not laters than 60 days after the date of the re-
port andéd to the House and Senate Committees on Appropriations
with the agency's first request for appcopriations made more
than 60 days after vhe date of the report.
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%e ere sending cowies of thiz report to the Director,
Office oo Aanagement and Budget; the Chairmen of the House
and Senate Committees on Government Operations, Ap ropria-
tions, and Armed Services; and the Secretary of the Nawy.

Sincer ely yours, //)
8
/Js

forfass bm

Cemptroller General
of the United States
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DEPARTMIEINT OF THE MAVY
OF FICC OF THE SECRETARY
WASHMINGTON, D C 20270

Mr. D.L, !cantlebury

Director, Jivision of Financial and
General Mauageonent Studies

U.S. General Accounting Oifice
Washington, D.C. 20548

Dear Mr. Scantlebury:

Thank you for the cpportunity tc explain the rationale Lehind the
practice of the Department of the Nawvy (DON) with respect to reporting
of balances of obligations and receivasles for lopsed Military Personrnel
and Operation and Maintenonce appropriations (QSD Case #4059).

As stated in your letter of 27 Marsh 1375, the Department of the
Navy procedures, as estiblishad by NAVCCGYPT Notice 7301 of 2 May 1973,
call Zor reporting as unpald cobligationg against the successor (M
account of unpaid obligations agalnst the most recently lapsod -account
a only, tegether with the cunadative total of «uch obligations applicable
- to foreign naticnals. Thils system of reporvting way adepted as a
reascnable and practical appreach to comsli nce with the reguirezent
to report the total of all valid obligated balances while at the saze
tize meetlug the requirement for supporting records.

The present "d" account procredures were adopted after a DOV
study of the adoinistiraztion ¢f these aceounts. Prior to that time,
the oblization balancez reported ar th= end of eath fiscal vear
represented the cumulative total of such balapces frow a*l lipsed
fiscal years pursuaat co the Act of 25 July 1956. The cumulative
balances refliected liquidations and adjustments of obligaticrs, but
had not been systematically purged of potertially invalid obligations
which would never result fn payments. The curreat cethod of reporting
the balance of unpaid obligaticns in the "M" accoun:, therefore,
enables this Departaent ¢o report a suw Which can currently be supported
by records and documents. This was deemed a more accurate reflection
vf the total goveranent liability chan the previocus situvation of
rzporting a cumulative balance which had not been purified. Additionally,
tlis approach is fa accord with our interpretation of the intent of
the establishment of the auccessor (M) accounts.
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EMCLOSCRE ZiCLOSUERE

A further consideracion 1o the 31
question 1s that thev are suppert.d oy
inasmuch 33 the percsntage of Military nrel or Operation zad
Maintenance oblijsirionz remaining unpard oy three years (one year
of obligctional availabillity and-two years in the expita=d acccunt)
i3 mini»al., Fov exasple, exrerlence over the poot five vears has
reflected the following rates of cuwulative liquidation of nbligations
in the Mdlitacy Pecrounel, Navy and Operation and Maintenance, Javy
appropriations: :

of the procedures in
vinciple of mzreriality

Ay
L

PERCINTAGE OF LIQUIDATED OBLIGATIONS AT END OF THTPD YEAR
{Amounts in Thousands)

.

Curmlative Cumulative

Arprovoriation P.I. Dicsburgenents Oblizatinrs w Licuidated
MP, N 1972 $ 5,119,187 $ 5,133,768 99.71%
1970 4,883,260 4,836,756 99.52%
1969 4,487,107 4,488,335 99,37%
1968 4,184,352 4,130,089 99.86%
O&M, ¥ 1972 $ 6,484,844 6,544,698 99.087
1971 5,778,440 5,821,928 96.25%
1370 6,119,052 6,159,582 99.337%
1969 4,157,158 6,217,260 99.03%
1963 5,539,234 5,568,431 99.47%

By the end of tne fourth year, when the account has been in the “M"
account for one vear, the percentage ¢f unliquidated obligations is
obviously still further reduced to a level which could not justily
the expense of retention of detailed accounting.

HWe do no* agree that accounting control 13 reduced significantly
by the procedureg iz questiocn. OUn the coantrary, the 2 May 1973
NAVCOMPT Notice increased control by requiring the ~ontinued maintenance
of documentary evidence for unpaid obligations at the activity level
and the cltation of such documents on related expenditure documents.
Additionally there 18 a requirement for citatica on expenditure/
collaction transactions of complete accounting data both for the "M*
account and for the fundy which would have been charged or credited
prior to lapse. These measures provide an audit trail for review of
any transactions as to propriety and validity. Controls are maintained
on amount3 avallable {or restoratilon, and by analysis Zhe responsiile
office can determine the net volume of obljgations reestablished/
cancelled puravaut to the annual "write-offs." Thus, while icmediate
management visibility may be affected by the ""write-off" procedure,
the statvs of the "4" account can be monitored.

'BEST DOCUMENT AVAILABLE

e R i WA ¥ 00



e P e o

)~

ENCLOSURE ENCLOSURF

In response to tour guestion as to e nrture and, if available,
an estimate of the eddizional cests tnar _.uld be ¢ﬂt‘c pated 1 tne
vavy formally acceounted for each unliqeid tl.gazlon and uncollactec
reiczbursement whon *gr/ad e. be it can be strred that,
while no precis stizata is 21la , th ~vuld inevitzbly be
a significant increase ia coscs and workloa Under current proceiures,
account:rg feor tha succes=or apprepriations Is acceaplished on Sureau
aporopriation Control Ledgers at summary livel.,  3As previsusly stered,
all de%ailled accounting at claimant and subclaimapt levels and below,
ercept that vela.ed to th2 liabili.y for foreign racionals, is discon-
tinued when an appropriation lapses. If the DON were reguired to
raintain total formal =ccoun~~ng visibility for each uﬂllquld"‘d
obligacion in the """ account until paid, collected, or deteraine
tn be no longer valid, a separate ledger would have to ke retained

for cach year and zctive posting to many years' ledgers would be

re¢r.ired each moarh by all activities involved. Swch controls would
substantils 11y repgate the iatent 2£ the 'M' account legislatica to

merge all s.-l balances intc a singie account. Therz would be additionmal
costs (manpoweyr, corputer capability, ete.) at all levels of reporting
(allotzent/operating budger, subhead, appropriationd. Tue nwmber of
activities and operacing budgers involved in idministering the
appropriacions wnder discussion make it {wposcible to vrovids more
precise estimates at this time.

An exawple of the problems involved In the cstailed accounting under
discussicn can be seen 1in the applicacion to the Hl‘*tary Personnel and
Reserve Personnel accnuats. A high level ¢f ledger posting sctivity
would be necessary die to the continuing f.ow of personne
processed by payment centers for such transactiors as cho
Entry Base Date, retryoactive claims for BEAQ entitlexen:zs fcxr wonen
nemhers, and other types of claims which may affect pay retroactively
for severzal vears., The Jollar value of the claims is usually not high;
however, the flow of retroactive claims and pay adjustuants is constant.
It has until no'7 been considered thar, assumning sufficierc unliquidated
obl*:ations in the account, examination and maintenance of detailed
vaucher documentation available at the paying office is sufficient to
meet all legal requirements without the necessity for detailer posting
Lo account ledgers.

If further informarion is required in connection with your curreat

examination of succesger (M) aceounts, my staff remains availsble to
assist your representatives.

T )

G. D. PENISTFI

ASSISTANT SECRETARY OF THET ¥AVY
(FINANCIAL MANAGEMEUL)

10
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