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INSPECTOR GENERAL 
DEPARTMENT OF DEFENSE 

400 ARMY NAVY DRIVE 
ARLINGTON. VIRGINIA 22202-2884 

June 28, 1996 

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

ASSISTANT SECRETARY OF THE NAVY (FINANCIAL 
MANAGEMENT AND COMPTROLLER) 

DIRECTOR, DEFENSE FINANCE AND ACCOUNTING SERVICE 
DIRECTOR, DEFENSE SECURITY ASSISTANCE AGENCY 

SUBJECT: Audit Report on Internal Controls and Compliance with Laws and Regulations for 
the FY 1995 Financial Statement of the Defense Security Assistance Agency 
(Report No. 96-187) 

We are providing this report for your review and comment. Financial statement audits are 
required by the Chief Financial Officers Act of 1990, as amended. Office of Management and 
Budget Bulletin No. 93-06, "Audit Requirements for Federal Financial Statements," January 8, 
1993, requires the Inspector General, DoD, to report on the adequacy of internal controls and 
compliance with laws and regulations and express an opinion on the fairness of the presentation of 
the financial statements. 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. We 
request that the Under Secretary of Defense (Comptroller) provide additional comments on 
Recommendations A.l.a., A.l.b., C.2.b., and E.l. by August 30, 1996. 

We were unable to render an opinion on the statement of financial position for the Defense 
Security Assistance Agency, because the internal control structure was not effective to provide 
reasonable assurance that material misstatements would be prevented or detected in a timely 
manner. Our disclaimer of opinion was based on the statement of financial position as of 
September 30, 1995. Our disclaimer of opinion and the financial statements audited are included 
in Appendix A. 

We appreciate the courtesies extended to the audit staff. If you have any questions about 
this audit, please contact Ms. Evelyn R. Klemstine, Audit Program Director, at (703) 604-9172 
(DSN 664-9172) or Mr. Hassan A. Soliman, Audit Project Manager, at (703) 604-9615 
(DSN 664-9615). See Appendix G for the report distribution. The audit team members are listed 
inside the back cover. 

JKW<AI}I'.JMM4M4_ 
David K. Steensma 

Deputy Assistant Inspector General 
for Auditing 
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(Project No. 5LG-2029.01) 

Internal Controls and Compliance with Laws and Regulations 
for the FY1995 Financial Statements of the Defense Security 

Assistance Agency 

Executive Summary 

Introduction. The Defense Security Assistance Agency (DSAA) administers the 
security assistance program under the Foreign Assistance Act of 1961, as amended; the 
Arms Export Control Act, as amended; and other statutes, Executive Orders, and 
Directives. The September 30, 1995, principal financial statements of DSAA reported 
$27.4 billion of assets, of which $15.8 billion was for the Foreign Military Sales 
(FMS) trust fund, $8.5 billion for the Foreign Military Loan Liquidating Account, 
$2.4 billion for the Foreign Military Financing Direct Loan Financing Account, and 
$0.7 billion for the Special Defense Acquisition Fund. Generally, funds in the FMS 
Trust Fund are owned by foreign customers, and managed by the U.S. Government in 
a fiduciary capacity. We limited our detail review to the FMS Trust Fund that 
represented about 58 percent of the DSAA reported assets. DSAA, as the funds 
manager, is responsible for establishing and maintaining an internal control structure 
and complying with laws and regulations applicable to those funds. The Defense 
Finance and Accounting Service, Denver Center (DFAS-DE) is responsible for 
maintaining the accounting system for the funds managed by DSAA. 

Audit Objectives. The primary audit objective was to express an opinion on whether 
the financial statements were presented fairly in accordance with Office of Management 
and Budget Bulletin No. 94-01, "Form and Content of Agency Financial Statements," 
November 16, 1993. As part of that process, we reviewed internal controls and 
compliance with laws and regulations. We also followed up on corrective actions 
resulting from previous audits of the financial statements of DSAA. 

Disclaimer of Opinion. We were unable to render an opinion on the financial 
statements of DSAA because DSAA did not ensure that DFAS-DE had established 
adequate audit trails from the account balances to underlying transactions used to 
support the FY 1995 statement of financial position for the FMS Trust Fund. 

Internal Controls. The DSAA and DFAS-DE internal control structure for the FMS 
Trust Fund needed improvement because it did not provide reasonable assurance that 
material misstatements would be prevented or detected in a timely manner. Also, 
controls over transaction processing and general ledger recording did not provide 
reasonable assurance of accurate account balances reported. 

o DoD policy does not permit DFAS-DE to account for the revenues and 
expenses in the FMS Trust fund financial statements. As a result, those financial 
statements were noncompliant with Office of Management and Budget Bulletin 
No. 94-01, and there was no assurance that those statements presented fairly the 
financial condition of the fund (Finding A). 



o The DFAS-DE did not have reasonably accessible audit trails to track 
$13.4 billion of disbursements, and $370.5 million of undistributed disbursements to 
supporting source documents. As a result, there was no assurance that the $5.5 billion 
reported in the fund balances with the treasury were accurate (Finding B). 

o The DFAS-DE did not have an adequate audit trail for the accounts payable 
and unearned revenue accounts. As a result, there was no assurance that the reported 
$182 million accounts payable and $13.1 billion unearned revenue were 
accurate (Finding C). 

o The DFAS-DE erroneously classified overcollections from customers as 
receivables and did not age accounts receivable. As a result, there was no assurance 
that the reported accounts receivable balance of $2.5 billion was accurate (Finding D). 

o The DFAS-DE did not adequately restrict user and programmer access to the 
accounting system, and did not follow up to verify that all transactions rejected by the 
Defense Integrated Financial System were corrected. As a result, unauthorized users 
had access to sensitive financial information, which may affect the integrity of the data 
(Finding E). 

Findings on Compliance With Laws and Regulations. Instances of noncompliance 
with laws and regulations that materially affected the reliability of the statement of 
financial position for the FMS Trust Fund existed. Except for laws and regulations 
dealing with the form and content of financial statements, all instances of material 
noncompliance and their effect on the statement of financial position are discussed in 
Part I.A. Part LB. contains our report on compliance with laws and regulations. 

Summary of Recommendations. We recommend that the Under Secretary of Defense 
(Comptroller) and Chief Financial Officer require the recognition of the FMS Trust 
Fund revenues and expenses, or obtain a waiver from compliance with Office of 
Management and Budget Bulletin No. 94-01. Additionally, we recommend that DSAA 
adjust the surcharge rates and redistribute the account balances annually. We 
recommend that DFAS-DE establish reasonably accessible audit trails and subsidiary 
ledgers to support the processing and recording of transactions of the FMS Trust Fund, 
report accounts receivable with credit balances as a liability of the FMS Trust Fund, 
age accounts receivable, and strengthen the general application controls regarding 
electronic data processing access to the Defense Integrated Financial System by limiting 
access to the financial management ledger software and implementing its Departmental 
Instruction 177-39. We recommend that the Navy report FMS accounts payable to 
DFAS-DE for inclusion in the DSAA financial statements. 

Management Comments. The Under Secretary partially concurred with obtaining a 
waiver from compliance with the Office of Management and Budget requirement to 
prepare, and have audited, financial statements for the FMS Trust Fund; disclosing the 
attrition account balance as U.S. Government equity; and analyzing the surcharge 
accounts. The Under Secretary of Defense (Comptroller) concurred with retaining die 
disbursement date and voucher number in the applicable Defense Integrated Financial 
System feeder subsystems, and establishing procedures to control the undistributed 
disbursements including a time-phased resolution plan and identification of applicable 
foreign customers or surcharge accounts before payment. The Under Secretary also 
concurred with DFAS-DE including the Navy accounts payable in the financial 
statements, mamtaining and reconciling subsidiary ledgers for the accounts payable and 
the unearned revenue - advances from public - other non-Federal (government) account 
as part of the audit trail. The Under Secretary stated that the audit trail existed for the 
accounts payable and the unearned revenue account, and additional information can be 
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obtained from the installation level accounting systems. The Under Secretary also 
partially concurred that DFAS-DE request, and analyze, accounts payable aging 
information from DoD organizations implementing Letters of Offer and Acceptance, 
and to accrue accounts payable associated expenses. Finally, the Under Secretary 
partially concurred with aging accounts receivable, stating that although accounts 
receivable are being aged, applicable policy will be clarified. The Under Secretary 
concurred with DFAS-DE recording country level credit accounts receivable as a 
liability, limiting programmers access to production and test versions of applications 
software, and monitoring suspended performance transactions. 

The Navy agreed to report the Navy FMS accounts payable. The DSAA concurred 
with adjusting the surcharge rates and redistributing the balances as required by the 
DoD policy, and with establishing a time-phased plan to resolve the undistributed 
disbursements. See Part I for a complete discussion of management comments and 
Part HI for the complete text of those comments. 

Audit Response. Management comments were generally responsive. However, 
additional information is needed on requesting a waiver from the Office of 
Management and Budget, improving accounts payable audit trails, and restructuring 
programmer access. We request that the Under Secretary and the DSAA provide the 
additional information by August 30, 1996 

in 
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Audit Results 

Audit Background and Objectives 

Audit Background. The Chief Financial Officers Act of 1990 (the Act), 
Public Law 101-576, requires executive departments and agencies to prepare 
financial statements for each of their trust funds, revolving funds, and 
commercial activities. The Act also requires Inspectors General to audit or 
arrange for the audit of all financial statements prepared under the Act. The 
resulting audit reports must include an audit opinion of the statements, a report 
on the adequacy of internal controls of the reporting entity, and a report on 
compliance with laws and regulations that could have a material effect on the 
financial statements. The Act, as amended by the Federal Financial 
Management Act of 1994, prescribes the responsibility of management 
regarding the financial statements, internal controls, and compliance with laws 
and regulations. The Defense Security Assistance Agency (DSAA), as the 
funds manager, is responsible for establishing and maintaining an internal 
control structure and complying with laws and regulations applicable to those 
funds. The Defense Finance and Accounting Service, Denver Center 
(DFAS-DE), is responsible for maintaining the accounting system1 for the funds 
managed by DSAA. 

The principal financial statements of DSAA comprised statements for four funds 
with total assets of $27.4 billion. The $27.4 billion included $15.8 billion for 
the Foreign Military Sales (FMS) Trust Fund, $8.5 billion for the Foreign 
Military Loan Liquidating Account, $2.4 billion for the Foreign Military 
Financing Direct Loan Financing Account, and $0.7 billion for the Special 
Defense Acquisition Fund. We performed our audit on one of those four funds, 
the FMS Trust Fund. On September 30, 1995, the FMS Trust Fund assets 
comprised 58 percent of the overall financial statement of DSAA. 

1An accounting system includes the methods and records established to identify, 
assemble, analyze, classify, record, and report an entity's transactions and to 
maintain accountability for the related assets and liabilities. 



Audit Results 

Table 1 shows the FMS Trust Fund balances of assets and liabilities reported as 
of September 30, 1995. 

Table 1. FMS Trust Fund Statement of Financial Position 

Account 
Balance 

Assets (billions) 

$5,500 Fund balances with the treasury 
Cash 7.800 
Accounts receivable - transactions with non-Federal 

(governmental) entities 2.500 

Total Assets $15,800 

Liabilities 

Accounts payable - transactions with Federal 
(governmental) entities $ .065 

Accounts payable - transactions with non-Federal • 
(governmental) entities .117 

Liability for deposit funds/suspense account 
other non-Federal (governmental) liabilities 2.500 

Unearned revenue - advances from public- 
other non-Federal (governmental) liabilities 13.100 

Total Liabilities $15,800 

Audit Objectives. The primary audit objective was to express an opinion on 
whether the financial statements were presented fairly in accordance with Office 
of Management and Budget (OMB) Bulletin No. 94-01, "Form and Content of 
Agency Financial Statements," November 16, 1993. As part of that process, 
we reviewed internal controls and compliance with laws and regulations. An 
additional objective was to provide positive assurance on compliance with laws 
and regulations for the items tested, and provide negative assurance on 
compliance with laws and regulations for items not tested. We also followed up 
on corrective actions resulting from previous audits of the financial statements 
of DSAA. See Appendix C for a discussion of the scope and methodology, and 
Appendix D for a discussion of prior audit coverage related to the audit 
objectives. 
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Review of Internal Control Structure 

Introduction 

Management Responsibilities. The DSAA and DFAS-DE management are 
jointly responsible for establishing and maintaining a management control 
structure. In fulfilling that responsibility, estimates and judgments by 
management are required to assess the expected benefits and related costs of 
management control structure policies and procedures. Specifically, DoD 
Financial Management Regulation 7000.14, volume 15, "Financial Management 
Regulation; Security Assistance Policy and Procedures," March 1993 (DoD 
Financial Regulation, volume 15), states that DFAS-DE is responsible for 
conducting an annual review of the DoD security assistance accounting system, 
including the development of an annual Management Control Program to test 
internal controls and measure the quality of DoD security assistance accounting 
systems and the operations of DoD organizations performing security assistance 
functions. DSAA, as the funds manager, is responsible for establishing and 
maintaining an internal control structure and complying with laws and 
regulations applicable to those funds; however, DFAS-DE is responsible for 
maintaining the accounting system for the funds managed by DSAA. 

Control Structure Elements and Objectives. The internal control structure 
for management's accounting of financial information comprises the accounting 
and related systems, control environment, and control procedures. The 
objectives of a management control structure (United States Code, title 31, 
section 3512) are to provide management with reasonable but not absolute 
assurance that the following are met: 

o Transactions are properly recorded and accounted for to permit the 
preparation of reliable financial statements and maintain accountability over 
assets. 

o Funds, property, and other assets are safeguarded against loss, 
misappropriation, unauthorized use, and waste. 

o Transactions, including those related to obligations and costs, are 
executed in compliance with laws and regulations that could have a direct and 
material effect on the financial statements, and any other laws and regulations 
that OMB, entity management, or the Inspector General, DoD, have identified 
as being significant for which compliance can be objectively measured and 
evaluated. 

o Data that support reported performance measures are properly 
recorded and accounted for to permit preparation of reliable and complete 
performance information. 

o Performance measures exist and are adequate to enable the fund's 
management to identify and correct problems. 



Review of Internal Control Structure 

Controls Reviewed. We reviewed the internal control structure for the fund 
balances with Treasury, cash, accounts receivable, accounts payable, and 
unearned revenue - advances from public (unearned revenue) of the FMS Trust 
Fund to express an opinion on the financial statements for the year ended 
September 30, 1995. We were unable to review the statement of operations and 
changes in net position for the FMS Trust Fund because the statement reported 
zeros for all accounts. 

Reportable Conditions not Noted. Our review provides a reasonable basis for 
conclusion on the internal control structure, and compliance with laws and 
regulations as they relate to the financial statements of DSAA. Our review 
would not necessarily disclose all internal control and compliance reportable 
conditions that might also be considered material weaknesses. 

Reportable Conditions and Material Weaknesses. Reportable conditions are 
matters coming to our attention relating to significant deficiencies in the design 
or operation of the management control structure that, in our judgment, could 
adversely affect the organization's ability to effectively control and manage its 
resources and ensure accurate and reliable financial information needed to 
manage and evaluate operational performance. A material weakness is a 
reportable condition in which the design or operation of the management control 
structure does not reduce to a relatively low level the risk that errors or 
irregularities could occur. Such errors would be in amounts that would be 
material to the statements being audited, or material to a performance measure 
or aggregation of related performance measures, and would not be detected 
within a timely period by employees in the normal course of performing their 
functions. Material internal control weaknesses existed in the internal control 
structure at DSAA and DFAS-DE. 

2The FMS Trust Fund had two cash accounts in the statement of financial 
position, fund balances with the Treasury, which is cash with the 
U.S. Treasury; and cash, which is cash on deposit with commercial banks and 
the Federal Reserve Bank. 



Finding A. Accounting for Revenues and 
Expenses 
The DFAS-DE did not account for revenues and expenses in the FMS 
Trust Fund. The statement of operations and changes in net position, as 
of September 30, 1995, reported zeros for all revenue and expense 
accounts. The revenues and expenses were not accounted for because 
DoD Financial Regulation volume 15, did not allow revenue and 
expense recognition. As a result, the FY 1995 financial statements for 
the FMS Trust Fund were noncompliant with OMB Bulletin No. 94-01, 
and there was no assurance that those statements presented fairly the 
financial condition of the FMS Trust Fund. Specifically, 

o the overall performance of the FMS Trust Fund could not be 
measured, 

o analyzing the unearned surcharge revenues and expenses and 
redistributing the balances were not accomplished, and 

o profits and losses to the U.S. Government from the attrition 
fees paid by the foreign customers were not disclosed in the financial 
statements. 

Regulatory and Legal Requirements 

OMB Bulletin No. 94-01 and General Accounting Office (GAO) "Policy and 
Procedures Manual for Guidance of Federal Agencies," Title 2, 
"Accounting," November 14, 1984. The OMB Bulletin No. 94-01 requires 
Federal agencies to prepare annual financial statements, which includes a 
statement of financial position and a statement of operations. The bulletin 
allows a variance in implementing the guidance if the operations of the agency 
or the program warrant a variance to allow the financial statements to reflect 
more fully financial operations and condition to improve disclosure. GAO 
title 2 requires that financial statements be prepared and issued in accordance 
with the accounting standards promulgated by the guidance. Further, it requires 
that independent agencies prepare a statement of operations that reports 
expenses, losses, gains, and financing sources (including revenues). 

Arms Export Control Act (Public Law 90-629) and the Letter of Offer and 
Acceptance3 Provisions. Sections 21 and 22 of the Arms Export Control Act 
require the foreign customer to pay the full cost of the articles or services 

3A Letter of Offer and Acceptance is a contract between the U.S. Government 
and a foreign government, in which the foreign government agrees to allow 
U.S. Government representatives to act on its behalf to procure defense articles 
and services. 



Finding A. Accounting for Revenues and Expenses 

provided. Provisions of the Letter of Offer and Acceptance further state that the 
U.S. Government will execute the offer and acceptance on a non-profit basis. 
Section 21 of the Arms Export Control Act also requires that after 
September 30, 1976, letters of offer shall include appropriate charges for 
administrative services, calculated on an average percentage basis to recover the 
full estimated costs, excluding a share of fixed base operations costs. 

FMS Surcharges 

In providing FMS goods and services, the U.S. Government incurs costs that 
are directly identifiable to a country, case, and line in a Letter of Offer and 
Acceptance, and surcharges4 that are charged based on a predetermined standard 
rate. The funds recovered through standard surcharge rates were expected to 
approximate, but not equal, the actual costs incurred and, therefore, a difference 
between the cost charged to the customer and the cost incurred by the 
U.S. Government is expected. The surcharge accounts comprise administrative 
surcharge; transportation surcharge; contract administration services; General 
Services Administration packing, crating, and handling; and attrition 
surcharges. 

Administrative Surcharge. The administrative surcharge is added to 
the cost of Defense articles and services to recoup the full cost associated with 
the administration of FMS. Standard clauses of a Letter of Offer and 
Acceptance require the initial deposit from a foreign customer to include 
50 percent of die total estimated administrative surcharge, and the remaining 
50 percent included within each of the scheduled payments at equal percentages. 
The administrative surcharge is also intended to recoup the administrative costs 
of providing FMS logistics support, such as spares and other items required to 
maintain a weapon system. 

Transportation Surcharge. The transportation surcharge applies when 
Defense Transportation Service is approved and used. Transportation 
surcharges do not apply to items drawn from a stock fund or the Defense 
Business Operation Fund. The transportation surcharge rates applied are based 
on the delivery terms code and the destination. For items such as an airplane, 
for which actual transportation costs would be significantly different from the 
estimated charge using the standard rate, DSAA established special tables to 
provide a more accurate estimate. 

4A FMS surcharge is used to recover an expense incident to issues, sales, and 
transfers of materiel that are not included in the standard price or contract cost 
of materiel. 



Finding A. Accounting for Revenues and Expenses 

Contract Administration Service. The contract administration service 
surcharge is applied to all FMS procurements to cover the cost of contract 
administration services functions. Those functions include quality assurance and 
inspection, contract audits, and other contract administration services. DSAA 
may waive all or part of those charges. 

General Services Administration Packing, Crating, and Handling. 
The packing, crating, and handling surcharge is designated by the General 
Services Administration to recoup the costs associated with shipments from the 
General Services Administration inventories. 

Attrition Surcharge. The U.S. Government charges foreign countries 
procuring training services an attrition surcharge to cover potential damage to 
the training equipment. As a result, the risk of damage or loss for training 
equipment was with the U.S. Government. Before October 1, 1995, the 
attrition charge for FMS training was 4 percent for flying and 1 percent for 
nonflying training. Effective October 1, 1995, the attrition rate was changed to 
1 percent for all FMS training. When equipment is damaged beyond repair due 
to FMS student error, a report of the loss and request for attrition funds to 
cover procurement of the replacement items are submitted to DSAA for 
approval. 

Revenue and Expense Account Balances 

DoD policy does not permit DFAS-DE to account for revenues and expenses of 
the FMS Trust Fund. As of September 30, 1995, the statement of operations 
and changes in net position reported zeros for all revenue and expense accounts. 
DSAA earned revenues and incurred expenses of at least $10 billion each, for 
the FMS Trust Fund during the fiscal year, which should have been reported. 
The FMS customers made payments in advance of receipt of the Defense 
articles and services. Revenues were earned when delivery of a service or item 
was made. Expenses were incurred when payments were made, or when a 
liability was established for acquired Defense articles or services. However, 
instead of recognizing revenues and expenses in accounts in the statement of 
operations and changes in net position, DFAS-DE recorded the affect of 
revenue and expense transactions (such as changes in unearned revenue account) 
in the statement of financial position accounts. 

Accounting Entries Under the Present System. DoD Financial Regulation, 
volume 15, does not require a complete accounting system for the FMS Trust 
Fund where revenues, expenses, and net results are readily determinable. 
Paragraph 030207 states: 

The Anns Export Control Act requires that the FMS program be 
operated at no cost to the U.S Government. The provisions of the 
Letter of Offer provide that USG [U.S. Government] will execute the 
Offer and Acceptance on a non-profit basis. Therefore, recognition of 
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finding A. Accounting for Revenues and Expenses 

an equity balance in the FMS Trust Fund is prohibited. The Foreign 
Military Sales Trust Fund Financial Statements will not include 
equity, revenue or expense accounts. 

Collections of the FMS Trust Funds were credited to the unearned revenue 
account of the statement of financial position, and disbursements were debited 
to that same account. Examples of transactions and the corresponding entries 
under the present accounting system are in Appendix B. 

Accounting Entries Under the Recommended System. Because we are 
recommending recognition of the FMS Trust Fund revenues and expenses, 
revisions are required to the present accounting system. The unearned revenue 
account would not be used to accumulate expenses and earned revenues. The 
new accounting entries would include, for example, accounts for expenses, 
costs, revenues, and sales. Examples of transactions and the corresponding 
accounting entries are in Appendix B. 

Accounting and Related Systems 

The FY 1995 financial statements were noncompliant with OMB 
Bulletin No. 94-01, which requires that revenues, expenses, and net position be 
accounted for and presented in the financial statements. The Under Secretary of 
Defense (Comptroller) and the Chief Financial Officer had not obtained a 
waiver from the requirements of OMB Bulletin No. 94-01. DFAS-DE did not 
have features of an effective accounting system for the FMS Trust Fund to 
ensure presentation of a fair financial statement. Also, that accounting system 
did not ensure timely measurement of the FMS Trust Fund overall 
performance, analysis of the unearned surcharge revenues and expenses and 
redistributing the balances, and proper disclosure of the U.S. Government 
profits or losses from the attrition fees paid by the foreign customers. 

Measurement   of  the   FMS   Trust   Fund   Overall   Performance. 
Identifying the net operating results of the FMS Trust Fund would be in 
consonance with the principles of an effective control environment. 
Management control methods that identify the status of actual performance and 
exceptions from planned performance, as well as communicating them to the 
appropriate level of management, is one of those factors. Management would 
have better information to judge the overall performance of the FMS Trust 
Fund, in addition to examining the reasonableness of the standard surcharge 
rates. When revenues and expenses are matched, net result of operations would 
be identified, examined, and corrective actions taken if the net result is found 
unreasonable. Lack of revenue and expense recognition was first reported as a 
material internal control weakness in our audit of the FY 1992 financial 
statements of DSAA (see Appendix D). 

Existence and Ownership of a Residual or Deficit. We believe 
achieving a breakeven in performing the FMS Trust Fund under the existing 
system may not occur.   At case closure, DFAS-DE did not make adjustments 
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Finding A. Accounting for Revenues and Expenses 

for the difference between the surcharges collected at standard rates, and the 
actual surcharge costs incurred by the U.S. Government. We further believe 
that generally, the ownership of that residual or deficit belongs to the foreign 
customer based on the breakeven requirement included in the Arms Export 
Control Act and the DoD Financial Regulation volume 15. 

Analysis of the Surcharge Accounts. The DFAS-DE did not 
maintain subsidiary accounts for the revenues and expenses applicable to the 
FMS surcharges, thus the required analyses of the surcharge subsidiary accounts 
were not accomplished. Collections and matching disbursements for those FMS 
surcharges were to be recorded in subsidiary accounts in the unearned revenue 
account, general ledger account 2312, as required by DoD Financial Regulation 
volume 15. Instead, DFAS-DE maintained subsidiary cash accounts for the 
receipts and disbursements of the surcharge accounts. According to 
DoD Financial Regulation volume 15, DFAS-DE is required to analyze the 
surcharge subsidiary ledgers in the general ledger account 2312, and 
recommend to the DSAA rate changes and redistribution of surcharge account 
balances. To satisfy the requirement in DoD Financial Regulation volume 15, 
the surcharges residual or deficit must be determined. Table 2 shows the 
surcharge account balances as of September 30, 1995. 

Table 2. FMS Trust Fund Surcharge Cash Account Balances 

Surcharge Surcharge Balance as of 
Category Account September 30. 1995 

(million} 
Administrative 978242.00 $642.8 
Transportation 978242.L0 25.9 
Contract administration 

service 978242.80 115.1 
General Services Administration 

packing, crating, 
and handling 978242.81 3.2 

Attrition 978242.82 47,3 

Total $834.3 

Attrition Surcharge Profit or Loss Disclosure. Because 
DFAS-DE was prohibited from recording the FMS Trust Fund revenues and 
expenses, DFAS-DE did not measure and disclose the net position of the 
attrition surcharge account. We believe that the net result of that surcharge 
belongs to the U.S. Government because the customer pays a fixed fee in 
exchange for transferring the risk of damage or loss of training equipment to the 
U.S. Government. The financial condition of the attrition surcharge was not 
disclosed in the financial statements. 
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Finding A. Accounting for Revenues and Expenses 

Materiality and Impact on Financial Statements 

The management controls over revenues, expenses, and residual or deficit were 
materially deficient. DoD Financial Management Regulation 7000.14, 
volume 1, "Financial Management Regulation; General Financial Management 
Information, Systems, and Requirements," May 1993 (DoD Financial 
Regulation volume 1) contains guidance on what constitutes a material 
deficiency in an accounting system. That regulation provides 13 key accounting 
requirements that systems must comply with to meet standards established by 
the General Accounting Office, OMB, the Department of the Treasury, and 
DoD. 

First Key Accounting Requirement. The first key accounting requirement 
states that the general ledger accounts structure must include the general ledger 
accounts for equity, expense, losses, gains, and financing sources (including 
revenues). In addition, full financial disclosure, accountability, adequate 
financial information, and reports must be provided for management purposes, 
and for necessary external reporting to the OMB and the Treasury. 

Calculating Material Deficiency. According to the regulation, a departure 
from a key accounting requirement is considered a material deficiency if it 
could result in loss of control over 5 percent or more of the measurable 
resources for which the accounting system is responsible. For the fiscal year 
ending September 30, 1995, the published FMS Trust Fund statement of 
operations reported zeros for all revenues and expenses accounts. Although 
mere was no mathematical base against which to apply the regulation's 
materiality criteria of 5 percent, the zero balances represent a material 
deficiency. 

Material Deficiencies in Revenues, Expenses, and Residual or Deficit.  The 
DSAA did not report revenues, expenses, and residual or deficit in the FY 1995 
Statement of Operations. In addition to not reporting the revenue and expenses 
of normal operations, DSAA did not report $47.3 million of U.S. Government 
equity in the attrition account. Therefore, the internal control structure was 
materially deficient. 

Under Secretary of Defense (Comptroller) and Chief Financial 
Officer Opinion 

The Director for Accounting Policy, Office of the Under Secretary of Defense 
(Comptroller) and Chief Financial Officer, believed the FMS Trust Fund did 
not have revenues and expenses because those revenues and expenses were 
realized and recorded at the Letter of Offer and Acceptance implementing 
agencies. Additionally, there was no cost accounting system to capture detailed 
expenses at the central accounting locations at DFAS-DE. Further, reporting 
net fund residual or deficit would not be an advisable management decision. 
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Finding A. Accounting for Revenues and Expenses 

The Director stated that a waiver to exempt the FMS Trust Fund from the 
requirement to prepare financial statements would be sought from OMB because 
the funds involved were not owned by DoD and should not be consolidated with 
other DoD financial statements. 

Recommendations, Management Comments, and Audit 
Response 

A.l. We recommend that the Under Secretary of Defense (Comptroller) 
and the Chief Financial Officer revise DoD Financial Management 
Regulation 7000.14, volume 15, "DoD Financial Management Regulation; 
Security Assistance Policy and Procedures," March 1993, to: 

a. Require recognition and accounting for the revenues and 
expenses of the Foreign Military Sales Trust Fund, or obtain a waiver from 
compliance with the Office of Management and Budget Bulletin No. 94-01, 
"Form and Content of Agency Financial Statements." 

Management Comments. The Under Secretary partially concurred. The 
Under Secretary stated that a waiver from the Office of Management and 
Budget requirement to prepare, and have audited, financial statements for the 
FMS Trust Fund would be requested. 

Audit Response. We request that the Under Secretary provide the completion 
date for the planned action in response to the final report. 

b. Require recognition and proper reporting of the U.S. 
Government equity in the attrition surcharge fund balance as a footnote to 
the financial statements, in a separate fund, or by other means of 
disclosure. 

Management Comments. The Under Secretary partially concurred. The 
Under Secretary stated that if the Office of Management and Budget determines 
that the FMS Trust Fund should have audited financial statements, applicable 
guidance will be modified to provide for amounts in the attrition surcharge 
account to be disclosed as U.S. Government equity. 

Audit Response. We request that the Under Secretary provide an estimated 
completion date for the planned action in response to the final report. 
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A.2. We recommend that the Director, Defense Finance and Accounting 
Service, Denver Center, analyze the surcharge subsidiary ledgers in the 
unearned revenue - advances from public account to recommend to the 
Defense Security Assistance Agency rate changes and redistribution of 
surcharge account balances. 

Management Comments. The Under Secretary partially concurred. The 
Under Secretary stated that in February 1996, an agreement was reached with 
the Principal Deputy Under Secretary of Defense (Policy) that DSAA would 
conduct analyses of surcharge subsidiary ledgers in the unearned 
revenue - advances from public account. 

A.3. We recommend that the Director, Defense Security Assistance 
Agency, adjust the surcharge rates and redistribute the surcharge account 
balances annually in coordination with the Under Secretary of Defense 
(Comptroller) and the Chief Financial Officer, using the actual surcharge 
data and analyses performed by the Defense Finance and Accounting 
Service, Denver Center to ensure the Foreign Military Sales Trust Fund 
operates at no cost or profit to the U.S. Government. 

Management Comments. The Under Secretary and the DSAA Comptroller 
concurred. The DSAA Comptroller stated that DSAA will continue to analyze 
and monitor the surcharge account balances, and annually, review the rates for 
recommended rate adjustments or account balance redistribution. 
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Finding B. Fund Balances With the 
Treasury 
The DFAS-DE did not have reasonably accessible audit trails to track 
about $13.4 billion of disbursements, and $370.5 million of 
undistributed disbursements. Audit trails were inadequate because the 
Defense Integrated Financial System (DIFS) did not have disbursement 
voucher numbers and dates traceable to DFAS, Columbus, records. 
Additionally, DFAS-DE did not follow up and research undistributed 
disbursements, and DSAA had not established a time-phased plan to 
resolve the undistributed disbursements. As a result, DFAS-DE internal 
controls were not adequate to provide reasonable assurance that die 
$5.5 billion reported in the fund balances with the Treasury was 
accurate; therefore, that account balance may be materially misstated. 

Regulatory Requirements 

Internal Control Standards and DoD Guidance. The specific internal control 
standard of documentation, included in GAO title 2 requires that support for 
transactions be readily available for examination, and easily accessible to allow 
tracking of a transaction through completion. Additionally, DoD Financial 
Management Regulation 7000.14, volume 5, "Financial Management 
Regulation; Disbursing Policy and Procedures," December 1993 (DoD 
Financial Regulation, volume 5), establishes the standards, responsibilities, and 
procedures for disbursements and requires that disbursement vouchers contain 
complete and accurate data to be considered valid. DoD Financial Regulation, 
volume 15, establishes the accounting, financing, and billing procedures for 
transactions of the FMS Trust Fund. That regulation requires, at a minimum, 
that the heads of the DoD implementing agencies identify disbursements to a 
specific FMS case and such other information as necessary to match 
disbursements to the applicable delivery transaction. 

Under Secretary of Defense (Comptroller) and Chief Financial Officer 
Guidance. A memorandum from the Under Secretary of Defense 
(Comptroller), "DoD Accounting Policy and Procedures for Researching and 
Correcting Unmatched Disbursements and Negative Unliquidated Obligation 
Transactions," June 1995, includes policy and procedures for researching and 
resolving undistributed disbursements. That guidance requires charging the 
unmatched disbursements to the FMS administrative surcharge clearing account 
if, within 180 days from the start of the required research, the error was not 
corrected. 
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Disbursement Account Balance 

The DSAA did not ensure that DFAS-DE had reasonably accessible audit trails 
to track about $13.4 billion of disbursements, and $370.5 million of 
undistributed disbursements. We attempted to test $13.4 billion of FMS Trust 
Fund disbursements using stratified random sampling techniques. Of the 
$13.4 billion, DFAS, Columbus, disbursed $6.6 billion. Additionally, we 
attempted to test the validity of the process used by DFAS-DE to account for 
the cash reported and reconciled with the Department of the Treasury through 
identifying the countries on whose behalf the payments were made. We were 
unable to readily obtain the documentation needed to validate the sample 
transactions. We concluded that the fund balances with the Treasury for the 
FMS Trust Fund balance may be materially misstated. 

Accounting and Related Systems 

Audit Trail and Validity of Recorded Transactions. The audit trail for the 
FMS Trust Fund disbursements was not readily available, and reliability of the 
accounting system was not assured. The specific internal control standard of 
documentation requires that support for transactions be readily available for 
examination, and easily accessible to allow tracking of a transaction through its 
completion. Additionally, a reliable accounting system should capture valid 
transactions. 

Funds Disbursed. Disbursements of about $13.4 billion for the FMS 
Trust Fund were made through 1,203 of the DFAS-controlled disbursing 
stations. Through intermediate accounting systems, the disbursing stations input 
disbursement data into DIFS, which is the central security assistance accounting 
system used by DFAS-DE. For our sample, we selected DFAS, Columbus, 
because it accounted for the majority of the disbursements in the universe. 
However, documents to support FMS Trust Fund disbursement transactions 
needed to validate the 350 items contained in our sample of 1,750 vouchers 
were not readily available at DFAS, Columbus. Representatives of DFAS, 
Columbus, informed us that they did not have the resources to retrieve the 
supporting documents. The representatives indicated that the voucher numbers 
or the disbursement day, month, and year were needed to retrieve the 
supporting documents. Absence of the disbursing day, required DFAS, 
Columbus, to identify the voucher numbers manually and would require manual 
examination of an approximately 11,000-page report. Although DFAS, 
Columbus, reported the data to DFAS-DE through intermediate accounting 
systems, the DIFS truncated the disbursement day and did not capture the 
voucher number. As a result, we were unable to validate the accuracy of the 
funds disbursed reported by DFAS-DE in the fund balances with the Treasury 
account in the FMS Trust Fund statement of financial position. 
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Undistributed Disbursements. As of September 30, 1995, DFAS-DE 
did not have adequate controls or audit trails for $370.5 million of undistributed 
disbursements. Disbursements are made from the FMS Trust Fund in response 
to requests by the Military Departments and the State Department. DFAS-DE, 
however, was unable to identify the specifics of $370.5 million of 
disbursements, to include voucher numbers and source, or how long those 
disbursements were outstanding. Neither could those undistributed 
disbursements be identified to a specific FMS country or surcharge account. 
The DoD implementing agencies6 were responsible for assigning the correct 
foreign country or the surcharge account to be charged. However, some of the 
assigned codes did not represent a bona fide country or surcharge account. 
DFAS-DE was responsible for the FMS Trust Fund cash management; 
however, DFAS-DE management stated that they did not emphasize the 
research and follow up of undistributed disbursements because often they were a 
result of a timing difference and would self-correct within a few months. The 
undistributed disbursements have been steadily increasing as shown in Table 3. 

Table 3. FMS Trust Fund Annual Balance of Undistributed 
Disbursements 

($Million) 
End of FY 1989 $43.8 
End of FY 1990 71.2 
End of FY 1991 102.8 
End of FY 1992 59.9 
End of FY 1993 146.2 
End of FY 1994 225.6 
End of FY 1995 370.2 

As of February 1996, the undistributed disbursements had decreased to 
$278 million. The reduction appeared in the Air Force share of the unmatched 
disbursements. DSAA did not establish a time-phased plan to resolve the 
undistributed disbursements; however, on February 6, 1996, DSAA requested 
that the Chief Financial Officer, DoD, provide a waiver for complying with the 
requirement to research and resolve undistributed disbursements recorded in the 
FMS Trust Fund, because the applicable funds were owned by foreign 
countries.   DSAA requested that if after 180 days the research did not resolve 

5The State Department incurred costs for support of overseas activities 
performed by the Security Assistance Organization/Office. Those costs 
included, but were not limited to, administrative charges to the FMS surcharge 
account, and direct charges (for example, payroll; temporary duty; and office 
support) to FMS cases. 

6For the purposes of this report, the DoD implementing agencies include the 
Army, the Navy, the Air Force, and any other DoD organization that executes a 
Letter of Offer and Acceptance. 
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the undistributed disbursements, then the amount (valued at $10,000 or less) 
would be charged to the FMS administrative surcharge fund. Charging the 
unresolved, undistributed disbursements to the administrative fund, results in 
charging countries that do not benefit from the unresolved disbursements. In 
response to the DSAA request for a waiver, the Chief Financial Officer in a 
May 6, 1996 memorandum, stated that a delay until September 30, 1996, for 
complying with the requirement to research and resolve undistributed 
disbursements would be granted. However, an exemption from the requirement 
for the FMS Trust Fund to obligate amounts for problem disbursements that are 
in excess of 180 days would not be authorized. 

Control Procedures 

The undistributed disbursements for the FMS Trust Fund were not included as 
an action item in the annual Management Control Program prepared by 
DFAS-DE. DoD Financial Regulation volume 15, states that DFAS-DE, as the 
central site for security assistance accounting within DoD, is responsible for the 
development of an annual Management Control Program to test internal controls 
and to measure the quality of DoD security assistance accounting systems and 
operations of the DoD implementing agencies. That regulation also requires 
DoD implementing agencies to fully support the DFAS-DE Management 
Control Program, and that tests X>T reviews involving the DoD implementing 
agencies shall be jointly accomplished by DFAS-DE and the agencies involved. 
DFAS-DE personnel informed us that they have authority over neither the DoD 
implementing agencies and the disbursing stations nor all the Defense 
Accounting Offices. 

Materiality and Impact on Financial Statements 

The internal accounting controls over fund balances with Treasury were 
materially deficient. DoD Financial Regulation volume 1, contains guidance on 
what constitutes a material deficiency in an accounting system. That regulation 
provides 13 key accounting requirements that systems must reasonably comply 
with to meet standards established by the GAO, OMB, the Department of the 
Treasury, and DoD. 

Key Accounting Requirements. The seventh key accounting requirement 
states that the system must have good fund control procedures to prevent 
untimely liquidation of obligations, unmatched expenditures, and undistributed 
disbursements. The eighth key requirement deals with audit trails and provides 
that a system should ensure mat transactions are correctly classified, coded, and 
recorded in all affected accounts. Also, the financial transactions that the 
system is accounting for must be adequately supported with pertinent documents 
and source records. All transactions, including those that are computer- 
generated and computer-processed, must be traceable to individual source 
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records. The ninth key accounting requirement deals with cash and specifies 
that a system should be designed to ensure timely payments based on properly 
approved disbursement documents. 

Calculating Material Deficiency. According to the regulation, a departure 
from a key accounting requirement is considered a material deficiency if that 
departure could result in loss of control over 5 percent or more of the 
measurable resources for which the accounting system is responsible. As of 
September 30, 1995, the statement of financial position reported a cash balance 
of $5.5 billion in the fund balances with Treasury for the FMS Trust Fund. 
Applying the regulation's materiality criteria of 5 percent to the fund balances 
with Treasury would mean that a material deficiency would occur if cash were 
$275 million more or less than the reported amount. 

Material Deficiencies in Fund Balances With Treasury. The inability of 
DFAS-DE to provide supporting documentation to allow us to audit 
$13.4 billion of disbursements for the FMS Trust Fund, and the missing 
original voucher numbers in the accounting system were reasons for concern. 
The internal control structure was materially deficient, because the potential loss 
of control due to inadequate audit trails and computer interface may exceed the 
$275 million criteria for materiality, especially given that the balance includes 
$370.5 million of undistributed unidentifiable disbursements. As such, the cash 
balance of $5.5 billion presented in the statement of financial position cannot be 
relied upon. 

Additional Data Provided by DFAS-DE 

Disbursements Audit Trails. On March 15, 1996, after we completed our 
audit field work, DFAS-DE provided new data to support availability of 
disbursements audit trail. The DFAS-DE accounting director stated that using 
the data he provided required a sampling plan different from the one our 
statisticians designed. The proposed sampling plan required a smaller sample, 
and the selection would be by month. The accounting director also stated that 
directions had been given to add the voucher number to a report that would 
facilitate tracking the disbursement vouchers in the future. Our examination of 
the data DFAS-DE provided showed no evidence to support auditability of the 
FMS Trust Fund disbursements of FY 1995. However, for future audits, 
including the voucher number and the complete disbursement date should make 
it possible to attempt the disbursement verifications. 

On April 15 and 16, 1996, DFAS-DE provided additional data to support 
availability of disbursements audit trail. DFAS-DE personnel stated that they 
were able to track about 250 of the 350 vouchers in the initial sample using the 
existing audit trail. Three DFAS-DE personnel retrieved the documents in 
3V£ days. However, those personnel identified the supporting vouchers through 
the process of trial and error and elimination whenever identical amounts were 
disbursed. We believe voucher numbers, as unique identifiers of transactions, 
should  represent the audit trail leading  to the  disbursement  supporting 
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documents. DFAS-DE initiated an action to ensure the voucher numbers are 
report«! in the accounting systems of the Army, the Navy, and the Air Force. 
DFAS-DE actions are commendable because the changes should result in a 
reasonably accessible audit trail for future audits. 

Undistributed Disbursements Audit Trails. On April 15 and 16, 1996, 
DFAS-DE provided additional data that showed that efforts were underway to 
address vigorously the issue of the problem disbursements. Those efforts 
included the assignment of a special project office in May 1995 to contact the 
implementing agencies to resolve the undistributed disbursements. However, 
DFAS-DE personnel believed that they did not have the authority to enforce 
corrective actions over all the Defense Accounting Offices because not all those 
offices were part of DFAS-DE. As a result of DFAS-DE efforts, the balance of 
the undistributed disbursement was reduced from $370.2 million at the end of 
September 1995, to $278 million as of February 1996. However, DFAS-DE 
personnel believed that although they can provide the detailed transactions 
comprising the $370.2 million reported as of September 1995, the detailed 
transactions occurred over several years and were comprised of numerous 
positive and negative transactions with little to relate them to each other, which 
could make a reconciliation impractical. 

Management Comments on Finding and Audit Response 

Management Comments. The Under Secretary disagreed with our finding that 
the balance of the Fund Balances With the Treasury account may be materially 
misstated, because the account was reconciled to the Treasury to the penny. 
The Under Secretary stated that the fact that some disbursements were not 
distributed to a specific country or case for a period of time, and the lack of an 
easily accessible audit trail, did not support the conclusion that the account 
balance may be materially misstated. 

Audit Response. Reconciling the Fund Balances With the Treasury account 
with the Treasury by itself would not preclude misstatement because the 
reconciliation was completed with the undistributed disbursements included. 
The $370.5 million of undistributed disbursements represented a material 
problem because it was the net difference between an unknown large number of 
positive and negative transactions, propriety of the disbursements was not 
established, DFAS-DE was unable to provide reliable records to identify how 
long transactions were outstanding, and the records provided by DFAS-DE 
disclosed that those undistributed disbursements occurred annually beginning in 
1988. Additionally, because we were unable to obtain the supporting 
documents for the disbursements, we believe the account balance may be 
materially misstated. 
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Recommendations, Management Comments, and Audit 
Response 

B.l. We recommend that the Director, Defense Finance and Accounting 
Service, Denver Center: 

a. Modify the applicable subsystems of the Defense Integrated 
Financial System to retain the disbursement voucher number and the 
disbursement day that are transmitted to the Defense Finance and 
Accounting Service, Denver Center by disbursing stations. 

b. Establish management controls to ensure that the Defense 
Finance and Accounting Service, Denver Center identify the agencies 
causing the undistributed disbursements, follow up with those agencies to 
resolve the amounts in suspense, and implement guidance contained in the 
memorandum from the Under Secretary of Defense (Comptroller) "DoD 
Accounting Policy and Procedures for Researching and Correcting 
Unmatched Disbursements and Negative Unliquidated Obligation 
Transactions." 

B.2. We recommend that the Director, Defense Finance and Accounting 
Service, establish management controls to ensure that disbursing stations 
identify a valid foreign military sales country, case, or surcharge account 
before processing a disbursement to the Foreign Military Sales Trust Fund. 

Management Comments. The Under Secretary concurred with the 
recommendations. The Under Secretary stated that DIFS supporting feeder 
subsystems will be modified to retain the voucher number and disbursement 
date. In addition, actions were being taken to resolve problem disbursements, 
and policy guidance will be issued to disbursing activities directing that all FMS 
disbursements be identified to a valid foreign customer or surcharge account. 
Further, DSAA and DFAS were tasked in May 1996 to develop specific plans 
to better identify and resolve undistributed disbursements. Actions taken in 
response to the recommendations will be completed by September 30, 1996. 

B.3. We recommend that the Director, Defense Security Assistance 
Agency, establish a time-phased plan to resolve the undistributed 
disbursements. 

Management Comments. The DSAA Comptroller concurred, stating that as a 
minimum, final reconciliation of cost (including disbursements) and 
performance will be conducted at case closure. 
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Audit Response. The DSAA Comptroller did not specify the completion date 
for the time-phased plan. Therefore, we request that the DSAA Comptroller 
provide the completion date in response to the final report. 
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Finding C. Liabilities 
The DFAS-DE did not have an adequate audit trail to track the accounts 
payable - transactions with Federal (governmental) entities, accounts 
payable - transactions with non-Federal (governmental) entities, and 
unearned revenue - advances from public - other non-Federal 
(governmental) liabilities, and did not properly accrue accounts payable. 
The audit trail was inadequate because DFAS-DE did not ensure 
inclusion of the Navy accounts payable in DEFS, maintain subsidiary 
ledgers for the accounts payable and the unearned revenue account, and 
perform monthly reconciliation with the general ledger. Additionally, 
DFAS-DE did not accrue incurred expenses because it was not required 
to maintain expense accounts for the FMS Trust Fund. As a result, 
DFAS-DE internal controls were not adequate to provide reasonable 
assurance that the $182 million of accounts payable, and $13.1 billion of 
unearned revenue were accurate; therefore, those account balances may 
be materially misstated. 

Regulatory Requirements 

Accounts Payable. DoD Financial Management Regulation 7000.14, 
volume 4, "Financial Management Regulation; Accounting Policy and 
Procedures," January 1995 (DoD Financial Regulation, volume 4), establishes 
the accounting policy for accounts payable. It requires that amounts recorded as 
payable be supported with proper documentation that clearly shows the basis for 
the amounts recorded and the terms by which payments are to be made. The 
balances in the accounts payable are to be reconciled to the supporting 
documentation at least annually. DoD Financial Regulation, volume 15, 
requires DFAS-DE to perform a continuous analysis of balances in accounts 
payable, to include aging, to ensure that timely payments are made. If 
payments are untimely, DFAS-DE is required to review internal payment 
procedures and implement necessary corrective action. Also, DFAS-DE is 
required to maintain a subsidiary ledger that is reconciled monthly with the 
general ledger, in addition to providing an audit trail for all posting in the 
system. GAO title 2 requires that accounts payable for goods and services be 
recorded as a liability after the goods or services are received. The liability 
reported in annual financial statements should reflect invoices received, and the 
estimated amounts for invoices not yet received. 

Unearned Revenue. For the FMS Trust Fund, DoD Financial Regulation, 
volume 15, requires that the unearned revenue account includes subsidiary 
ledgers for each of the FMS surcharges. To provide an audit trail of all 
posting, the subsidiary ledgers are maintained in the DJJFS. Extracts of the 
ledgers are made available to the Security Assistance Program Managers as 
required for management purposes. DoD Financial Regulation, volume 15, 
requires that DFAS-DE analyze activity in the surcharge accounts. The analysis 
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should include recommendations on rate changes and redistribution of surcharge 
account balances for DSAA coordination with the Under Secretary of Defense 
(Comptroller) and Chief Financial Officer. 

Accounts Payable and Unearned Revenue Account Balances 

The DFAS-DE did not have an adequate audit trail to track the accounts 
payable- transactions with Federal (governmental) entities, accounts 
payable - transactions with non-Federal (governmental) entities, and unearned 
revenue - advances from public - other non-Federal (governmental) liabilities. 
Of the $15.8 billion total liabilities shown in Table 1, $13.3 billion was 
attributed to those three accounts. To determine the accuracy of the 
$182 million accounts payable balance as of September 30, 1995, we requested 
a subsidiary ledger by vendor, listing unpaid vouchers to support the yearend 
adjustments, and the accounts payable reconciliation records. DFAS-DE was 
unable to provide the detail by vendor and the accounts payable reconciliation 
records. To establish the reasonableness of the $13.1 billion reported in the 
unearned revenue account as of September 30, 1995, we requested DFAS-DE to 
provide an analysis of the subsidiary ledgers for that account. DFAS-DE 
attempted a number of times but was unable to provide the detail for the 
unearned revenue. In addition to the unauditability of those accounts, there was 
no assurance that the DSAA was using accurate information in its management 
of the surcharges. The unearned revenue account should be used to review the 
surcharge accounts as required by the DoD Financial Regulation, volume 15. 

Accounting and Related Systems 

The DFAS-DE did not comply with the attributes of an effective accounting 
system because the FMS Trust Fund accounting system did not record all valid 
accounts payable transactions, maintain adequate audit trails, and capture 
transactions on the accrual basis of accounting. 

Navy Accounts Payable. Accounts payable of the FMS Trust Fund 
were incomplete. Specifically, the Navy accounts payable related to FMS were 
not included in the statement of financial position for FY 1995. DIFS and the 
Navy system, the Management Information System for International Logistics, 
and the Standard Accounting and Reporting System were not compatible to 
capture the accounts payable of the Navy. The Navy did not submit its accounts 
payable data to DFAS-DE. Additionally, DFAS-DE management had not 
required the Navy to report its FMS accounts payable manually to allow 
incorporation of those payable into the DFAS-DE accounting system. 
DFAS-DE management stated that the Navy did not have a separate tracking 
system for the FMS accounts payable from its normal accounts 
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payable, which made it difficult to separate the FMS portions. Without such a 
break-out, we would be unable to identify the universe to test the fairness of the 
accounts payable presented in the financial statements. 

Audit Trail for Accounts Payable. The FMS Trust Fund accounts 
payable were unauditable because DFAS-DE did not have an audit trail by 
vendor or major command, and the reports provided by DFAS-DE did not agree 
with the accounts payable general ledger balance. DFAS-DE personnel stated 
that their responsibilities only required them to compile data provided by the 
DoD implementing agencies. The specific internal control standard of 
documentation, included in the GAO title 2, requires that support for 
transactions be readily available for examination and easily accessible to allow 
tracking a transaction through its completion. DoD Financial Regulation, 
volume 15, requires DFAS-DE to maintain audit trails between source 
documents and entries to the mechanized accounting system. That audit trail is 
to be used to track and verify the origin of the data. 

To validate the accuracy and completeness of accounts payable at the 
implementing agency level, we requested from DFAS-DE a schedule of 
accounts payable by vendor. DFAS-DE had access to the Case Management 
Control System7 which handled the Air Force case performance data. 
DFAS-DE was unable to provide the schedule of accounts payable by vendor. 
We then contacted one of the DFAS field offices, the Defense Accounting 
Office (which supported the Air Force operating agencies at Boiling Air Force 
Base), to inquire about the availability of the data by vendor. The 
representatives of that DFAS Defense Accounting Office stated that to provide 
the data by vendor, they would need the element of expense data. The listing 
we had obtained from DFAS-DE did not contain the element of expense. 
DFAS-DE could not provide the Air Force accounts payable by element of 
expense because the Case Management Control System could not produce a 
report with the element of expense code information. As a result of the 
nonavailability of an adequate audit trail, we were unable to verify the asserted 
completeness and accuracy of the $182 million accounts payable reported in the 
statement of financial position. 

Audit Trail for Unearned Revenue. The DFAS-DE did not have 
adequate audit trails to identify the contents of the unearned revenue account. 
Subsidiary ledgers for that account were not maintained and the audit trail was 
never tested. The general ledger balance did not agree with either the detail 
extract provided by DFAS-DE or the corresponding surcharge cash account 
balances. That condition occurred because DFAS-DE did not maintain 
subsidiary accounts and could not identify an appropriate audit trail between 
source documents and entries to the mechanized accounting system, as required 
by DoD Financial Regulation volume 15. As a result, we were unable to 
review $13.1 billion of the $15.6 billion reported for unearned revenue in the 
statement of financial position. 

7The Case Management Control System is an Air Force interactive financial 
management system designed to manage and control Air Force FMS operations. 
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Accrual Basis of Accounting. The DFAS-DE did not properly accrue 
the cost of known accounts payable at the end of each month. The accounts 
payable of the Navy were not accrued. Further, based on our review of the 
disbursed contract administration costs for October and November 1995 and the 
actual period of performances for the services provided, $24.3 million was not 
accrued in FY 1995. That occurred because no local procedures existed at 
DFAS-DE to implement the requirement of DoD Financial Regulation volume 
15 to ensure that the accounting system be conducted on the accrual basis of 
accounting. 

Control Procedures 

One of the features of an effective internal control structure is the existence of 
control procedures that ensure independent checks on performance and proper 
valuation of recorded amounts. Those procedures include reconciliations and 
management review of reports that summarize the detail of account balances, 
such as an aged accounts payable listing. DFAS-DE did not maintain effective 
control procedures. 

Accounts Payable Reconciliation. The DFAS-DE did not test audit 
trails for the accounts payable and did not reconcile or age balances before the 
preparation of the trial balance, as required by DoD Financial Regulation 
volume 15. DFAS-DE personnel stated that neither monthly nor yearly 
reconciliations were performed. The only time a reconciliation of detailed and 
general ledger accounts payable had been performed was during the initial 
conversion of the accounts payable data into DIFS. Because those 
reconciliations and analysis were not performed, accounts payable balances 
cannot be relied upon. Additionally, DFAS-DE did not perform the accounts 
payable aging and analysis required by DoD Financial Regulation volume 15 to 
ensure timely payments were made to the implementing agencies and 
contractors. DFAS-DE personnel informed us mat they cannot perform 
accounts payable aging and analysis because the source documents were 
maintained by the implementing agencies. We believe DFAS-DE can discharge 
its assigned responsibilities by requesting the needed accounts payable data from 
the implementing agencies and then performing the required analysis. 

Unearned Revenue Reconciliation. The DFAS-DE did not implement 
DoD Financial Regulation volume 15, which requires that the account be 
supported by subsidiary ledgers and reconciled monthly with the control account 
in the general ledger. Mamtaining those subsidiary ledgers and performing 
monthly reconciliations provide required accurate audit trails. Without such 
reconciliations, there was no assurance that this account accumulated accurate 
financial data.  DFAS-DE did not maintain audit trails to identify the contents 
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of the unearned revenue account and did not analyze the account. DFAS-DE 
used the unearned revenue account as a contraaccount8 in a number of 
transactions: 

o Cash was debited and the unearned revenue account was credited as a 
contraaccount when cash was collected from a customer. 

o Cash was credited and the unearned revenue account was debited as a 
contraaccount when cash was paid to an implementing agency for its 
administrative expenses. 

o Accounts payable were credited and the unearned revenue account 
was debited as a contraaccount when funds were payable to an implementing 
agency or a defense contractor. 

Materiality and Impact on Financial Statements 

The internal accounting controls over the liabilities were materially deficient. 
DoD Financial Regulation, volume 1, contains guidance on what constitutes a 
material deficiency in an accounting system. That regulation provides 13 key 
accounting requirements that systems must reasonably comply with to meet 
standards established by the GAO, OMB, the Department of Treasury, and 
DoD. 

Key Accounting Requirements. The first key states that the system must list 
control and subsidiary general ledger accounts by title and numbers along with a 
definition of each account. Subsidiary accounts are to be reconciled to the 
control accounts at least monthly. The eighth key accounting requirement 
pertains to audit trails and states that the accounting system should ensure that 
transactions are correctly classified, coded, and recorded in all affected 
accounts. Also, the financial transactions that the system is accounting for must 
be adequately supported with pertinent documents and source records. All 
transactions, including those that are computer-generated and computer- 
processed, must be traceable to individual source records. The ninth key 
accounting requirement pertains to accounts payable and specifies that payables 
should be recorded in the proper accounting period and that the liability 
reported in annual financial statements shall reflect amounts due for goods and 
services received. 

Calculating Material Deficiency. According to the DoD Financial Regulation, 
volume 1, a departure from a key accounting requirement is considered a 
material deficiency if that departure could result in loss of control over 
5 percent or more of the measurable resources for which the accounting system 

8Under the double entry accounting concept, an accounting entry must have a 
debit and a credit side. DFAS-DE used contraaccounts to provide the balancing 
side of the accounting entries, not to provide usable accounting information. 
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is responsible. As of September 30, 1995, the statement of financial position for 
the FMS Trust Fund reported a balance of $15.8 billion in total liabilities. 
Applying the regulation's materiality criteria of 5 percent to that balance would 
mean that a material deficiency would occur when liabilities were $790 million 
more or less than the reported amount. 

Material Deficiencies in Liabilities. The DFAS-DE failure to report the Navy 
FMS accounts payable, report accrued accounts payable, and maintain and 
reconcile subsidiary ledgers were reasons for concern. The internal control 
structure was materially deficient, because the lack of an accurate and reliable 
audit trail in DIFS; the potential loss of control from not adhering to the DoD 
Financial Regulation volume 15; and not conducting an annual reconciliation 
may result in exceeding the $790 million criteria for materiality. The 
unauditable accounts payable and unearned revenue accounts reported 
$182 million and $13.1 billion, respectively. As such, $13.3 billion of the 
$15.8 billion of liabilities presented in the statement of financial position of the 
FMS Trust Fund may not be relied upon. 

Additional Data DFAS-DE Provided 

Audit Trail for Accounts Payable. On March 15, 1996, after we completed 
our audit field work, DFAS-DE provided new data to support completeness of 
the accounts payable balance reported in the September 30, 1995, financial 
statements for the FMS Trust Fund. The additional data included accounts 
payable reconciliation with trial balance, a list of accounts payable at case and 
country levels, December 1995 accounts payable summary by command code, 
and December 1995 accounts payable summary by country. Our examination of 
that data showed no evidence to support completeness and auditability of the 
FMS Trust Fund accounts payable. The total provided did not match the total 
in the financial statements, and the Navy accounts payable were still missing. 

On April 15 and 16, 1996, DFAS-DE personnel provided additional data to 
support availability of audit trails for accounts payable. DFAS-DE personnel 
also believed that the DoD Financial Regulation, volume 15, should be changed 
to relieve DFAS-DE from the requirement to age accounts payable to ensure 
timely payments to vendor because the supporting documents were maintained 
at the installation level accounting systems. We do not expect the vendor 
supporting documents, such as contracts and delivery reports, to be available at 
DFAS-DE. However, summary level reports should be available at DFAS-DE. 
We still believe that neither a complete universe, nor adequate audit trails of the 
accounts payable, were available to allow tracking the balances from DIFS to 
the Military Departments accounting systems, to the installation level accounting 
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systems, and finally to the supporting source documents. The Navy accounts 
payable were not available, and the reports provided by DFAS-DE did not agree 
with the general ledger balances. 

Audit Trail for Unearned Revenue. On March 25, 1996, DFAS-DE provided 
us additional information to support availability of an audit trail for the 
unearned revenue account. The data provided were a summary reconciliation 
including the sum of cash with the Treasury account balance and cash with 
commercial banks, subtracting the accounts payable balance, thus producing the 
unearned revenue account balance. The data DFAS-DE provided did not show 
the applicable subsidiary accounts. Instead, balances of four asset and liability 
accounts reported in the FMS Trust Fund statement of financial position were 
added together to derive the balance reported for unearned revenue in the 
statement of financial position. On April 15 and 16, 1996, we met with 
DFAS-DE personnel to further discuss the audit trails for the unearned revenue 
account. We explained to DFAS-DE personnel our concerns about the audit 
trail, considering DoD Financial Regulation, volume 15, requirement of 
maintaining reconcilable subsidiary ledgers for that account. DFAS-DE 
personnel maintained their position that the account was only a contraaccount. 
We believe the resolution of the issue of recognizing the FMS Trust Fund 
revenues and expenses would result in a different purpose for the unearned 
revenue account. For example, the unearned revenue account would not be 
debited by funds payable to the implementing agencies and defense contractors, 
instead an expense account would be debited. 

Management Comments on Finding and Audit Response 

Management Comments. The Under Secretary stated that audit trails for the 
accounts payable were in place and were adequate, and the auditors attempted to 
audit the accounts by looking only at the Departmental level systems and not the 
feeder systems. The auditors were given a list of summary accounts payable 
transactions that identified payables to country, case, line, and activity where 
the detail data were located. Also, the auditors were given a reconciliation of 
the unearned revenue - advances from public-other non-Federal (governmental) 
liabilities account that reconciled to the penny. 

Audit Response. The audit trail for the accounts payable was not adequate 
because the data that DFAS-DE provided during the audit, and on two 
subsequent occasions, did not prove that an adequate audit trail existed. The 
data provided were incomplete thus unreliable. The totals did not agree with 
the trial balance, and the data did not have a unique identifier to follow the audit 
trail through the supporting documents. In all the accounts we attempted to 
verify, including the accounts payable, we requested the amounts reported in the 
trial balance (Departmental level) be detailed to ultimately identify the 
organizations holding the supporting documents regardless of the number of the 
intermediate organizations involved between the Departmental level and the 
source documents. Although the reconciliation that DFAS-DE provided agreed 
with the trial balance, it did not provide the universe of each subsidiary 
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surcharge accounts involved. DFAS-DE derived the balance of the unearned 
revenue account by calculating the difference between the asset and liability 
accounts excluding the unearned revenue account. DFAS-DE was unable to 
provide the audit trails for the accounts payable and the unearned revenue 
accounts. 

Recommendations, Management Comments, and Audit 
Response 

C.l. We recommend that the Assistant Secretary of the Navy (Financial 
Management and Comptroller) report to the Defense Finance and 
Accounting Service, Denver Center, the Navy's foreign military sales 
accounts payable applicable to transactions with Federal (governmental) 
entities, and transactions with non-Federal (governmental) entities, in 
compliance with DoD Financial Management Regulation 7000.14, 
volume 15, "Financial Management Regulation; Security Assistance Policy 
and Procedures," March 1993. 

Management Comments. The Principal Deputy Assistant Secretary of the 
Navy (Financial Management and Comptroller) concurred. Actions to meet the 
recommendation wül be completed by July 30, 1996. 

C.2. We recommend that the Director, Defense Finance and Accounting 
Service, Denver Center: 

a. Report the Navy accounts payable in the Defense Integrated 
Financial System, and in the financial statements. 

Management Comments. The Under Secretary concurred, stating that action 
is being taken to receive the Navy accounts payable data by 
September 30, 1996. 

b. Maintain a subsidiary ledger for the accounts payable to allow 
identification and testing of audit trails, as required by DoD Financial 
Management Regulation 7000.14, volume 15. 

Management Comments. The Under Secretary concurred, stating that an audit 
trail exists for the accounts payable, and by September 30, 1996, DoD Financial 
Management Regulation 7000.14, volume 15 will be changed to recognize that 
vendor identification is at the installation level. 

Audit Response. We maintain that, based on the documents reviewed, 
adequate audit trails leading to the source documents at accounting systems 
below DIFS did not exist at DFAS-DE. We request that the Under Secretary 
provide additional comments in response to the final report. 
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c. Request accounts payable aging lists by vendor from those DoD 
organizations implementing Letters of Offer and Acceptance, summarize 
those lists at the FMS Trust Fund level, and perform needed analysis to 
ensure fulfillment of the task assigned by DoD Financial Management 
Regulation 7000.14, volume 15. 

Management Comments. The Under Secretary partially concurred. The 
Under Secretary stated that accounts payable aging information can be obtained 
from the installation level accounting systems, and by September 30, 1996, 
DoD Financial Management Regulation 7000.14, volume 15, will be changed to 
recognize that aging of the accounts payable is an installation level function. 

Audit Response. Changing DoD policy to assign the task of aging accounts 
payable to installation level organizations satisfies the intent of the 
recommendation. 

d. Reconcile accounts payable balances with the supporting 
documentation or subsidiary records before the preparation of the trial 
balance as required by DoD Financial Management Regulation 7000.14, 
volume 15. 

Management Comments. The Under Secretary concurred, stating that 
procedures have been changed to ensure that the accounts payable account is 
reconciled to supporting subsidiary data on a regular basis beginning in 
May 1996. 

e. Implement the DoD financial Management Regulation 7000.14, 
volume 15, requirement that subsidiary ledgers be maintained and 
reconciled monthly for the unearned revenue-advances from public-other 
non-Federal (governmental) liabilities account. 

Management Comments. The Under Secretary concurred, stating that 
beginning in June 1996, the unearned revenue account will be reconciled with 
the existing subsidiary data. 

Audit Response. The Under Secretary comments met the intent of the 
recommendation. If the Office of Management and Budget will not grant a 
waiver from preparing, and have audited, financial statements for the FMS 
Trust Fund, DoD will account for surcharge revenues and expenses in the FMS 
Trust Fund. When that happens, the function of the unearned revenue advances 
from public-other non-Federal (governmental) liabilities account will have to be 
determined (see management comments on Recommendation A. La.). The 
existing DoD policy requires that the account include subsidiary ledgers for the 
surcharge accounts. 
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f. Establish procedures at the Defense Finance and Accounting 
Service, Denver Center, to properly accrue the anticipated expenses 
attributable to the accounts payable at the end of each month. 

Management Comments. The Under Secretary partially concurred, stating 
that DoD policy is that there are no expenses in the FMS Trust Fund. DFAS 
will take action to obtain data on accrued accounts payable at each month end. 
Procedures will be issued and implemented by September 30, 1996. 

Audit Response. The Under Secretary comments met the intent of the 
recommendation. Under the existing DoD policy, the unearned 
revenue - advances from public-other non-Federal (governmental) liabilities 
account is charged, instead of an expense account, when DFAS-DE recognize 
accounts payable. If the Office of Management and Budget will not grant the 
waiver from preparing, and have audited, financial statements for die FMS 
Trust Fund, DoD will account for surcharge revenues and expenses in the FMS 
Trust Fund as stated in management comments on Recommendation A.l.a. If 
that occurs, expense accounts will be used to properly capture accrued expenses. 
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The DFAS-DE erroneously classified overcollections from customers as 
negative accounts receivable - transactions with non-Federal 
(governmental) entities, and did not age accounts receivable. The 
conditions occurred because DFAS-DE did not periodically review 
country accounts receivable balances to identify credit balances, and did 
not implement DoD Financial Regulation volume 15, regarding aging of 
receivables. As a result, DFAS-DE internal controls were not adequate 
to provide reasonable assurance that the $2.5 billion of accounts 
receivable reported in the FY 1995 statement of financial position was 
accurate; therefore, that account balance may be materially misstated. 

Regulatory Requirements 

DoD Financial Regulation. DoD Financial Regulation volume 15, includes 
guidance on billing case performance costs. DD Form 645, "Foreign Military 
Sales Billing Statement," represents the official claim for and an accounting of 
costs incurred on behalf of the FMS customers. That FMS billing statement 
also is the source document for entries into the accounts 
receivable - transactions with non-Federal (governmental) entities account. The 
FMS billing statement is produced quarterly. 

DoD Financial Regulation, volume 4 and volume 15, require DFAS-DE to age 
delinquent accounts receivable. A delinquent account receivable is defined by 
the DoD Financial Regulation volume 15, as that receivable which remains 
unpaid after its due date, and for which total accrued costs exceed total available 
cash. A delinquent account receivable becomes in arrearage when the amounts 
for delivered materiels, performed services, and progress payments made to 
contractors on behalf of a customer are past due. 

GAO Title 2. The GAO title 2 requires that accounts receivable balances are 
analyzed to determine collectibility. If accounts receivable are not collectible 
within 1 year of the date of the financial statements, that amount will be 
disclosed in a footnote to the financial statements. 

Accounts Receivable Balance 

For the FMS Trust Fund, DFAS-DE erroneously classified overcollections from 
customers as accounts receivables, and did not age delinquent accounts 
receivable. The DFAS-DE management control structure over transaction 
processing and general ledger recordings in the FMS Trust Fund did not provide 
reasonable assurance of an accurate accounts receivable balance. To establish 
the reasonableness of the FMS Trust Fund accounts receivable, we compared 
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the general ledger figures with supporting subsidiary ledger balances. We also 
verified DFAS-DE and DSAA process of aging accounts receivable. The 
accounts receivable balance was understated by the overcollections, and aging of 
the accounts receivable was not performed. We concluded that the accounts 
receivable balance of $2.5 billion may be materially misstated. 

Accounting and Related Systems 

Proper Measurement of Transactions Value and Presentation in the 
Financial Statements. The DFAS-DE actions to classify overcollections from 
customers as accounts receivable, and to not age delinquent accounts receivable 
were not in consonance with the attributes of an effective accounting system. 
An effective accounting system has the ability to properly measure the value of 
transactions in a manner that permits recording their proper monetary value in 
the financial statements along with proper disclosure. 

Country Overpayments. The DFAS-DE inappropriately reduced the 
FMS Trust Fund accounts receivable balance in the statement of financial 
position by the excess of customer payments over total performance costs. In 
cases where collections from customers exceed their accounts receivable, the 
FMS billing statement reported zero as the amount receivable, and DFAS-DE 
reduced the accounts receivable balance by the overcollection in the general 
ledger based on other DIFS reports. Some countries have net negative accounts 
receivable across all cases. On September 30, 1995, DFAS-DE reduced the 
accounts receivable balance by $930 million for overpayments from 12 FMS 
customers. Those overpayments should have been recorded as a liability of the 
FMS Trust Fund to properly reflect the financial position of the fund. The 
practice of netting payables and receivables by DFAS-DE distorted the 
statement of financial position because the true balance of the DoD receivables 
from the foreign customers and the liabilities of the Trust Fund were obscured. 

Aging of Accounts Receivable. The DFAS-DE did not age accounts 
receivable as required by DoD Financial Regulation volume 15, and GAO 
title 2 to determine collectibility and proper valuation. Aging of the accounts 
receivable is a feature of an effective accounting system, as it assists in 
determining the proper monetary value of that asset in the financial statements. 
DoD Financial Regulation volume 15 requires aging of delinquent accounts 
receivable with accrued expenditures less than the cash available from all 
sources. Aging of those accounts receivable commences at the beginning of the 
month following the date the payment was due. DFAS-DE personnel believed 
that the accounts receivable were always current because every 3 months, the 
accounts receivable balances were recalculated to include cumulative incurred 
costs, estimated termination liability, and payment forecast for the next 
3 months less cumulative collections. We believe recalculating the accounts 
receivable every 3 months does not guarantee that customer payment of the 
billed amount would be in full and on time, and that the accounts receivable 
would always be current. 
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Control Procedures 

Procedures for Independent Checks on Performance and Proper Valuation 
of Recorded Amounts. One aspect of an effective internal control structure is 
to properly design and execute procedures that provide reasonable assurance that 
the objectives of a specific entity will be achieved. A category of those 
procedures is designed to verify proper valuation of recorded amounts. We 
noted material internal control weaknesses that made existing procedures 
ineffective in handling accounts receivable. The procedures available for DSAA 
and DFAS-DE were included in DoD Financial Regulation volume 15. Our 
tests of those procedures on aging showed that DFAS-DE did not implement 
those procedures. 

Materiality and Impact on Financial Statements 

The internal accounting controls over accounts receivable were materially 
deficient. DoD Financial Regulation volume 1, contains guidance on what 
constitutes a material deficiency in an accounting system. It provides 13 key 
accounting requirements that systems must reasonably comply with to meet 
standards established by the GAO, OMB, the Department of the Treasury, and 
DoD. 

Third Key Accounting Requirement. The third key accounting requirement 
covers accounts receivable. It states that accounts receivable shall be recorded 
accurately to provide reliable financial status. Uncollectible accounts must be 
established to provide full financial disclosure. 

Calculating Material Deficiency. According to DoD Financial Regulation 
volume 1, a departure from a key accounting requirement is considered a 
material deficiency if that departure results in a loss of control of 5 percent or 
more of the measurable resources for which the accounting system is 
responsible. As of September 30, 1995, the statement of financial position of 
the FMS Trust Fund reported an accounts receivable balance of $2.5 billion. 
Applying the regulation's materiality criteria of 5 percent to the accounts 
receivable balance would mean that a material deficiency would occur if 
accounts receivable were $127 million more or less than the reported amount. 

Material Deficiencies in Accounts Receivable. The DSAA and DFAS-DE 
internal control structure was materially deficient, because the potential loss of 
control may well exceed the $127 million criteria for materiality. The 
customers overcollections recorded in the accounts receivable instead of a 
liability account was $930 million, and aging the accounts receivable may 
disclose that part of those receivables should be written off. As such, the 
accounts receivable balance of $2.5 billion presented in the statement of 
financial position may not be relied upon. 
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Management Comments on Finding and Audit Response 

Management Comments. The Under Secretary nonconcurred with the finding, 
stating that DFAS-DE did age accounts receivable. The aging technique, as 
described in DoD Financial Management Regulation 7000.14, volume 15, 
needed to be changed to more clearly identify a true receivable and a delinquent 
receivable. Estimates for future cash needs were always current and should not 
be aged or considered as part of a delinquent account. The Under Secretary 
further stated that there were only two delinquent countries whose debts were 
aged and reported as of September 30, 1995. 

Audit Response. The DoD Financial Management Regulation 7000.14, 
volume 15, requires two types of aging covering delinquent accounts and 
accounts in arrears. DSAA determined the countries in arrears; however, 
DFAS-DE did not age delinquent accounts receivable. We agree that estimates 
for future cash needs are always a current period value. 

Recommendations, Management Comments, and Audit 
Response 

D. We recommend that the Director, Defense Finance and Accounting 
Service, Denver Center: 

1. Review the accounts receivable - transactions with non-Federal 
(governmental) entities subsidiary balances periodically, as required by 
DoD Financial Management Regulation 7000.14, volume 15 "DoD Financial 
Management Regulation; Security Assistance Policy and Procedures," 
March 1993, to ensure net overcollections from customers are reported as a 
liability of the Foreign Military Sales Trust Fund at the general ledger 
level. 

Management Comments. The Under Secretary concurred with the 
recommendation, stating that DFAS will post credit accounts receivable at the 
country level as a liability, effective June 1996, but adjustments will be made 
within a country account when some cases show negative accounts receivable. 

2. Implement DoD Financial Management Regulation 7000.14, 
volume 15, requirement to age accounts receivable. 

Management Comments. The Under Secretary partially concurred, stating 
that a policy change will be reflected in DoD Financial Management 
Regulation 7000.14, volume 15, by September 30, 1996, to clarify the aging 
criteria. 
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Audit Response. The proposed change and clarification of DoD policy meet 
the intent of the recommendation (see management comments on the finding and 
audit response). 
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Controls 
The DFAS-DE did not adequately restrict user and programmer access to 
the accounting system, and did not follow up to verify that all 
transactions rejected and suspended by a performance control subsystem 
of the DIFS were corrected. The review and follow-up were inadequate 
because DFAS-DE did not periodically review eligibility for access, and 
because managers in charge of monitoring case performance did not 
implement the policy requiring follow up and resolution of suspended 
transactions. As a result, unauthorized users had access to sensitive 
financial information, which may diminish the ability of the internal 
control structure to provide reasonable assurance of financial and case 
data processing integrity. Additionally, there was no assurance that 
reported case performance data were accurate. 

DFAS-DE Electronic Data Processing Environment 

The internal control structure for electronic data processing systems takes many 
forms. One form is access to the computer system itself and functions within 
the computer system. Another form is subsystems within the computer system 
used to edit transactions before they are processed by the system. DIFS is the 
computer system used to record financial information for the FMS program. 
The Deputate for Security Assistance, DFAS-DE, is responsible for the 
day-to-day operation of DIFS. The Financial System Agency-Denver is an 
organization located at DFAS-DE, but organizationally reports to DFAS 
Headquarters. The Financial System Agency-Denver is responsible for 
programming the DIFS, for managing user access, and for entering user 
information into the DIFS security software. 

Access to the Electronic Data Processing System. The Defense Information 
Technology Services Organization Regulation 630-230-19-R, "Automated 
Information Systems Security," June 1993, implements DoD Directive 5200.28, 
"Security Requirements for Automated Information Systems," March 21, 1988, 
(DoD Directive 5200.28), and governs security for automated information 
systems at DFAS-DE. One of the major concepts of DoD Directive 5200.28 is 
the least-privilege principle, which means that users should have access to only 
the minimum amount of information needed to successfully perform their 
duties. The DIFS handbook also describes the functions accessible by various 
categories of users. 

Transaction Validation by the DIFS. The Positive Transaction Control 
subsystem of DIFS edits transactions submitted by the DoD implementing 
agencies before DIFS processes those transactions. DIFS transactions include 
budget, cash, performance reporting, and case initialization and control 
functions. If the transaction does not successfully pass through the Positive 
Transaction Control subsystem, it is written to a suspense file where the 
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transaction remains until the implementing agency submits a transaction that 
either corrects or deletes the rejected transaction. If the implementing agency 
does not correct or delete the rejected transaction, the rejected transaction 
remains suspended indefinitely. Only the originating implementing agency can 
correct or delete the rejected transaction. DFAS-DE Departmental Operating 
Instruction 177-39, "Suspended Disbursement, Budget, Performance, and 
Notification Transactions," March 4, 1992, establishes responsibility within 
DFAS-DE for monitoring reports that list transactions suspended by the Positive 
Transaction Control subsystem, and for contacting the originating implementing 
agency for clearing the rejected transactions. 

Control Environment and Procedures 

An attribute of an effective internal control structure is adequate control 
procedures that provide reasonable assurance that specific entity objectives will 
be achieved. Another attribute is a control environment that enhances the 
effectiveness of those control policies and procedures. An element of the 
control procedures is the segregation of duties that reduce the opportunities to 
allow any person to be in a position to perpetrate and conceal errors or 
irregularities during the normal course of their duties. An element of the 
control environment that makes that control procedure effective is the methods 
of assigning authority and responsibility in the electronic data processing area. 
Those methods include computer systems documentation, indicating the 
procedures for authorizing transactions, and approving systems changes. 
Electronic data processing controls regarding the access privileges, and the 
segregation of duties in the electronic data processing area at DFAS-DE needed 
improvement. 

Controls Over Access to DIFS. The DFAS-DE did not periodically review 
eligibility of user and programmer access to the DIFS, which resulted in 
unauthorized access by remote users and application software programmers. To 
test the adequacy of controls over access to DIFS, including adequacy of 
application-related general controls, we obtained a listing of users for selected 
DBFS functions involved in financial management. We evaluated the 
appropriateness of access for those users by using the access criteria in the DIFS 
handbook. We also determined the appropriateness of the programmers access 
to the test and production versions of the application software. 

Access to the Electronic Data Processing System. The DFAS-DE did 
not apply the least-privilege principle for user and programmer access to DIFS. 
For instance, remote users had access to the DIFS financial management ledger 
inquiry function, which allowed those users to inquire about the financial status 
of every FMS customer's cases. According to the instructions in the DIFS 
handbook, no remote users were to be allowed access to the financial 
management ledger function of DIFS. Further, programmers at the Financial 
System Agency-Denver had access to update the test and production versions of 
application programs of DIFS. The nonrestricted access occurred because 
DFAS-DE did not periodically review eligibility for access to the DIFS. Access 
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to both versions of the program weakens electronic data processing security 
controls because those programmers can alter the actual data. As a result, there 
was no assurance that unauthorized personnel did not have access to sensitive 
information. 

Management Actions Taken. Management at DFAS-DE agreed to 
clarify written policies and procedures governing the granting of access to 
functions within DIFS by remote users, including periodic reviews of eligibility, 
and instructed the Financial System Agency-Denver to remove the financial 
management ledger inquiry function from the functions accessible by the remote 
users. However, DFAS-DE management stated that they needed to grant 
programmers access to both the test and production versions of application 
software to assist in resolving program execution problems promptly. 

Controls of the Positive Transaction Control Subsystem. The DFAS-DE did 
not follow up to ensure transactions rejected and suspended by a control 
subsystem of the DIFS were corrected. To evaluate the effectiveness of the 
DIFS Positive Transaction Control subsystem, we examined DFAS-DE 
Departmental Operating Instruction 177-39 for sufficiency, and reviewed 
suspended transaction reports for the four functions tested by the Positive 
Transaction Control subsystem to determine the length of time the rejected 
transactions remained uncorrected. 

Effectiveness of the DIES Positive Transaction Control Subsystem. The 
DFAS-DE did not follow up to ensure that all transactions rejected and 
suspended by the performance9 control subsystem of the DIFS were corrected. 
As of January 25, 1996, the Army had 114 suspended performance transactions, 
and the Navy had 223 suspended performance transactions that were more than 
15 months old. The Air Force did not have any suspended performance 
transactions. Since these transactions were not corrected, there was no 
assurance that the controls expected from the DIFS Positive Transaction Control 
subsystem were effective in ensuring that the recorded case performance data 
were accurate or complete. Performance data directly impacted cash and 
receivables management. DFAS-DE personnel were aware of the requirement 
in DFAS-DE Departmental Operating Instruction 177-39 that they follow up 
those suspended performance transactions. However, those personnel did not 
monitor rejected performance transactions or contact the DoD implementing 
agencies to request that the rejected transactions be either corrected or deleted. 
DFAS-DE personnel stated that they did not have the resources to monitor the 
rejected transactions, and made no commitment to do so in the future. 

Performance transactions processed by the performance (delivery) reporting 
include reporting of materiel, services, or progress payments that demonstrate 
deliveries or performance against FMS cases by the Military Departments. 
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Management Comments on Finding and Audit Response 

Management Comments. The Under Secretary nonconcurred with the finding, 
stating that trusted employees do have limited access to production data files for 
the purpose of providing production support. The Under Secretary also stated 
that only 10 remote users access the DIFS financial management module. 
Those 10 users were high level DSAA employees. 

Audit Response. We discussed the finding with management at DFAS-DE 
during our audit field work. As a result of those discussions, DFAS-DE 
management took action to determine the proper number of programmers who 
needed access to production data. Regarding the need for remote users to 
access DIFS, our discussion with DFAS-DE management and our review of 
documents we obtained during the audit disclosed that a significant number of 
remote users, other than DSAA personnel, had access to the DIFS financial 
management module. However, during our audit, DFAS-DE management 
removed remote users' access to the module, including DSAA employees. 
Subsequently, DFAS-DE reinstated DSAA employees' access permission; a 
move that we agree with. 

Recommendations, Management Comments, and Audit 
Response 

E. We recommend that the Director, Defense Finance and Accounting 
Service, Denver Center establish control procedures to: 

1. Limit the number of programmers at the Financial System 
Activity, Denver, with access to the production version of the application 
software of the financial management ledger, to the minimum number 
needed to service the software as required by DoD Directive 5200.28, 
"Security Requirements for Automated Information Systems," March 21, 
1988. 

Management Comments. The Under Secretary concurred, stating that DIFS 
programmers at the Financial Systems Activity, Denver, are restricted from 
general access to both production program source code and production data sets. 

Audit Response. After we discussed the issue of programmers' access to 
production data with DFAS-DE supervisory personnel, DFAS-DE removed 
programmers' access to those data sets. The issue that remained was a 
determination by DFAS-DE on the limited number of programmers that should 
have access to production data sets to assist in resolving processing problems. 
We do not know whether DFAS-DE had reversed its action of removing 
programmers' access to production data. We request that the Under Secretary 
provide additional comments on this issue in response to the final audit report. 
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2. Ensure implementation of Departmental Operating Instruction 
177-39, "Suspended Disbursement, Budget, Performance, and Notification 
Transactions," March 4, 1992, to monitor lists of suspended transactions 
and contact and follow up on actions by DoD implementing agencies to 
clear performance transactions rejected by the Positive Transaction Control 
subsystem of the Defense Integrated Financial System. 

Management Comments. The Under Secretary concurred, stating that 
procedures are being changed to ensure that performance rejects are monitored 
and corrected by September 30, 1996. 
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Introduction 

Management Responsibilities. The DSAA administers the security assistance 
responsibilities of the Secretary of Defense under the Foreign Assistance Act of 
1961, as amended; the Arms Export Control Act, as amended; and other 
applicable statutes, Executive orders, and directives. DSAA is primarily a 
policy and management oversight organization; and the Military Departments 
actually implement and execute the FMS program. DFAS-DE, has provided 
centralized accounting services for DSAA since March 1993. Compliance with 
laws and regulations is the responsibility of the Chief Financial Officer of the 
Department of Defense; the Director, DSAA; the Director, DFAS; the 
Directors of other Defense agencies; and the Secretaries of the Army, the Navy, 
and the Air Force. 

Objective and Scope of Review. The audit was conducted under the Chief 
Financial Officers Act of 1990, as amended. We reviewed DSAA and 
DFAS-DE compliance with provisions of laws and regulations that may directly 
affect the financial statements to obtain reasonable assurance that the financial 
statements were free of material misstatements. Our objective was not to 
provide an opinion on overall compliance with such provisions. The statement 
accounts on which we based our evaluation are presented in the statement of 
financial position, and the statement of operations and changes in net position of 
the FMS Trust Fund, as of September 30, 1995. The statements were 
submitted to us on January 31, 1996. The FY 1995 combined statement of 
financial position of the DSAA reported assets of $27.4 billion, of which 
$15.8 billion was for the FMS Trust Fund. A list of laws and regulations 
reviewed is in Appendix E of this report. 

Reportable Conditions 

Material instances of noncompliance are failures to follow requirements and 
violations of prohibitions in laws and regulations. Such failures and violations 
caused us to conclude that the aggregation of the misstatements resulting from 
those failures and violations is material to the principal statements, or those for 
which a sensitive nature would cause them to be perceived as significant. 
Instances of noncompliance with laws and regulations that materially affected 
the reliability of the statement of financial position existed. The instances of 
noncompliance were considered when forming our disclaimer of opinion on the 
DSAA financial statements. The results of our test of the FMS Trust Fund 
accounts disclosed the following instances of noncompliance. 

United States Code, Title 31, Section 3512, and DoD Directive 5010.38, 
"Internal Management Control Program," April 14, 1987. United States 
Code, title 31, section 3512, and DoD Directive 5010.38 were not fully 
complied with in establishing and assessing internal controls. United States 
Code, title 31, section 3512, requires agencies to establish internal accounting 
and administrative controls in accordance with standards instituted by the 
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Comptroller General. United States Code, title 31, section 3512, also requires 
agencies to establish a comprehensive system of internal control management to 
properly record and account for revenues and expenditures, prepare reliable 
financial and statistical reports, and maintain accountability over assets. DoD 
Directive 5010.38 provides the management control system for achieving the 
objective of United States Code, title 31, section 3512. 

Implementation of the Management Control Program. The DSAA 
and DFAS-DE reported that they achieved the objectives of United States Code, 
title 31, section 3512, in their FY 1995 Annual Assurance Statement. The 
positive assurance provided by their annual statements did not represent the true 
control environment of the FMS Trust Fund. DSAA did not ensure that 
DFAS-DE had implemented an effective management control program that 
assessed the adequacy of management controls over the assets and liabilities of 
the FMS Trust Fund. For example, DFAS-DE identified accounting and 
reporting as a high risk assessable unit. Management control reviews, 
conducted by DFAS-DE for that unit, reported that controls were in place for 
two major functions. Those functions were the general ledger analysis and 
reconciliation of cash collections and disbursements. 

Material Weaknesses not Reported by DSAA and DFAS-DE.   We 
identified internal control weaknesses in that the FMS Trust Fund revenues and 
expenses were not reported, $370.5 million in disbursements were not matched 
with applicable customers, accounts payable and $930 million in accounts 
receivable were not properly recorded and reported, and the unearned revenue 
general ledger account was not supported by subsidiary ledgers. None of those 
weaknesses were identified during the DSAA and DFAS-DE management 
control reviews. Consequently, the weaknesses we identified were not reported 
in die DSAA and DFAS-DE annual statements of assurance. 

OMB Bulletin No. 94-01, "Form and Content of Agency Financial 
Statements." The DSAA and DFAS-DE did not fully comply with OMB 
Bulletin No. 94-01. The Bulletin requires that revenues, expenses, and net 
position be accounted for and presented in the financial statements. DSAA did 
not ensure that DFAS-DE accounted for the FMS Trust Fund revenues and 
expenses, and reported all zeros in the applicable statement of operations 
because the two organizations were precluded from such action by DoD 
Financial Regulation volume 15. 

GAO "Policy and Procedures Manual for Guidance of Federal Agencies," 
Title 2, "Accounting" and DoD Financial Management Regulation, 7000.14. 
The requirements of GAO title 2 are incorporated in the DoD Financial 
Management Regulation. The accounts affected by the noncompliance were 
cash disbursements, accounts receivable, liabilities, and revenues and expenses. 

Cash Disbursements. The GAO title 2 and DoD Financial Regulation 
volume 5, were not fully complied with in maintaining an audit trail for 
disbursements. GAO title 2 and DoD Financial Regulation, volume 5, require 
that financial transactions be supported with pertinent documents and source 
records. Both further require that transactions be referenced to individual 
source records. Referencing must be achieved in a manner that enables tracking 
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or replicating a transaction from the resulting record or report to the source, or 
by tracking indirectly to source records through summaries contained in the 
general and specific journals. Supporting documents for $13.1 billion of the 
FMS Trust Fund disbursements were not readily available at DFAS, Columbus, 
because DIFS omitted the voucher number and the day of the disbursement 
when processing the data DFAS, Columbus transmitted. Without the voucher 
number and day, tracking the disbursements at DFAS, Columbus, was not 
efficiently feasible (see Finding B). 

FMS Trust Fund Liabilities. The GAO title 2 and DoD Financial 
Regulation, volume 15 were not fully complied with in accounting for accounts 
payable and unearned revenue transactions. DoD Financial Regulation, 
volume 15, requires that subsidiary ledger records for reconciling with the 
general ledger accounts and supporting documentation are to be maintained. 
However, DFAS-DE did not maintain subsidiary records and did not perform 
monthly reconciliations. The GAO title 2 and DoD Financial Regulation, 
volume 4, require invoices received and estimated amounts for invoices not yet 
received to be reported in annual financial statements. However, DFAS-DE did 
not report the Navy FMS accounts payable, and did not accrue contract 
administrative services costs applicable to FY 1995. The noncompliance 
resulted in the general ledger accounts for accounts payable and unearned 
revenue being unverifiable and potentially materially misstated (see Finding C). 

FMS Trust Fund Accounts Receivable. The GAO title 2 and DoD 
Financial Regulation, volume 15, were not fully complied with in recording 
accounts receivable. Accounts receivable were required to be recorded and 
accounted for properly to disclose their net realizable value, and allow for the 
preparation of reliable financial statements. DoD Financial Regulation, 
volume 15, also defines a delinquent account receivable as a receivable that 
remains unpaid after its due date. DSAA did not ensure that DFAS-DE 
implemented the aging policy in the DoD regulation to determine the accounts 
receivable value. Noncompliance with DoD Financial Regulation volume 15, 
for accounts receivable and the general ledger accounts may materially misstate 
those accounts (see Finding D). 

DoD Accounting Policy and Procedures for Researching and Correcting 
Unmatched Disbursements and Negative Unliquidated Obligation 
Transactions. The DSAA and DFAS-DE did not comply with DoD policy to 
research and correct unmatched disbursements. DFAS-DE did not follow up on 
the accumulated undistributed disbursements, and DSAA did not provide 
DFAS-DE the policy and guidance for notifying the fund holder and for 
assigning undistributed disbursements to the FMS administration surcharge 
account. DoD policy requires DSAA to establish notification and approval 
procedures when an undistributed disbursement has not been resolved within 
120 days. The policy also requires DFAS-DE to notify the fund holder to 
resolve problem transactions. Additionally, the policy requires that 
undistributed disbursements be assigned to the FMS administration surcharge 
account when the transaction has not been resolved within 180 days. DSAA has 
not provided the required policy and guidance because it was waiting for the 
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Under Secretary of Defense (Comptroller) and Chief Financial Officer response 
to its request for a waiver from complying with the DoD policy on resolving 
undistributed disbursements (see Finding B). 

Reportable Conditions Noted in Prior Audit 

The reportable conditions identified during this audit for the FMS Trust Fund, 
which were also identified in prior audits, are lack of recognition of the 
revenues, expenses, and net position; nonreporting of the accounts payable for 
the Navy in the financial statements; and the need for improvements of the 
internal management control program. Those conditions were identified in the 
Inspector General, DoD, Report No. 93-123, "Consolidating Financial 
Statements of the Foreign Military Sales Trust Fund - FY 1992," June 24, 
1993 (see Appendix D). 

Reportable Conditions Not Noted 

Our evaluation of laws and regulations would not necessarily disclose all 
instances of noncompliance considered to be material and reportable. With 
respect to items not tested, nothing came to our attention that caused us to 
believe that DSAA and DFAS-DE had not complied, in all material respects, 
with those laws and regulations identified above. 
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Appendix A. Disclaimer of Opinion and 
Financial Statements Audited 

INSPECTOR GENERAL 
DEPARTMENT OP DEFENSE 

400 ARMY NAVY DRIVE 
ARLINGTON, VIRGINIA 22202-3M4 

February 29, 1996 

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

DIRECTOR, DEFENSE FINANCE AND ACCOUNTING 
SERVICE 

DIRECTOR, DEFENSE SECURITY ASSISTANCE 
AGENCY 

SUBJECT: Disclaimer of Opinion on the Defense Security Assistance Agency 
Financial Statements for FY 1995 (Project No. 5LG-2029) 

Introduction 

The Chief Financial Officer (CFO) Act of 1990, as amended by the Federal 
Financial Management Act of 1994 requires financial statement audits by 
statutory Inspectors General. That Act prescribes the responsibility of 
management and auditors with respect to the financial statements, internal 
controls, and compliance with laws and regulations. The Defense Security 
Assistance Agency (the Agency), as the funds manager, is responsible for 
establishing and maintaining an internal control structure and complying with 
laws and regulations applicable to those funds. The Defense Finance and 
Accounting Service, Denver Center is responsible for maintaining the 
accounting system for the funds managed by the Agency. Our responsibility 
was to express an opinion on the financial statements based on our audit and 
determine whether internal controls were adequate and whether, the Agency 
complied with applicable laws and regulations. 

Disclaimer of Opinion 

We were unable to render an opinion on the Agency's financial statements 
because the Agency did not have sufficient audit trails to identify the contents of 
the S13.1 billion (83 percent of total liabilities) reported as Other Non-Federal 
(Government) Liabilities of the Foreign Military Sales Trust Fund. Supporting 
documentation to allow us to audit S13.4 billion of disbursements for the 
Foreign Military Sales Trust Fund was unavailable. Additionally, the reported 
accounts payable of the Foreign Military Sales Trust Fund was unauditable 
because the Agency did not have an audit trail by vendor or major command. 
Although a Management Representation Letter was provided to us, the Agency 
could not attest to the accuracy or completeness of the financial data. 
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Our review provides a reasonable basis for conclusion on the internal control 
structure, and compliance with laws and regulations as they relate to the 
financial statements of the Agency. Our review would not necessarily disclose 
all internal control and compliance «portable conditions that might also be 
considered material weaknesses. Reportable internal control and"compliance 
conditions are summarized in this report and will be further addressed in our 
internal control and compliance report to be published. 

Internal Controls 

We reviewed the internal control structure of the Agency and obtained an 
understanding of the internal control policies and procedures. In addition, we 
reviewed die implementation of the Management Control Program by the 
Agency managers. We performed applicable tests of the internal control 
structure to determine whether the controls were effective and working as 
designed. 

The internal control structure was not effective in accounting for and managing 
resources, ensuring compliance with laws and regulations, and ensuring that the 
financial statements are free of material misstatements. Mytnggmant actions are 
needed to improve the internal controls relating to cash disbursements including 
transportation disbursements and unmatched disbursements, supporting die 
general ledger by subsidiary accounts, recording and reporting accounts 
receivable and accounts payable, accounting for revenues and expenses, follow 
up on errors reported by die Positive Transaction Control system (a module that 
verifies the validity of processed transactions), strengthening the electronic data 
processing security controls, and implementing the Management Control 
Program. 

The Agency and the Defense Finance and Accounting Service, Denver Center 
Annual Statements of Assurance did not identify any material weaknesses as 
related to the Agency's activities. Some of the internal control weaknesses or 
noncompliance with laws and regulations that we identified may result in 
material misstatements in the financial statements. 

Compliance with Laws and Regulations 

We tested compliance with material provisions of laws and regulations, such as 
the Arms Export Control Act, die Federal Managers' Financial Integrity Act, 
the CFO Act of 1990, and DoD Financial Management Regulations, as they 
pertain to the accuracy of the financial statements. Compliance issues «^Vntifif* 
during our review may have a material impact on the financial statements. 
Those issues pertain to accounting for the Foreign Military Sales Trust Fund 
accounts receivable, accounts payable, and revenues and expenses and 
implementing Management Control Program. 

Robert J. Lieberman 
Assistant Inspector General 

for Auditing 
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DEFENSE SECURITY ASSISTANCE AGENCY 

WASHMOTOM,DC anoi-aoo 

26 H8 J5S6 

In reply refer to 
1402506/96 

MEMORANDUM FOR ASSISTANT INSPECTOR GENERAL FOR AUDITING 

SUBJECT: Management Assurance Concerning Defense Security Assistance Agency 
Financial Statement for FY 1995 

Reference: DoDIG Memorandum dated January 18,1995, Subject: Management 
Assurance Concerning Defense Security Assistance Agency Financial 
Statement for FY 1995 

In response to the referenced memorandum, we assure the Financial Statement for 
this Agency is presented in the format and content as described by the Office of 
Management and Budget (OMB) Bulletin No. 94-01, "Form and Content of Agency 
Financial Statement," November 16,1993, and other guidance issued by the Office of the 
Under Secretary of Defense, Comptroller (OUSD(Q) as described in the footnotes 
accompanying the statement. 

We have concerns with the accuracy of the Defense Security Assistance Agency 
(DSAA) FY 1995 Financial Statement(s) as its accuracy may be in question. To the best 
of our knowledge the following is a fair representation of the Financial Statement(s) as 
prepared by Defense Finance and Accounting Service (DFAS). 

- Although DSAA is responsible for the presentation of the Agency Financial 
Statement according to OMB Bulletin No. 9441 and other DoD policies, we cannot attest 
to the accuracy or completeness of the data presented as prepared by DFAS. 

-The Financial Statement for DSAA is prepared by DFAS from their Defense 
Integrated Financial System (DIPS). The DBRS is a repository of data that is as accurate 
and complete as the data supplied by multitude of financial and logistical systems 
throughout die Department Numerous GAO, DoDIG and Departmental audits and 
reports, and reviews by DSAA nave identified deficiencies within these systems and/or 
operating procedures which also affect the accuracy and completeness of the DSAA 
Financial Statement. 

- Although DFAS has attested to the accuracy of the various account balances 
maintained for the Services which were used to prepare the DSAA Financial Statement, 

54 



Appendix A. Disclaimer of Opinion and Financial Statements Audited 

there have been communications received from regulatory agencies. DFAS, and auditors, 
as well as DSAA internal reviews., concerning noncompliance with, or deficiencies in, 
financial practices that could have a material effect on the Financial Statement. 

- There are material transactions not properly recorded in the accounting and/or 
logistical records and subsequently reflected in the DSAA Financial Statement(s). 

- Based on information provided by DFAS, we are not aware of any other material 
liabilities or gain or loss contingencies that are required to be accrued or disclosed by 
Financial Accounting Standards Board Statement No. 5, "Accounting for Contingencies" 
March 1975. 

- All financial records and related data available to DSAA were provided to you. 

- There are no plans or intentions, other than those previously discussed with you, 
that will materially affect the value or classification of assets and/or liabilities. 

- There are no irregularities involving DSAA management or employees who 
have significant roles in the internal management control structure. 

- There are no irregularities that could materially affect the Financial Statement 
involving other employees or management. 

- There arc no violations or possible violations of laws or regulations that should 
be considered for disclosure in the Financial Statement or for recording a loss 
contingency. 

- There are no unasserted claims or assessments that our legal representative 
believes must be disclosed in accordance with the Financial Accounting Standards Board 
Statement No. 5. 

- There are no liens or encumbrances on fund assets, nor have any assets been 
pledged. The Fund has satisfactory title to all assets. 

- There were no events occurring after the balance sheet date that require 
adjustments to. or a disclosure in, the Financial Statement. 

- All adjustments that DSAA or the DFAS made to account balances are fully 
documented and were made in accordance with applicable accounting standards and DoD 
policies. 

55 



Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Attached is the FY 1995 Legal Representation Letter for the DSAA Financial 
Statement(s). 

£Lj&<Ut 

Attachments: 
As Stated 

cc: 
OUSD(C) 

^•*y<7 

H.DithlMcKaSp 
Acting OhKtor 
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DEFENSE LEGAL SERVICES 

February 5,1996 

MEMORANDUM FOR ASSISTANT INSPECTOR GENERAL FOR AUDITING 
DEPARTMENT OF DEFENSE 

SUBJECT: Legal Representation Letter 

During the period September 30,1995 to February 2,1996, in the course of 
performing legal services for the Defense Security Assistance Agency, I have become 
aware of no legal claims or assessments against the agency nor of any legal claims or 
assessments which probably will be asserted. 

While in 1981 the Government of Iran filed a claim against the Government of the 
United States concerning unresolved issues involved in Iran's Foreign Military Sales 
program, the claim is not against the Defense Security Assistance Agency. The extent of 
the liability of the FMS Trust Fund in that claim will be the same as if mere were no 
claim - at the final closure of Iran's FMS program, the residual amount in Iran's FMS 
Trust Fund account will be returned to Iran. Any additional sums which might be 
adjudged due to Iran by the Iran-U.S. Claims Tribunal at the Hague would only be 
payable from the Judgment Fund, just as the settlement of one piece of said claim has 
already been paid. The Department of State represents the United States before the 
Tribunal. 

Susan C. Ludlow-MacMurray 
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Chief Financial 
Officer 

Annual Financial 
Statement 
FY 1995 

March 1, 1996 
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Overview 

FY 1995 ANNUAL FINANCIAL STATEMENT 
DEFENSE SECURITY ASSISTANCE AGENCY 

PARTI - OVERVIEW OF THE REPORTING ENTITY 

A. OVERVIEW 

The Defense Security Assistance Agency (DSAA) administers the security 
assistance responsibilities of the Secretary of Defense under the Foreign Assistance Act 
(FAA). of 1961 as amended, the Arms Export Control Act (AECA). as amended, and 
other applicable statutes. Executive Orders, and Directives 

SECURITY ASSISTANCE DEFINED 

Security assistance is an instrument of foreign policy that supports U.S national 
security by providing a broad range of programs employing both authorizations to transfer 
defense equipment, services, and training to national governments and international 
organizations, as well as providing funding to pay for such transfers. Security assistance is 
authorized by the FAA. and the AECA  The security assistance program helps friends and 
allies deter and defend against aggression, contribute to sharing the common defense 
burden and participate in muhinational security efforts, such as coalition warfare and 
peacekeeping operations 

Security assistance also promotes the national military strategies for active 
engagement and forward presence by improving the defense capabilities of our allies and 
friends, while demonstrating U S commitment to defending common interests.   As an 
integral pan of forward presence, security assistance programs enhance deterrence, 
encourage defense responsibility sharing, support U.S readiness, and increase 
interoperability with potential coalition defense partners 

Programs included in the military segment of security assistance include Foreign 
Military Sales (FMS). Foreign Military Financing (FMF). International Military Education 
and Training (IMET). Milhary-to-MiKtary Contact Program (MMCP). grams of Excess 
Defense Articles (EDA). Presidentially-directed drawdowns of defense inventories, and 
Special Defense Acquisition Fund (SDAF)   The structure of each program provides the 
capability to respond to the needs of friends and allies by addressing their security 
concerns while supporting US armed forces and promoting U.S. foreign policy and 
national security interests   Security assistance programs promote regional stability 
through arms transfer controls on the volume and types of weaponry provided to 
recipients and foster respect for human rights, democratic values, and institutions 
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Overview 

A brief description of each of the above programs follows 

Foreign Military Sales (FMS) 

The FMS program is the govemmeni-to-government channel for selling US 
defense equipment, services, and training  FY 1995 sales were $9.1 billion and FY 1994 
sales totaled 512 9 billion  Sales in FY 1993 exceeded $33 0 billion, the largest sales year 
in t S history and significantly above the historical annual average (See Table 1-1. page 
13 ) Future FMS levels for the remainder of the decade are expected to average under 
$10 0 billion annually 

FMS provides direct benefits by enhancing L'.S armed forces readiness posture 
and b\ supporting and encouraging interoperability among potential coalition defense 
partners   Additional national benefits derived from these sales include a more favorable 
balance of trade, sustamment of highly skilled jobs, and generation of revenue for US 
companies   Department of Defense (DoD) benefits from FMS through extension of 
production lines and lowering of unit costs for key weapon systems, such as the MIA2 
tank. F-l b and F.A-1S aircraft, and AH-64 (Apache) helicopters 

Foreign Military Financing (F.MF) 

FMF is the primary financing program for military security assistance   The 
Conui ess appropriates funds in the Foreign Operations Appropriation Act and DoD 
execute» the program  The majority of FMF grants are designated to meet the continuing 
security needs of allies in the Middle East, but funding is also provided to support securin 
assistance initiatives in Central Europe (CE) and assist coumemarcotics and demining 
efforts   FMF in FY 1995 totaled $3 154 billion, roughly equal to the FY 1994 level 
After funding Israel and Egypt ($3 I billion) and other earmarked programs, less than S3: 
million in discretionary FMF funding was distributed to Jordan, coumernarcotic country 
programs. Haiti, demining. and the Baltic Peacekeeping Battalion   Greece and Turke\ 
recei\ ed market rate loans through FMF 

International Military Education and Training (IMET) 

The IMET program is a low cost grant program that provides professional military 
education and training to national military and civilian personnel  This training, through 
attendance at IMET sponsored courses in the United States and programs conducted in- 
country by various training teams, exposes future leaders of defense and related 
establishments to our values regard for human rights, democratic institutions, and civilian 
control of a professional military   Over 3.000 military and civilian personnel from over 
10(' counines participated in IMET in FY 1995 at an end-of-year program value of 
$2i- ."5 million   Over 3.000 participated in the FY 1994 IMET program 
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To meet the challenges posed by recent transitions to democracy- in countries in the 
former Soviel Union. CE. Africa, the Pacific, and Latin America. IMET has been 
expanded to include programs focusing on human rights, effective defense resources 
management, military justice, and civil-military relations  The IMET program remains one 
of the least costly and most effective programs for maintaining U S influence and assisting 
countries in their transition to and maintenance of democracy During the last three 
decades over half a million foreign personnel have received training through IMET 
sponsorship 

Military-to-Military Contact Program (MMCP) 

The MMCP was designed to encourage a democratic orientation of defense 
establishments and military forces of other countries  While IMET focuses on individual 
training, the MMCP is directed towards foreign defense establishments as institutions to 
assist them in understanding the role of military forces in a democratic society  To 
accomplish this goal. MMCP relied on direct, in-country interaction between small, well- 
trained L' S contingents and their host-nation counterparts  The MMCP process began 
with a Military Liaison Team (MLT). assigned to the national Ministry of Defense. 
working in-country to determine the functional needs of the host government   Traveling 
Coma« Teams were then organized and sent in-country to provide expertise in specific 
functional needs identified by the MLT and the host country  The MMCP also provided 
familiarization tours, conferences, and exchange of military and civilian personnel to 
accomplish its objectives   For FY 1995. Congress appropriated $12 0 million in the 150 
budgei function for this program, of which %2 0 million was earmarked to initiate 
programs under the L' S Pacific Command's area of responsibility, and the balance to 
continue programs in CE traditionally funded with DoD or CINC funds  The 
Administration did not request funding for the MMCP in FY 1996   MMCP type activities, 
will be continued in the future as part of a broader program of traditional CINC military - 
to-military programs, outside of security assistance channels 

Excess Defense Articles (EDA) 

EDA are equipment (other than military construction equipment) which are in 
excess of the Approved Force Acquisition Objective and Approved Force Retention Stock 
at the time such articles are dropped from the DoD inventory  These articles may be sold 
to eligible countries and international organizations under the FMS program, or 
transferred under the provisions of Sections 516 through 520 of the F AA  During FY 
1995. $504 0 million in current value of EDA grant and sale transfers were notified to 
Congress, compared to the FY 1994 total of $267 0 million  Bahrain. Turkey. Greece. 
Egypt and Spain were the largest recipients of EDA   Several CE countries are no« 
eligible to receive non-lethal EDA grams, trucks and uniforms were provided to Estonia. 
Lat\ la Lithuania, and Albania under the program 
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Emergency Drawdown Authorities. 

Seaion 506. FAA authorizes the President, on a grant basis, to draw down defense 
articles from DoD inventories and to provide defense services to national governments and 
international organizations in response to military emergencies or to provide assistance for 
international narcotics control, international disaster relief, or refugee assistance   In FY 
1995. Seaion 506(aX 1) FAA. drawdowns for military emergencies totaling S32 0 million 
were executed to provide equipment and transportation in support of the UN Rapid 
Reaction Force in Bosnia   Section 552(cX2). FAA authorizes drawdowns for 
Peacekeeping Operations  In FY 1995. Seaion $52 Peacekeeping Drawdowns for 
commodities and services were S5 0 million to equip the Palestinian Police Force, and 
$7 0 million to support accelerated training of the new Haitian National Police Force 

Special Defense Acquisition Fand (SDAF) 

SDAF is a revolving fund used to acquire defense articles and services in 
anticipation of later sales through FMS to national governments and international 
organizations  The Administration decided to phaseout the SDAF program beginning in 
FY 1994 and use incoming sales receipts to further reduce the budget deficit   Due to the 
decapiialization of the fund. 5282 0 million was returned to the Treasury (Revolving Fund 
Capiial Transfer Account. ) 12814) in FY 1995 

Peacekeeping Operations 

The number of situations requiring peacekeeping operations has risen dramatically 
in the past feu years and can be expeaed to increase further in the years ahead   Militär, 
equipment and senices may be provided to individual countries or international 
organizations participating in selected regional peacekeeping operations through securitv 
assistance sale and lease programs or gram authorities  During FY 1995. military 
equipment was provided to member nations of the Economic Communitv of West African 
States involved in a peacekeeping effort in Liberia, and to the nations comprising the 
Baltic Peacekeeping Battalion, using FMS procedures and funding provided by the 
Department of State  The United Nations (UN) has also obtained a variety of military and 
support equipment on reimbursable lease and purchase agreements in support of 
peacekeeping programs in Somalia. Rwanda. Bosnia, and Haiti 
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SEaWTV ASSISTANCE RESPONSIBILITIES 

Within the Executive Branch, the National Security Council, the Office of 
Management and Budget (OMB), the Department of the Treasury, the Department of 
Commerce, and others have responsibilities related to security assistance However, the 
principal responsibilities tall to the Department of State and the DoD 

The Secretary of State has statutory responsibility for security assistance policy 
The State Department has overall responsibility and authority for security assistance 
programs and determines what security assistance will be provided or what sales will be 
made to which countries or international organizations  The Secretary of Defense has 
statutory' responsibility for determining what defense articles or services are available for 
sale or transfer abroad and for implementing the military segment of security assistance 
programs  The DoD also has significant input into the Department of State's policy 
decision making The security assistance functions delegated to the Secretary of Defense 
have been redelegated to the Director. DSAA   The Director. DSAA reports to the 
Secretary of Defense and Deputy Secretary of Defense through the Assistant Secretary of 
Defense for International Security Affairs and the Under Secretary of Defense for Policy 

DSAA is primarily a policy and management oversight organization: the Military 
Departments actually implement and execute programs  DSAA functions include the 
following  supervise formulation and execution of security assistance within DoD. 
including the development of DoD regulations governing security assistance programs and 
the DoD position on security assistance budget and legislative matters, monitor major 
weapons; system sale competitions and technology transfer issues, manage all budgetary 
and financial arrangements associated with FMS on a cash or FMF basis, manage the 
INfET program, maintain the FMS and IMET data bases, implement drawdown authority 
transfer«, in countries from DoD stocks and transfers of excess defense articles: manage 
the SDAF. serve as DoD focal point for liaison with other Executive Branch agencies, and 
supervise the organization, training, administrative support and staffing of DoD elements 
in countries which are responsible for managing security assistance programs 
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Accomplishing DSAA's management responsibilities with notable effectiveness 
would not be possible without clearly focused centralized program management supported 
by the decentralized logistics and services organizations of DoD. Security assistance is 
multi-functional, requiring extensive imeragency and intradepartmemal coordination and 
management outside of the security assistance management structure   DSAA provides 
the central focus, working directly with Congress. OMB. Department of State. 
Department of Treasury. National Security Council and other Executive Agencies   This 
central management is supported by decentralized operational activities The respective 
Military Department program office provides a subordinate structure to manage the 
interface for logistics, training, transportation, technology and program management of 
Military Department-unique weapons system and organizational performance   These 
program offices work directly with over 100 FMS customers and with their counterpart 
field activities to structure the respective Military Department's security assistance 
program within DSAA guidance. 

IMPLEMENTATION OF T.S. SECURITY ASSISTANCE 
POLICY AND OBJECTIVES 

DSAA's position and role in the t S Government is unique  DSAA is positioned 
to convert defense-related national security policy goals into reality, as evidenced by the 
broad array and large quantities of fielded weapons systems in friendly and allied military 
units, the ongoing execution of logistical support, defense training, and other service 
projects, and the myriad of cooperative programs which foster continuous interaction 
amonu the I S and other countries  The linkages between broad national policy goals, 
military -to-military relationships, and consequential development and implementation of 
concrete plans can only be accomplished through the centralized management, 
coordination, and control capabilities offered by DSAA 

DSAA continues to play a central role in support of Administration policies and 
Congressional legislated actions for international security assistance  In addition to 
ongoing support to long established countries and international organizations, more recent 
examples include United Nations peacekeeping efforts in various regions of the world. 
such as efforts in the former Yugoslavia. Haiti, and Rwanda and support to emerging 
democracies in CE  DSAA has also been a key player in the establishment of the Baltic 
Peacekeeping Battalion, consisting of troops from Estonia. Latvia, and Lithuania. In 
critical international situations, past and ongoing international security relationships have 
proven to be essential in providing the foundation for implementation of U S foreign 
policy and national security objectives 
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F.MS sales for FV 1995 totaled $9 1 billion, over S3 0 billion less than FY 1994. 
The decrease is attributed to the fact that ongoing changes in worldwide defense budgets 
that have emerged following the end on the Cold War   In FY 1995. $2 4 billion (26%) 
consisted of sales of Major Defense Equipment. (See Table 1-1. page 13. for the FMS 
sales history for the past five years.) 

Major aircraft system sales made up more than 20% of the FY 1995 sales These 
were the sale of 12 AH-64s to Egypt for $256 1 million. 30 AH-64s to the Netherlands for 
$66« A million. 8 AH-1 Ws to Taiwan for $ 101 1 million, 2 E2-Cs to France for $561 8 
million, and 7 refurbished KC-135sto Türke)' for $299.0 million, and 30F/A-18AS to 
Spain for $275 8 million (EDA). 

In FY 1995. Congress funded the full Administration request for IMET resulting in 
» modest increase to $25 5 million   An additional $850 0 thousand was added to IMET 
during the year, for an end-of-year total value of $26 35 million   In FY 19*4. the IMET 
program appropriation was reduced drastically from FY 1993 funding This required 
major restructuring of the IMET program and very close focus on the utility of our 
funding allocations  We distributed program shortfalls as equitably as possible to maintain 
viable security assistance relationships- 

DSAA continued to manage the EDA program during FY 1995   This program 
saves the American taxpayer money b> transferring excess defense equipment to other 
countries, saving the U S Government the cost of transporting, demilitarizing, and 
disposing of the equipment   At the same time, it fun hers the national security and foreign 
pohcv interests of the United States by enhancing the defense capabilities of our friends 
and allies    DS.AA notified Congress of potential transfers of over $50-4 0 million in 
current value during FY 1995 

During FY 1995. the Foreign Military Loan Liquidating Account (FMLLA) 
disbursed $421 9 million of loan funds on behalf of national purchases and $72 6 million in 
guaranty payments on defaulted loans During the same period. $1.699 3 million in 
principal, interest and late charges on all receivables was collected $1.052 8 million was 
returned to the Treasury $613 0 million was paid to the Federal Financing Bank (FFB). 
and S33 3 million of collections into 11X4121 was disbursed for new default pavmems 
$440 1 million in accrued interest and penalty revenue was recognized 

Based on audits of the FMF direct commercial contract program, through which 
approximately SI 0 billion of FMF funds are used each year, changes were made to the 
program in FY 1995   DSAA took steps to use FMF funds through the FMS program, 
which utilizes the DoD acquisition rules and regulations to purchase FMS customer 
requirements  After consulting with customers. Congress, industry, and others concerning 
the proposed changes, revised guidelines for continuing the program on an exception basis 
were issued in Januar» 1995 
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The drawdown of U S forces and increasing emphasis on disposal of assets, led 
DSAA to sponsor a Logistics Management Institute study of DoD disposal policy 
Preliminary results indicate substantial net dollar returns to the Defense Business 
Operations Fund can be realized through a business-based approach to retention, with 
concurrent improvement of support to both DoD and security assistance customers The 
study was completed in FY 1994 and action was taken in FY 1995 to test the conclusions 
reached and refine DoD spare pans retention policies  DSAA will continue consultations 
with other DoD offices to implement change; which will improve support to U S and to 
security assistance customers. 

DSA.VS EVOLVING INTERNATIONAL SECITOTV 
ASSISTANCE ROLE 

DSAA is working closely with other DoD components to develop a coherent 
strategy with respect to conventional arms transfers The laws, policies, regulations and 
procedure.« governing the current I' S system of arms export controls are being carefullv 
examined 10 determine the changes neeessarv to enhance their relevance to new world 
realities.   As the DoD focal point for administering the muhi-billion dollar security 
assistance program. DSAA is uniquely qualified 10 provide valuable advice to senior DoD 
policy makers on security assistance matters 

During FY 1995. DSAA successfully managed two major attack helicopter 
competitions in the Netherlands and the L'nued Kingdom with an aggregate value of 
approximately S2 I billion   Such sales are critical to the maintenance of a prudent le\ el of 
military production during a period of reduced DoD budgetary resources 

DSAA has provided essential leadership in maintaining the bridge between foreign 
nation security assistance requirements and maintenance oft' S production capability 
The continued long-term operation of numerous production and rebuild lines for major 
items of defense equipment are heavily impacted by. or dependent on. continued 
international security agreements   The following list of systems for which sales totaled 
over S2 26 billion in FY 1995 are representative of those programs which tangibly extend 
I' S production lines 

AH-64 Attack Helicopters 
AH-1W Attack Helicopters 
AIM-120 AMRAAM Missiles 
E2-C Aircraft 
F/A-18 Aircraft 
Muliiple Launch Rocket Systems 

10 
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SALES. REVENTE. AND COST MANAGEMENT 

The final FY 1995 FMS sales totaled $9 1 billion as compared to the FY 1994 
FMS sales of 512 9 billion  The FY 1995 major defense equipment sales were 26%. or 
$2 4 billion, of the $9 1 billion total (see Table 1-1. page 13 for prior year FMS Sales and 
Deliveries) 

During FY 1995. the Foreign Military Loan Liquidating Account (FMLLA) had 
reimbursements of $442.2 million, consisting of $292 3 million of receipts on FFB 
guaranteed FMF loans, and $149 8 million of reimbursements on defaulted and 
rescheduled guaranteed FMF loans  The $292 2 million was transferred to the FFB. and 
the $149 9 million of reimbursements on defaulted and rescheduled loans was partialk 
reused to offset the $72 6 million of new defaults paid to lenders covered by DoD 
Guarantees 

COMMERCIAL FACTIONS. REVOLVING F|-\DS. ANT) 
TRl ST Fl'XDS REPORTED 

DSAA was established as a separate agency of the DoD to administer the military 
assistance component of the nation's security assistance programs  In fulfilling this 
mission. DS.AA has managerial and administrative responsibility for the FMS Trust Fund, 
the Foreign Military Financing Program Account (FMFPA). the FMLLA. the Foreicn 
Military Financing Direct Loan Financing Account (FMFDLFA). the SDAF. and the 
former Guaranty Reserve Fund (GRJ) 

FOREIGN MILITARY SALES (FMS) TRUST FUND This account (8242). was 
established as a means of facilitating the purchases of L' S defense articles and services b\ 
countries, as authorized in the AECA  The Trust Fund provides a vehicle through which 
the United States Government processes national funds required for FMS case payments 
to U S contractors for new procurement, and to DoD components for sales from DoD 
stocks  Table 1-2. page 13. provides information about receipts and disbursements  The 
performance measurements in the overview and the performance indicators in the 
supplemental section are indicative of the FMS business process, however, they are not 
directly linked to the Agency's plans, goals, and objectives  The role of the USG. and 
therefore DSAA. is to respond to requests for purchases   As such, we don't link a certain 
level of sales (or most other financial measurements) to the effective accomplishment of 
the Agency s mission  Tables 1-3 and 1-4. page 14. indicate the value and number of 
active FMS agreements as of September 30. 199! through 1995 

11 
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SPECIAL DEFENSE ACQUISITION FUND (SDAF) This account (4116). was 
authorized by the International Security and Development Cooperation Act of 1981   The 
SDAF is a revolving fiind under the control of the DoD which finances the acquisition of 
defense articles and services in anticipation of their transfer (pursuant to AECA). to 
eligible nations and international organizations  The SDAF account is replenished from 
the proceeds of sales of hems purchased by the account The Administration is phasing 
out this program  SDAF performance measurements are presented in the overview and in 
the supplemental section of this report 

FOREIGN MILITARY FINANCING PROGRAM ACCOUNT (FMFPA)  Trus 
account is being reported as pan of the FMF Direct Loan Financing Account (FMFDLFA) 
(Account 4122)  The following narrative is provided to reflect its relationship to the 
FMFDLFA  The FMFPA Account 1085. was established by the Credit Reform Act as an 
appropriated fund account to provide the funding necessary to finance the subsidy element 
of the loan program Expenditures from this account finance the subsidy element of direct 
loan disbursements and are transferred into the FMFDLFA to make the required loan 
disbursements for approved FMS or commercial sales 
Management has taken action to establish performance indicators on this account   See the 
o\er\ie* and supplemental sections for FMFDLFA performance measures 

GUARANTY RESERVE FUND (GRF)  This account (4121). was established b> 
Congress to provide a guaranty against country loan arrearages or defaults on the 
repayment of loans due to the FFB and commercial banks  The nature and purpose of this 
account was changed on October 1. 1991. by implementation of the Credit Reform Act   It 
has now been replaced by the FMLLA (4121) 

FOREIGN MILITARY LOAN LIQUIDATING ACCOUNT (FMLLA)   This 
account (4121) was established under Credit Reform Act  Consolidated into this symbol 
were all assets liabilities, and equities for loan balances previousl) recorded in accounts 
11-10$:. I IM 1083. IIM1084. and 11X4121   This account disburses loan funds 
pre\ iousK made available and accounted under the previously mentioned accounts 
FMLLA performance measurements are shown in the overview and in the supplemental 
section of this report 
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FOREIGN MILITARY FINANCING DIRECT LOAN FINANCING ACCOUNT 
(FMFDLFA)  This account (4122) was established under the Credit Reform Act  The 
establishment of this account provides the vehicle for making disbursement of Foreign 
Militär) Loan funds for approved procurements and for subsequent collection of debt 
service due for the loans The account uses permanent borrowing authority from the 
Treasury, combined with transfers of appropriated funds from account 1085 to make the 
required disbursements for loan recipient countries for their FMS or commercial 
procurements  Receipts of debt service payments from borrowers are used to repay the 
borrowings from Treasury FMFDLFA performance measurements are shown in the 
overview and in the supplemental section of this report 

ACCOl NTING RESPONSIBILITIES FOR THE FUNDS 

The Defense Finance and Accounting Service (DFAS). Denver Center. Deputate 
for Securin Assistance, has provided centralized accoumine services to DS.\A since 7 
March 1993 

KEV ACCOUNTING CHANGES 

SDAF ACCOL"vTrNG   The DFAS. Denver Center has continued to implement 
within n> existing accrual accounting process, an accounting procedure that more closeh 
matches the actual operation of the fund   This procedure, known as the completed 
contract method of accounting, recognizes that a single procurement contract represents 
a discrete aggregation of effort which best embodies the recordable activity of the fund, 
and the final costs on a procurement contract cannot be determined until the contract is 
legalh. complete and closed Upon contract closure, all expenses are matched with the 
appropriate revenue  The DoD Accounting Manual prescribes the accrual basis as the 
ba>i> of the accounting to be used by DoD Components  However, due to the decision to 
phase out the SDAF. it was determined that it was not cost effective to change the 
existing accounting process at that time 

SDAF INVENTORY The SDAF inventory valuation was based on actual 
amounts reported by the Military Departments since these assets are controlled and 
managed by these agencies 

OTHER 

In Fiscal Year 1995, for the first time, the dollar value of FMS eases closed 
(S10 074B) exceeded the dollar value of new cases implemented and amendments 
processed (S9 054B)  This is the result of DS.AA emphasizing closure of cases that ha\e 
been suppK complete for more than two years  This emphasis will continue into Fiscal 
Year ]99e and beyond (See Tables 1-5 and 1-6. page 15 ) 
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REPORT PREPARATION 

The financial statements have been prepared to report the financial position and 
results of operation for the entity, pursuant to the requirements of the CFO Act of 1990 
The financial statements have been prepared from the books and records of the entity in 
accordance with the formats prescribed by OMB  DSAA is included in the DoD Five 
Year Financial Management Plan  This report does not identify any separate funding 
needs 

14 
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TABLE 1-1 

FOREIGN MILITARY SALES AND DELIVERIES 
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TABLE 1-2 
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TABLE 1-3 

NUMB» OFOPEN CASES BY RSCAL YEAR 
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TABLE 1-4 

VALUE OF OPEN CASES BY FISCAL YEAR 
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TABLE 1-5 

NEW vs CLOSED CASES BY FISCAL YEAR 
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TABLE 1-6 
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PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

SPECIAL DEFENSE ACQUISITION FUND. ACCOUNT 4116: 

PROGRAM: Number or Purchase Orden Issued, New and Revised 

FY 1995 ACTIVITY TOTAL 

TOTAL MILITARY INTERDEPARTMENTAL PURCHASE 200 
REQUESTS (MIPRs) ISSUED 

n 1994 ACTIVITY TOTAL 

TOT .AL MILITARY INTERDEPARTMENTAL PURCHASE 166 
REOLESTS(MlPRs) ISSUED 

.NARRATIVE: 

This performance measure reflects the number of MlPRs that were issued with current and 
prior >ear obligation authority and the number of revisions to existing MlPRs 

SOURCE: 
DSAA Special Defense Acquisition Fund Management Information System 
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PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

SPECIAL DEFENSE ACQUISITION FUND. ACCOl^NT 411ft: 

PROGRAM: Number of Purchase Orders Closed 

FY 1995 ACTIVITY 

Ace in Years 
0-3 

TOTAJ- 
l 

4-0 
7.9 

2J 
35 

10- 
TOTAL 

10 
70 

FY 1994 ACTIVITY 

Aue in Years. TOTAL 
0-J 61 

7-9 
46 
12 

TOTU 
4 

12? 

NARRATIVE: 
This performance measure 

relative ace 
shows the number of purchase orders that were closed and tl 

SOIRCE: 
DSAA Special Defense Acquisition Fund Management Informal on System 
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PART 1: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

SPECIAL DEFENSE ACQUISITION FUND. ACCOl?sT 4116: 

FINANCIAL: Gain or Loss on Cases Closed 

(Whole Dollars) 

FY 199? ACTIVITY TOTAL 

Net Gain Returned to I' S Government Treasury SO 0 

FY 1994 ACTIVITY TOTAL 

Net Gain Returned to l' S Government Treasury SO 0 

NARRATIVE: 
This performance measure reflects the dollar amounts returned to ihe I' S Treasun   There were 

no funds reiurned to Treasun in Fiscal Year (FY) 1<W-4   Due to the decapitalization of the fund, a FY 
]o.i< yain of SI 5.545.(«5 0." was used to write-off unsalable equipment 

SOIRCE: 
Financial Statements 
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PART 1: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

SPECIAL DEFENSE ACQUISITION FUND- ACCOUNT 4116: 

FINANCIAL: Financial Performance 

THOUSANDS ($ X 000) 

FY 1995 END OF YEAR POSITION TQTA1 

Assets S656.074 0 
Liabilities ÜLpTifi 
Equity $522.000 o 

Current Ratio (Current Assets to 
Current Liabilities) 4 9 ' 

FY 1994 END OF YEAR POSITION TOT.U 

Asset. S96:.391 0 
Liabilities _l?y.WlP 
Equitv S804.000 0 

Current Ratio (Current Assets to 
Current Liabilities) 6 ' 

NARRATIVE: 
This performance measure compares assets to liabilities  For a breakout of the T\ 199:- 

Liabilities amount see the "Statement of Financial Position" for 11X4116 in Pan II and Footnote 
17 B   Of the total "Liabilities amount of $134.074 0 for FY 1995. $124.982 0 applies to "Other 
non-Federal Liabilities " This amount ($124.982 0) was computed by using "Advances to 
Contractors" (GLAC 1400) and "Unearned Revenue" (GLAC 2310) in accordance with the 
"Completed Contract Method" of accounting This fund has more than enough assets to cover 
its liabilities The FY 1994 amounts are presented for comparison 

SOURCE: 
SDAF General Ledger 
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PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

SPECIAL DEFENSE ACQUISITION FUND. ACCOUNT 4116: 

FINANCIAL: Operating Costs 

THOUSANDS (S X 000) 

FV 1995 End of Year Position TOTAL 

Net Operating Costs 
Revenues and Reimbursements 307.606 0 
Less   Total Expenses and Losses 307.606 0 
Results of Operations (Gain) 0 0 

F\ 1994 End of Year Position TOTAL 
Net Operating Costs 
Revenues and Reimbursements $211,109 0 
Less   Total Expenses and Losses 211.109 0 
Results of Operations (Gain) 0 0 

NARRATIVE 
This performance measure presents the annual results of operation  The total eaminss for 

Fiscal Year (FY) 1995 was $307.606.000 00  To arrive at the FY 1994 results of operations 
amount, an adjustment to prior years' revenues ($387,178.49) and applicable contract 
administration costs ($8.779 28) had to be subtracted  During FY 1994. and before the 
September 30.1994 accounting position was determined. S22.2S6.908 81 of gain was used to 
write-off unsalable equipment  During FY 1995. and before the September 30. 1995 accounting 
position was determined. $15.545.063.03 of gain was used to write-off unsalable equipment 

SOURCE: 
Statement of Operation. Costs and Chances in Net Position 
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PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

SPECIAL DEFENSE ACQUISITION FUND. ACCOUNT 4116: 

OPERATING RESULTS: Reimbursement of DoD for Articles and Services 

THOUSANDS (S X 000) 

FY 1995 ACTIVITY, END OF YEAR POSITION TOTAL 

COLLECTIONS $245.452 6 

DISBURSEMENTS $159.873 0 

FY 1994 ACTIVITY, END OF YEAR POSITION TOTAL 

COLLECTIONS $275.600 0 

DISBURSEMENTS S179.28S0 

NARRATIVE: 
This performance measure presents the annual receipts and outlays for the fund  These 

collections were received through the Foreign Military Sales Trusi Fund from foreign customers 
and from DoD agencies for articles and services sold from the fund  Disbursements were to 
commercial contractors or DoD agencies The FY 1994 amounts are presented for comparison 

SOURCE: 
SDAF General Ledger and September 1995 Acct Rpt(M)! 176 (Report on Budget Execution) 
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PART I: 0\-ERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

SPECIAL DEFENSE ACQUISITION FUND. ACCOUNT 4116: 

FINANCIAL: Financial Condition 

THOUSANDS (S X 000) 
FY 1995 YEAR END POSITION TOTAL 
ASSETS 

Cash/Fund Balance with Treasury $453.988 
Inventory 152.885 
Advances and Prepayments 0 
Accounts Receivable. Federal 49.201 

TOTAL ASSETS $656.074 

LIABILITIES 
Accounts Payable. Non-Federal $7.039 
Other Liabilities 124.982 
Accounts Payable. Federal 2.053 

TOTAL LIABILITIES S134.074 

Current Raiio (Current Assets to 
Current Liabilities) 4.9 1 

FY 1994 YEAR END POSITION TOTAL 
ASSETS 

Cash Fund Balance uith Treasury $650.408 
lmenton 286.449 
Advances and Prepayments 0 
Accounts Receivable. Federal 25.534 

TOTAL ASSETS $962.391 

LIABILITIES 
Accounts Payable. Non-Federal $8.357 
Other Liabilities 142.280 
Accounts Pavable. Federal 7.754 

TOTAL LIABILITIES $158.391 

Current Ratio (Current Assets to 
Current Liabilities) 61 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Overview 

PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

SPECIAL DEFENSE ACQUISITION FUND. ACCOUNT 4116: 

FINANCIAL: Financial Condition (Continued) 

NARRATIVE: 
This performance measure shows the year end position of this fund   All assets and 

liabilities are considered "current" and there are no "long term" accounts The Fiscal Year (FY) 
1W4 amount* are presented for comparison 

SOURCE: 
SDAF General Leduer 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Overview 

PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART 1 

FOREIGN MILITARY LOAN LIQUIDATING ACCOUNT. 
ACCOUNT 4121; 
FINANCIAL PERFORMANCE: Reimbursement of DoD Articles and Services 

THOUSANDS ($ X 000) 
FY 1995 ACTIVITY. END OF YEAR POSITION 
11X4121   Principal and interest collections on 

defaulted Federal Financing Bank and 
Commercial Guaranteed Loans and principal 
collections on the Guaranteed portion of 
rescheduled loans 

112968     Principal collections on Direct Loans and the 
direct portion of rescheduled loans 

111468     Interest and Late Charges on direct and 
rescheduled loans and late charges on 
defaulted Federal Financing Bank and 
Commercial Guaranteed Loans 

11X4121    Principal on Federal Financing Bank loans - 
transferred to 20X4521 097 

11X4121    Interest on Federal Financing Bank loans 
transferred to 20X4521 

TOTAL COLLECTIONS 

FY 1994 ACTIVITY. END OF YEAR POSITION 
11X4121   Principal and interest collections on 

defaulted Federal Financing Bank and 
Commercial Guaranteed Loans and principal 
collections on the Guaranteed portion of 
rescheduled loans 

112968      Principal collections on Direct Loans and the 
direct portion of rescheduled loans 

111468      Interest and Late Charges on direct and 
rescheduled loans and late charges on 
defaulted Federal Financing Bank and 
Commercial Guaranteed Loans 

11X4121    Principal on Federal Financing Bank loans • 
transferred to 20X4S21.097 

11X4121    Interest on Federal Financing Bank loans 
transferred to 20X4521 

TOTAL COLLECTIONS 

TOTAL 
149.870 

673.622 

262.683 

292.387 

320.763 

1.699.325 

TOTAL 
34.423 

544.704 

273,480 

297.949 

346.131 

1.496.687 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Overview 

PART 1: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

FOREIGN MILITARY LOAN LIQUIDATING ACCOUNT. 
ACCOUNT 4121: 

FINANCIAL PERFORMANCE: Reimbursement ofDoD Articles and Services 
(continued) 

NARRATIVE: 
This performance measure compares the collections made to various accounts for 

several types of loans   The collections are made for: (a) repayments of guaranty 
disbursements made by DSAA for defaults or reschedulings and collected back into 
11X4121 for neu default disbursements, (b) repayments for direct loans and deposited 
into Treasury's miscellaneous receipt accounts 2968 and 1468; (c) repayments 
for Federal Finance Bank (FFB) loans and returned to FFB for borrowings from FFB 
Collections of miscellaneous receipts (2968 and 1468) have increased over the past two 
years due to increased principal collections for direct loans  Collections into 11X4121 
have decreased the past two years due to reschedulings of certain countries which were 
primarily in arrears 

SOIRCE: 
General ledgers. Undisbursed Appropriation Account Report (TFS 6653). and 

Undisbursed Appropriation Accounts - Trial Balance (TFS 6654) 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Overview 

PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

FOREIGN MILITARY LOAN LIQUIDATING ACCOUNT. 
ACCOUNT 4121: 

FINANCIAL CONDITION: Assets to Liabilities Ratio 

MILLIONS (S X 000.000) 
FY 1995 END OF YEAR POSITION TOTAL 
Assets 8.501 
Liabilities 7.882 
Equity 619 

Assets to Liabilities Ratio               1.07 1 

FY 1994 END OF YEAR POSITION TOTAL 
.Assets 9.559 
Liabilities 7.995 
Equity 1.56-1 

Assets to Liabilities Ratio 1.2-1 

NARRATIVE: 
This performance measure represents the asset to liability ratio   Included in the 

asset balance are receivables for Federal Financing Bank (FFB) loans which equal the total 
liabilities which are borrowings from FFB 

SOIRCE: 
General ledgers 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Overview 

PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

FOREIGN MILITARY LOAN LIQUIDATING ACCOUNT. 
ACCOUNT 4121: 

Operating; Costs 

THOUSANDS ($ X 000) 

FY 1995 ACTIVITY. END OF YEAR POSITION 

Interest Expense on Federal Finance Bank Borrowings 
Total Operating Expenses 

FY 1994 ACTIVITY, END OF YEAR POSITION 

Interest Expense on Federal Finance Bank Borrowings 
Total Operating Expenses 

TOTAl 

»16.5541 
(3)6.55-4) 

TOTAL 

(341.535) 
(341.535) 

NARRATIVE: 
This performance measure represents the costs associated with the liquidating 

account   The only cost was interest expense paid to the Federal Financing Bank (FFB) for 
borrowings on FFB loans administered by DSAA  The drop in interest expense from FY 
94 to FY 95 is due to the decrease in loan principal as FFB loans are paid offbv the 
customers  There are no new FFB loan receivables to increase the principal balance thus 
increasing the interest expenses 

SOl'RCE: 
General ledeers 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Overview 

PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

FOREIGN MILITARY LOAN LIQUIDATING ACCOUNT. 
ACCOUNT 4121: 

Operating Results 

FY 1995 ACTIVITY 

THOUSANDS ($ X 000) 

Revenues less Funds Returned to Treasury 
Less  Expenses 
Operating Results 

FY 1994 ACTIVITY 

Revenues less Funds Returned to Treasury 
Less   Expenses 
Operating Results 

TPTAL 

(105.367) 
(364.832) 

$(470.199) 

TOTAL 

(125.713) 
(341.535) 

5(467.248) 

NARRATIVE: 
This performance measure represents the difference between revenues and 

expenses in the account   The revenue is offset by the amount of collections that was 
returned to the Treasury which includes principal and interest   The difference between FY 
1994 and FY 1995 operating results is due to the increase in funds returned to the 
Treasury in FY 1995 over FY 1994 

SOURCE: 
General ledcers 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Overview 

PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART 1 

FOREIGN MILITARY LOAN LIQUIDATING ACCOUNT. 
ACCOUNT 4121: 

FINANCIAL CONDITION: Asset and Liability Account Balances and Ratio 

MILLIONS (S X 000.000) 
FY 1995 YEAR END POSITION TOTAL 
ASSETS 
Cash Fund Balance with Treasury ] ] 
Inventory 0 
Ad\ ances and Prepaymeni s 0 
Accounts Receivable. Non-Federal 579 
Loans Receivable 7,9] 1 
TOTAL ASSETS 8.501 

LIABILITIES 
Accounts Payable. Non-Federal 
Other Liabilities 
Accounts Pavable. Federal 
TOTAL LIABILITIES 

Assets to Liabilities Ratio 

FY 1994 YEAR END POSITION 
ASSETS 
Cash/Fund Balance with Treasury 
Inventory 
Advances and Prepayments 
Accounts Receivable. Non-Federal 
Loans Receivable 
TOTAL ASSETS 

0 
7.882 

0 
7.8S: 

1 07 I 

TOTAL 

433 
0 
0 

499 
Lfi27 
9.559 

91 



Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Overview 

PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

FOREIGN MILITARY LOAN LIQUIDATING ACCOUNT. 
ACCOUNT 4121: 

FINANCIAL CONDITION: Asset and Liability Account Balances and Ratio 
(Continued) 

LIABILITIES 
Accounts Payable. Non-Federal 0 
Other Liabilities 7.996 
Accounts Pavable. Federal 0 
TOTAL LIABILITIES 7.996 

Assets 10 Liabilities Ratio  1.2 1 

NARRATIVE: 
This performance measure shows the make up of the assets and liabilities of the 

account   The fund balance with Treasun decreased from FY 1994 to FY 1995 due to 
disbursements made for direct loans  The loan receivables are lower due to the increase in 
principal collections in FY 1995. 

SOIRCE: 
General ledaers 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Overview 

PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

FOREIGN MILITARY FINANCING DIRECT LOAN 
FINANCING ACCOUNT. ACCOUNT 4122: 

FINANCIAL PERFORMANCE: Reimbursement for Articles and Services 

THOUSANDS (S X 000) 
FY 1995 ACnvrrv. END OF YEAR POSITION        TOTAL 

Total Collections $93.698 

FY 1994 ACTIVITY. END OF YEAR POSITION        TOTAL 

Total Collections $50.666 

NARRATIVE: 
This account was established in FY 1992 

SOIRCE: 
General ledgers. Undisbursed Appropriation Account Report (TFS 6653). and 

L'ndisbursed Appropriation Accounts - Trial Balance (TFS 6654) 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

PART 1: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

FOREIGN MILITARY FINANCING DIRECT LOAN 
FINANCING ACCOUNT. ACCOUNT 4122: 

FINANCIAL CONDITION: Assets to Labilities Ratio 

THOUSANDS (S X 000) 
FY 1995 END OF YEAR POSITION TOTAL 

Assets 
Liabilities 
Equity 

2.465.785 
2.465.739 

46 

Asset to Liabilities Ratio 11 

FY 1994 END OF YEAR POSITION TOTAL 

Assets 
Liabilities 
Equity 

1.946.779 
1.946.733 

46 

Asset to Liabilities Ratio 1 1 

Overview 

NARRATIVE: 
This performance measure represents the difference between assets and liabilities 

The ratio remains constant from FY 1994 to FY 1995 The dollars increased by the new 
loan agreements signed in FY 1995  Equity consists of unobligated appropriated funds 

SOURCE: 
General ledgers. 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Overview 

PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

FOREIGN MILITARY FINANCING DIRECT LOAN 
FINANCING ACCOITST. ACCOl^NT 4122: 

Operating Costs 

THOUSANDS (S X 000) 
FY ! 995 ACTIVITY, END OF YEAR POSITION        TOTAL 

Subsidy Expense 
Administrative Expenses 
Total Operating Expenses 

42.774 
 0 
42.774 

FY 1994 ACTIVITY. END OF YEAR POSITION        TOTAL 

Subsidy Expense 
Administrativ e Expenses 
Total Operating Expenses 

38.118 
0 

38.118 

NARRATIVE: 
This performance measures shows the operating expenses for the account 

SOIRCE: 
General ledgers 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Overview 

PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART 1 

FOREIGN MILITARY FINANCING DIRECT LOAN 
FINANCING ACCOITST. ACCOUNT 4122: 

Operating Results 

THOUSANDS (S X 000) 

FY 1995 ACTIVITY. END OF YEAR POSITION        TOTAL 

Appropriations Expensed Plus Revenues 98.243 
Less Operating Expenses (98.243) 
Operating Results 0 

FY 1994 ACTIVITY. END OF YEAR POSITION        TOTAL 

Appropriations Expensed Plus Revenues 65.566 
Less Operating Expenses (65.566) 
Operating Results 0 

NARRATIVE: 
This performance measures shows the operating results of the account   Net results 

from operations must equal 2ero for credit reform loans 

SOURCE: 
General ledeers 
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Appendix A. Disclaimer of Opinion and financial Statements Audited 

Overview 

PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

FOREIGN MILITARY FINANCING DIRECT LOAN 
FINANCING ACCOUNT fFMFDLFAL ACCOUNT 4122: 

FINANCIAL CONDITION: Assets and Liabilities Account Balances and Ratio 

THOUSANDS (S X 000) 
FY 1995 ACTIVITY, END OF YEAR POSITION TOTAL 
ASSETS 
Fund Balance with Treasury 500.186 
Inventory 0 
Advances and Prepayments 0 
Accounts Receivable. Federal-lntra-covemmem 1.487.195 
Non-Federal Accounts Receivable 9.355 
Credit Prouram Receivables 469,049 
Total Assets 2.465.785 

LIABILITIES 
Accounts Pavable. Non-Federal 0 
Debt 788.328 
Other Liabilities 0 
Accounts Pavable. Federal J, 677,41] 
Total Liabilities 2.465.739 

Assets to Liabilities Ratio 1.1 

FY 1994 ACTIVITY. END OF YEAR POSITION TOTAL 
ASSETS 
Fund Balance with Treasury 357.397 
Inventors' 0 
Advances and Prepayments 0 
Accounts Receivable. Federal-lntra-govemmem 1.339.104 
Non-Federal Accounts Receivable 4.151 
Credit Procram Receivables 2-»6,127 
Total Assets 1.946.779 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Overview 

PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

FOREIGN MILITARY FINANCING DIRECT T PAN 
FINANCING ACCOUNT fFMFDLFAl ACCOUNT 4122: 

FINANCIAL CONDITION: Assets and Liabilities Account Balances and Ratio 
(Continued) 

LIABILITIES 
Accoums Payable. Non-Federal o 
Debl 413.167 
Other Liabilities 0 
Accounts Payable. Federal 1.533.566 
Total Liabilities 1.946.733 

Assets to Liabilities Ratio       1:1 

NARRATIVE: 
This performance measure compares the makeup of the assets and liabilities in the 

account   The dollar figures increased from FY 1994 to FY 1995 due to the new loan 
agreements signed in FY 1995. 

SOI RCE: 
General leduers 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Overview 

PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART 1 
FOREIGN MILITARY SALES fFMS) TRUST FUND. 
ACCOUNT 8242: 

PROGRAM: New Sales Cases Accepted and Amendments Processed 

FV 1995 ACTIVITY ARMY NAVY USAF OTHER TOTAL 
NEW FY 1995 SALES CASES 745 625 600 250 2.220 
CASE AMENDMENTS-ALL YEARS 246 152 15! 20 576 
TOTAL 991 784 751 270 2.796 

FY 1994 ACTIVITY ARMY NAVY 12SAF OTHER TOT AX 
NEW FY 1994 SALES CASES 732 632 556 228 2.14S 
CASE AMENDMENTS-ALL YEARS J94 109 m 7 44? 
TOTAL 926 741 689 235 2.591 

NARRATIVE: 
This performance measure shows the number of new sales cases implemented and 

the number of case amendments processed to existing cases during each fiscal year  While 
amendments are identified to the original case, they are not identified to the fiscal year of 
the original case.sale   Several amendments during the multiple-year life of any case is 
considered reasonable 

SOCRCE: 
DSAA 1200Svsiem 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Overview 

PART 1: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART 1 

FOREIGN MILITARY SALES f FMS) TRUST FUND. 
ACCOITST 8242: 

PROGRAM: Sales Cases Closed 

FY 1995 ACTIVITY ARMY    NAVY     USAF   OTHER     TOT Al 
CASES CLOSED FOR ALL YEARS      1,299 809 736 323 3,167 

FY 1994 ACTIVITY ARMY    NAVY    USAF   OTHER    TOTAL 
CASES CLOSED FOR .ALL YEARS     1.301 763        774 346        3.184 

NARRATIVE: 
This measure demonstrates the number of sales cases "closed" during the fiscal 

year  The "closure" of a sales case, like the completion of a legal contract, occurs when 
all the terms have been met   Sales cases must be legally. logistical!}. and financially 
"complete" prior to closure 

SOURCE: 
DSAA 1200 Svstem 
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Overview 

PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

FOREIGN MILITARY SALES fFMS) TRUST FUND, 
ACCOUNT 8242: 

PROGRAM: Ordered Value of New & Amended Sales Cases By Major Category 

THOUSANDS (S X 000) 

FY 1995 ARMY NA\"Y USAF OTHER TOTAL 
Aircraft 958.217 704.069 1.036.860 381 2.699.526 

Missiles 213.719 506.127 261.747 0 981.594 

Ships 1.223 165.292 0 651 167.166 

Yeh & Wpns 112.767 186.228 145.916 127 445.039 

Ammunition 57.460 123.480 55.120 976 237.036 

Trainim: 105.128 116.097 198.456 5.725 425.405 

Misc'Other 1.186.779 1.554.265 1.290.045 67.362 4,098.452 

TOTAL 2.635.293 3.355.558 2.988.144 75.222 9.054.218 

FY 1994 ARMY NAYY VSAF OTHER TOTAL 
Aircraft 374.306 1.081.437 4.074.339 2.376 5.532.458 

Missiles 326.507 670.295 367.869 721 1.365.392 

Ships 538 187.630 0 2.616 190.784 

Yeh & Wpns 310.128 81.344 196.315 6.131 593.918 

.Ammunition 154.499 149.370 52.893 4.545 361.370 

Training 57.345 273.770 192.795 542 524.452 

Misc Other 790.559 1.101.949 2.061.897 342.520 4.296925 

TOTAL 2.013.882 3.545.795 6.946.108 359.451 12.865.230 

NARRATIVE: 
This measure classifies the various kinds of execution activities and shows the 

distribution of major weapons sales cases among the implementing agencies. 

SOURCE: 
DSAA 1200 System. 
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PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASITIES FOR PART 1 

FOREIGN MILITARY SALES (FMS^ TRUST FUND. 

Overview 

ACCOUNT 8242: 

PROGRAM: Aged Number of Sales Cases Closed 

FY ] 995 ACTIVITY ARMY NAVY TJSAF OTHER TOTAL 
AGE      0-5 Years 463 172 222 239 1.096 
AGE     6-10 Years 584 377 350 67 1.378 
AGE   11-15 Years 196 198 131 16 541 
AGE   16-20 Years 50 51 29 1 131 
AGE   20-Years 6 il 4 0 21 
TOTAL 1.299 809 736 323 3.167 

FY 1994 ACTIVITY ARMY NAVY ÜSAF OTHER TOTAL 
AGE     0-5 Years 518 210 247 253 1.22S 
AGE    6-10 Years 619 352 369 79 1.419 
AGE   11-15 Years 130 154 135 13 432 
AGE   16-20 Years 29 39 20 1 89 
AGE   20- Years 5 1 i fi 1$ 
TOTAL 1.301 763 774 346 3.184 

NARRATIVE: 
This performance measure reveals the age or "life cycle" of the sales cases closed 

The average 6- year life of a case is directly attributable to it's complexity  Major weapon 
systems procurements, such as aircraft and construction cases, require more time to 
execute and complete financial close-out than do logistics and training cases 

SOURCE: 
DSAA 1200 Svstem 
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Overview 

PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

FOREIGN MILITARY SALES (FMS) TRUST FUND. 
ACCOITST 8242: 

PROGRAM: Number of Open Cases as of Fiscal Year End 

SEPTEMBER 30,1995 POSITION      ARMY    NAVY    USAF OTHER TOTAL 
NUMBER OF CASES OPEN (BASIC)      5.333       5.070     4.436     1.077    15.916 

SEPTEMBER 30.1994 POSITION      ARMY    NAVY    VSAf QTHER TOTAL 
NUMBER OF CASES OPEN (BASIC)      5.757       5.210     4.536      1.142    16.645 

NARRATIVE: 
This performance measure shows the number of active FMS sales cases at the end 

of each fiscal vear 

SOIRCE: 
DSAA i:on Svstem 
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Overview 

PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

FOREIGN MILITARY SALES fFMS) TRUST FUND. 
ACCOITNT 8242: 

FINANCIAL PERFORMANCE (OBLIGATIONS): Assets to Liabilities Ratio 

THOUSANDS (S X 000) 

FY 1995 END OF YEAR POSITION TOTAL 

Asseis 
Liabilities 
Equin 

Assets to Liabilities Ratio 

FY 1994 END OF YEAR POSITION 

Asseis 
Liabilities 
Equity 

Asseis to Liabilities Ratio 

$15.794.364 
SI 5.794.364 

0 

11 

TOTAL 

SI 7.168.478 
S17.I68.47S 

1.1 

NARRATIVE: 
This performance measure reflects the relationship between assets and liabilities 

SOt-RCE: 
FMS Trusi Fund General Ledger. 
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Overview 

PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

FOREIGN MILITARY SALES (TMS) TRUST FUND. 
ACCOUNT 8242: 

FINANCIAL: Operating Costs 

MILLIONS ($ X 000) 
FY 1995 End of Year Position TOTAL 
Net Operating Costs 
Revenues and Reimbursements JO 
Less   Total Expenses and Losses 50 
Cost of Operating a Program SO 

FY 1994 End of Year Position TOTAL 
Net Operating Costs 
Revenues and Reimbursements $0 
Less  Total Expenses and Losses 52 
Cos', of Operating a Program $0 

NARRATIVE: 
This performance measure reflects no gain or loss to operate the program 

SOIRCE: 
FMS Trust Fund General Ledcer 
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PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

FOREIGN MILITARY SALES (FMS> TRUST FUND. 
ACCOUNT 8242: 

FINANCIAL: Operating Results 

THOUSANDS ($ X 000) 

FY 1995 ACTIVITY 

Funds Appropriated   Total Revenues 
and Financing Sources 
Less  Net Operating Costs  Total Expenses 
Operating Results  Net Position. Ending Balance 

FY 1994 ACTIVITY 

Funds Appropriated   Total Revenues 
and Financing Sources 
Less   Net Operating Costs   Total Expenses 
Operating Results   Net Position. Ending Balance 

TOTAL 

$0 
fi 

$0 

TQTAL 

so 
SO 
so 

Overview 

NARRATIVE: 
This performance measure shows the operating results: however, the FMS Trust 

Fund accounts only for amounts on a cash basis in a fiduciary capacity on behalf of its 
clients 

SOURCE: 
FMS Trust Fund General Ledeer 
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Overview 

PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART 1 

FOREIGN MILITARY SALES (FMS) TRUST FUND, 
ACCOUNT 8242: 

FINANCIAL CONDITION: Financial Solvency Condition - Trust Fund and 
Interest Bearing Account Balances 

MILLIONS (S X 000,000) 

BALANCES AS OF SEPTEMBER 30.1994 TOTAL 
Treasury Cash Balance for Account 8242 $5.462 0 
Cash and Other Monetary Assets 7.794 1 
Non-Federal Accounts Receivable 2.538 1 
Accounts Payable -182 1 
TOTAL $15,612 1 

BALANCES AS OF SEPTEMBER 30.1994 TOTAL 
Treasury Cash Balance for Account 8242 $6.409.6 
Interest Bearing Accounts 6.6410 
Accounts Receivable 4.1178 
Accounts Payable -J43* 
TOTAL $17.025 9 

NARRATIVE: 
Foreign Military- Sales (FMS) Trust Fund Accounting is managed by the Defense 

Finance and Accounting Service (DFAS). Denver Center to ensure sufficient customer 
funds are on hand to meet the daily cash requirements of the military departments 

During FY 1995. approximately $13.417.0 million was disbursed to implement 
customers' orders This requirement, compared to the cash and interest bearing account 
balances, yields a "quick cash ratio" of 1.01:1 for the fund (cash to requirements)  The 
liquidity' ratio was 1.19:1 and was calculated as total cash available, plus receivables, 
minus payables. compared to FY 1995 cash disbursements requirements The change in 
accounts receivable is due to a significant increase in collections on receivables ($4 3 
Billion) from 3rd Quarter to 4th Quarter of FY 1995. 

SOURCE: 
FMS Trust Fund General Ledger 
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Overview 

PART I: OVERVIEW OF THE REPORTING ENTITY 

B. PERFORMANCE MEASURES FOR PART I 

FOREIGN MILITARY SALES (FMS) TRUST FITND. 
ACCOUNT 8242: 

FINANCIAL PERFORMANCE: Reimbursement of DoD Articles and Services 

MILLIONS (5 X  000.000) 
FY 1995 ACTIVITY TOTAL 

COLLECTIONS IN U S DOLLARS $12.469 4 

FY 1994 ACTIVITY TOTAL 

COLLECTIONS IN l".S DOLLARS S13.035.8 

NARRATIVE: 
This, measure shows the dollar value of all collections into the FMSTrust Fund 

durinu the fiscal year   Collections into the Fund for FY 1995 were less than anticipated 
due to a decrease in the number and amount of FMS cases and their required initial cash 
deposits   .Arrearages for FY 1995 were S585.9I2 and arrearages for FY 1994 were 
S49;.895 

SOl'RCE: 
FMS Trust Fund General Ledcer 
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Overview 
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Principal Statements 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Department/Agency: Department of Defense 
Reporting Entity: Defense Security Assistance Agency 
Statement of Financial Position (11X4116.11X4121.11X4122.11X8242) 
A» of September 30.1995 
(In Thousands) 

ASSETS 
1. ENTITY ASSETS 

a. Transactions With Federal (lnira-GovemmeniaJ) Entities: 
(1) Fund Balances With Treasury (Note 2) 

(a) Funds Collected 
(b). Funds Disbursed 
(c)  Funds With Treasury 

(2) Imestmems. Nei <Noie4) 
(?)  Accounts Receivable. Nei (Note 5) 
<4)  Interest Receivable 
(5) Advances and Prepayments 
((>)  Other Federal (Intragov emmemal) (Note 6) 

b  Transactions With Non-Federal (Governmental»Entities: 
(1). Investments (Note 4) 
(2)  Accounts Receivable. Net (Note 5) 
(?) Credit program Receivables/Related 

Foreclosed Property. Net (Note 7) 
(4)   Interest Receivable. Net 
(5). Advances and Prepayments 
(ft). Oilier Non-Federal (Governmental] (Note hi 

c Casli and Other Monetary Asscis (Note ?) 
d Inventory. Net (NoicK) 
c Work In Progress!Note V) 
f Operiitme Nl-iienals'supplies. Net (Noie UM 
g Stockpile Materials. Net (Note 11) 
h Seued Property (Note 12) 
i Forfeited Property. Net (Note 1?) 
j Goods Held Under Price Support and 

Stabilization Programs. Net (Note 14) 
k Propcrrv. Plant and Equipment. Net (Note 15) 
1 Other Entity Assets 
m. TOTAL ENTITY ASSETS 

2. NON-ENTITY ASSETS 
a Transactions With Federal (lntragovemmental) Entities 

(1) Fund Balance With Treasury (Note 2) 
(2) Accounts Receivable. Net (Note 5) 
(?)  Interest Receivable. Net 
(41  Oilier (Note 6) 

b. Transactions With Non-Federal (Go\ emmenul) Entities 
(1) Accounts Receivable. Net (Note 5) 
(2) Interest Receivable. Net 
(?)   Other (Note 6) 

c Cash and Other Monetary Assets (Note 3) 
d Oilier Non-Entity Assets 
e. TOTAL NON-ENTITY ASSETS 

Principal Statements 

199? 1994 

3. TOTAL ASSETS 
The »««roMnrin« iiwr>mir biirtf») wn »fttwj«i»»«., 

55 

S6.427.268 $7.850.40f. 
$13.250.837 S13.694.418 

(SI4.440.311) (SJ4.276.9J2) 

S7.616.742 S8.432.90ii 

So Sn 
S49.201 $25.554 

S(> Sn 
So $<• 

$ 1.487.195 S1.339.II14 

SO So 
S3.126.141 S4.62l.65li 

SO Sn 
S8.380.40e S8.873.24n 

SO S» 
SO S» 
Sli S<> 

$T.794.I9>! $(..(.41.12* 
$152.885 $2X6.449 

So So 
Sii Sn 
SO SO 
Si) So 
So $n 
$o So 

So $■> 

SO So 
S29.657.51H $27.417.294 

SO $0 

So $0 

SO $0 
SO $" 

So $0 

So $n 
So S» 
So So 
So $0 

SO $0 

$27.417.294 $29.657.510 
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$67.435 $32.55? 

SO $0 
$4.281.355 $4.198.581 

$1.733.393 $1.593.757 

$123.813 $126.099 

$0 $d 

SO $0 

SO %» 
SO $l> 

so $i> 

SO $i> 

so So 
$20.070.569 $:i.?l8.46V 

$26.276.565 S2".269.4o" 

Principal Statements 
Departmest/Atescv: Departaeot of DcfenK ~~— 

Reporting Entity: Defeat« Security Antstaact Agency 
Statement of Financial PontioB (11X4116.11X4121,11X4122.11X8242) 
AsofScpte«ber30.1995 
(In Thousands) 

1995 ESI 
LUBILITIES 
4. LIABILITIES COVERED BY BUDGETARY RESOURCES: 

a Transactions With Federal (lntragovenanental) Entities: 
(1) Accounts Payable 
(2). Interest Pa> able 
(3)  DebUNote 16) 
(4). Other Federal (lmragoveramental) 

Liabilities (Note 17) 
b. Transactions With Non-Federal (Governmental) Entities: 

(1) Accounts Pax able 
(2). Accrued Payroll and Benefits 

(a)  Salaries and Wages 
ft»  Annual Accrued Leave 
(c)  Severance Pay and Separation Allowance 

(3) Interest Payable 
(4). Liabilities For Loan Guarantees (Note 7) 
(5) Lease Liabilities (Note 18) 
(6). Pensions and Other Actuarial Liabilities (Note 19) 
(7) Other Non-Federal (Governmental) Liabilities (Note 17) 

C.TOTAL LIABILITIES COVERED BY BUDGETARY 
RESOURCES: 

5. LIABILITIES NOT COVERED BY BUDGETARY 
RESOURCES 

a  Transactions Wnh Federal (lntrago\enunental) Entities 
11)   Accounts Payable 
(2>  Debi  (Note 16) 
(3)  Other Federal (Intragovemmental) Liabilities (Note 17) 

b  Transactions With Non Federal Entities: 
(11   Accounts Payable 
(2) Debt   (Note 16) 
(3) Lease Liabilities (Note 18) 
(4) Pensions and Other Actuarial Liabilities (Note 19) 
(5) Other Non-Federal (Governmental) Liabilities (Note 17) 

cTOTAL LIABILITIES NOT COVERED BY 
BUDGETARY RESOURCES: 

6. TOTAL LIABILITIES 

NET POSITION (Note 20) 
7. BALANCES: 

a  Unexpended Appropriations 
b. Invested Capital 
c Cumulative Results of Operations 
d  Other 
e  Future Funding Requirements 
t TOTAL NET POSITION 

S.   TOTAL LIABILITIES AND NET POSITION 
54 

$t> $0 

so $(> 
$0 $0 

$11 S» 
$0 S« 
$0 SO 
So $0 

$0 $(i 

$0 $« 

$26.276.565 $27.269.46- 

$11.149 $433.072 

$1.129.580 $1.934.975 

SO S" 
$0 $0 
$0 $n 

$1.140.729 $2.368.04"' 

$27.417.294 $29.637.510 
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DcpartmcM/Ageacy: Department of Defense 

Reporting Entity: Defense Scxaritt Assistance Agency 

Statement nf Operations and Changes is Net Position (11X4116,11X4121.11X4112.11X1241) 
far Period Ended September 30.1995 
(1* Thousands) 

Principal Statements 

REVENUES AND FINANCING SOURCES 

1. Appropriated Capital Used 

2. Revenues from Sales of Goods and Services 
a To (be Public 

b lairagoveramenial 
3. Interest and Penalties. Non-Federal 
4 Interest. Federal 

5 Taxes (Note 21) 

6 Other Revenues and Financing Sources (Note 22) 
7. Less  Taxes and Receipts Transferred to the 

Treasun or Other Agencies 
8. Total Revenues and Financial! Sources 

EXPENSES 
9  Program or Operating Expenses (Note 25) 

lt>  Cost of Goods Sold (Note 24) 
a  To the Public 
b  Intragovemmenial 

11 Depreciation and Amortization 
12 Bad Debts and Wnte-offs 
I"  Interest 

i  Federal Financing Bank Treasun Borrowing 
b  Federal Securities 
c Oilier 

14   Other Expenses (Note 25) 
If. Total Espensex 

11) Excess I Shortage I of Revenues and Financing 
Sources Over Total Expenses Before Extraordinary 
Items 

P  Plus (Minus) Extraordinary Items (Note 26) 
18. Esce» (Shortage) of Revenue» and 

Financing Source» Over Total Espemes 

19 Net Position. Beginning Balance as 
Previous!;. Stated 

20 Adjustments (Note 27) 

21 Net Position. Beginning Balance as Restated 
22 Excess (Shortage) of Revenues and Financing 

Sources Over Total Expenses 
2 <  Plus (Minus) Non Operating Changes (Note 28) 
24. Net Position, Elding Balance 

$5 
TWicn»lilntMMmnri«a»fnliimf»wMW.»L 

1995 

($379.148) 

$91.052 

1994 

$38.118 

$306.827 $209.94» 
SO $(> 

$680.380 $719.919 
$31.533 SO 

$0 Sii 
$597.195 $1.169 

($936.3(151 ($818.1*4! 
$300.482 $i5(i.96: 

$38.118 

$292.1161 
$(> 
$(i 

$15.545 

$572.(12? 

$11 
$0 
$11 

S77U.68I 

$188.852 
$>i 

$<> 
$22.25" 

$568.98? 
$(> 
$0 
$n 

S6is.:iu 

($470.199) 

$(' 

($467.24X1 

$" 

($470.199) (S46-.24R) 

$2.368.047 
($397.908) 

S7J09.09U 
($4.150.256) 

$1.970.139 

($470.199) 
($359.211) 

$3.058.834 

($467.248) 
($223.539) 

$1.140.729 $2.368.1147 
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Principal Statements 

56 
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Department/Agency: Department of Defense 

Reponinj EWrry: Defense Securftj Assistance Atencj 

Statement of Financial Position (11X4116,11X4121.11X4122) 
As of Sepicmber 10,1995 

(ID Thousands) 

ASSETS 

1. ENTITY ASSETS 

a Transactions With Federal flntia-Governmenial) Enuties 
(1). Fund Balances With Treasury (Noie 2) 

(a) Funds Collected 
(b) Funds Disbursed 
(c). Funds With Treason 

(2). Investments. Net (Note 4) 

(3). Accounts Receivable. Net (Note 5) 
(4) Interest Receivable 
(5) Advances and Prepayments 
(6|  Other Federal (Imragovemmema!) (Note 6) 

b  Transactions With Non-Federal (GovernmentallEmities. 
(li  Investments (Note 4) 

(2V Accounts Receivable. Vet (Note 5) 

(3) Credit program Receiiables'Related 
Foreclosed Propem. Net (Note 7) 

(4) Interest Receivable. Net 

(5) Advances and Prepayments 

(ft)  Other Non-Federal (Governmental! (Noie 6) 
c Cash and Other Monetär. Asseis (Note 31 
d Inventory Net (Note 8) 
e Work In Progress (Note 9| 
f Operating Materials/supplies. Nei (Note I«) 
f Stockpile Maienals. Net (Note 11 ] 
h Seized Propem (Note 12) 
i Forfeited Propem. Nei (Noie 13) 
j Goods Held Under Price Suppon and 

Stabili2ation Programs. Net (Note 14) 
k Propem. Plant and Equipment. Net (Noie 15) 
I Other Emm Assets 

m. TOTAL ENTITY ASSETS 

2- NON-ENTITY ASSETS 
a Transactions With Federal (Jntragortnunenul) Enuties: 

(1) Fund Balance With Treasury (Note 2) 
(2) Accounts Receivable. Net (Note 5) 
(3). Interest Receivable. Net 
<4). Other (Note 6) 

b Transactions With Non-Federal (Governmental) Entities: 
(1). Accounts Receivable. Net (Note 5) 
(2). Interest Receivable. Net 
13)   Other (Note 6) 

c Cash and Other Monetarv Assets (Note 3) 
d Other Non-Enun Assets 
e. TOTAL NON-ENTITY ASSETS 

Principal Statements 

1995 

3. TOTAL ASSETS 57 

IfeEsssuKsfciasSQJBJttlBSiaUsatührKjBBsaast 

1994 

S965.277 $1.440.8-. 1 
$781.408 $658.638 

($1.023.298) ($1.056.137) 
11.207.167 $1.838.33(1 

SO yi 
S4920I $25.534 

$0 Su 
»i $'i 

SI.487.1W $1.339.11« 

SO $0 

S587.966 $51)3.874 
S<> $'> 

$8.380.406 $8.873.24(1 
Si) $i> 

So $n 
SO Su 
$0 $i) 

$152.885 $286.449 
$<> $l> 
$11 $11 

$(i $» 
$0 $(1 

so Sti 

$0 $I> 

$11 $11 

$0 $0 
$11.622.93(1 $12.469.032 

SO $» 
SO $(i 

SO SO 
SO $<■ 

$0 $0 
$0 $0 
$<i $» 
$0 $0 
$0 $0 
$0 $0 

SI 1.622.930 $12.469.032 
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Principal Statements   
Bcpara*eat/Af*aeT: DcaartaM»t«f Defense 
Rcportiat Entity: Defense Stearin Anistaace Afeaev 
Statement of Financial Pasitioa (11X4114,11X4121,11X4112) 
As of September 30.1995 
(1» Thousands) 

LIABILITIES 
4. UABILTTOS COVERED BY BUDGETARY RESOURCES: 

a. Transactions Whh Federal (Intragovernmeota!) Entities: 
(1). Accounts Payable 
(2). Inures Payable 
(3). DebKNae 16) 
(4). Other Federal (Imragovenunental) 

LiabUilies (Note 17) 
b Transactions With Non-Federal (Governmental) Entities: 

(I). AccountsPayable 
(2)  Accrued Payroll and Benefits 

(a). Salaries and Wages 
(b). Annual Accrued Leave 
(c). Severance Pa> and Separation Allowance 

(3). Interest Parable 
(4). Liabilities For Loan Guarantees (Note 7) 
(5). Lease Liabilities (Note 18) 
(6) Pensions and Other Actuarial Liabilities (Note 19) 
(7) Oilier Non-Federal (Governmental) Liabilities (Note 17) 

C.TOTAL LIABILITIES COVERED BY BUDGETARY 
RESOURCES: 

5. LIABILITIES NOT COVERED BY BUDGETARY 
RESOURCES 

a. Transactions With Federal (Inuagovernmental) Entities 
II). Accounts Payable 
(2). Debt  (Note 16) 
(3). Other Federal (Inuagovernmental) Liabilities (Note 17) 

b. Transactions With Non Federal Entities: 
(1) Accounts Payable 
(2) Debl   (Note 16) 
(3). Lease Liabilities  (Note IS) 
(4). Pensions and Other Actuarial Liabilities (Note 19) 
(5). Other Non-Federal (Governmental) Liabilities (Note 17) 

«.TOTAL LIABILITIES NOT COVERED BY 
BUDGETARY RESOURCES: 

1995 

$7.039 

«.   TOTAL LIABILITIES 

NET POSITION (Note») 
7. BALANCES: 

a. Unexpended Appropriations 
b. Invested Capita) 
c. Cumulative Results of Operations 
d Other 
e  Future Funding Requirements 
t TOTAL NET POSITION 

8. TOTAL LIABILITIES AND NETPOSmON 
51 

an 

J2.0S3 S7.7S4 

SO SO 
$4.281.355 S4.198.5S1 

Sl.733.393 S1.S93.757 

S8.357 

SO SO 
SO $0 
so SO 
so SO 
so SO 
$0 SO 
so SO 

S4.4S8.361 S4.292.536 

$1(1.412.2(11 StO.lcm.9S5 

SO SO 
SO So 
SO SO 

»1 SO 
$0 SO 
so SO 
so so 
SO so 
so SO 

S10.482.201 $10.100.985 

SI 1.149 $433.072 
$1.129.580 $1.934.975 

SO $0 
so $0 
so SO 

Sl.140.729 S2.368.047 

SI 1.622.930 S12.469.032 
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Department/Agencx: Department of Defuse 
Reportinc Entin: Defense Secaritt Assistance Agency 

Stalemeni of Operations and Changes in Net Position (11X4110.11X4121.11X4122) 
for Period Ended September 3«. 1995 
(In Thousands 

Principal Statements 

REVENUES AND FINANCING SOURCES 

1 Appropriated Capital Used 

2 Revenues from Sales of Goods and Services 
a To the Public 
b Inuagovernmental 

3 Inieresi and Penalues. Non-Federal 
4 Inieresi. Federal 
5 Taxes INOIC 21) 
(.   Other Revenues and Financing Sources (Note 22) 
7   Less  Ta\cs and Receipts Transferred to the 

Treasury or Other Agencies 
V.   Total Re» entie» and Financing Sou rces 

EXPENSES 
9  Program or Opcraiinp Expenses (Note 2?) 

K>  Cost of Goods Sold (Note 241 
a To the Public 
b  Intragrnernmcntnl 

11 Depreciation and Amortisation 
12 Bad Diht> mid Wrnc-offs 
I •   Interest 

a  Fedcr.il Financing Bank Treasun Borrowing 
b  Federal Securities 
c Oilier 

14   Oilier Expenses (Nole 25) 
15. Total Expends 

I'»   Excess (Shortage! of Revenues and Financing 
Sources Oxer Total Expenses Before Extraorduun 
licms 

I"  Plu« iMinusi Extraorduun Items (Note 2(» 
I*. Excm» (Shortage) of Revenue» and 

Financing Source» O» er Total Expense* 

19. Net Position. Beginning Balance as 
Previous!) Stated 

20. Adjustments (Note 27) 

21 Net Positioa Beginning Balance as Restated 
22 Excess (Shortage) of Revenues and Financing 

Sources Over Total Expenses 
2*  Plus (Minus) Non Operating Changes (Note 28) 
24. Net Pusition. Ending Balance 

59 
TV •"«■■M»f wn .r> » IMHUI mtn otlhrtr Mmmit.. 

1995 

($379.148) 

SKI.052 

m 

$38.1 IH 

S306.827 $209.940 

SO So 
$680.38(1 $719.9I'J 
S31.533 So 

SO S" 
$597.195 SI.IM 

(S936.3H5I ($K|K.|ts4l 
$300.482 SI5H.VI.2 

$38.118 

$292.1101 

So 
So 

S15.545 

$3"2.o23 
Jo 

So 
So 

$ IKS. 852 

So 
So 

$::?<- 

$"«>S.'(X". 
So 

$" 
$tl 

J~?0.6RI Sl.IK.2li' 

(S47II.1V9I 

$0 

l$4i*.24Sr 

I» 

(S47H.I99) (S46".248l 

S2.368.047 
($397.908) 

S7.209.tl90 
($4.l50.25t.i 

$1.970.159 

($470.199) 
($359.211) 

S3.058.834 

(S46-.248) 
($223.5-9] 

$1.140.729 $2.'i*.iU* 
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Department/Agency: Department of Defense 
Reporting Entity: Defense Security Assistance Agency 
Statement of Financial Position (11X411«) 
As of September 30,1995 
(In Tnuuunds) 

ASSETS 

1. ENTITY ASSETS 

a Transactions With Federal (lntra-GovenunenuI) Entities 
(1). Fund Balances With Treasury (Note 2) 

(a) Funds Collected 
(b) Funds Disbursed 
(c) Funds With Treasury 

(2) Investments. Net (Note 4) 
(3) Accounts Receivable. Net (Note 5) 
|4>  Interest Receivable 
(5) Advances and Prepayments 
«•I Other Federal (Intragovenimental) (Noie 61 

b Transacuons With Non-Federal (GovemmentaliEmiues 
(1) Investments (Note 4) 

(2) Accounts Receivable. Net (Note 5) 
("I Credit program Receivables'Rclaied 

Foreclosed Property. Net (Noic ">) 
(41   Imcresi Receivable. Net 

|51   Advances and PrepavTnenis 
(6) Other Non-Federal (Governmental! ("Note (>) 

c Cash and Other Monetary Assets (Note 71 
d inventory Net tNoic 8) 
e Work In Progress (Note 9) 

f Operaunt Materials'supplies. Net (Noic l«i 
g Stockpile Materials. Net (Note 111 
h Seized Property (Noic 121 
i Forfened Property. Net (Note 13) 
;. Goods Held Under Price Support and 

Stabilization Programs. Nei (Note 14) 
k Property Plant and Equipment. Net (Note 15) 
1. Oilier Entity Assets 

en. TOTAL ENTITY ASSETS 

Principal Statements 

1995 2S3i 

S4J3.988 S650.4I« 
$245.453 S275.WNI 

($159.873) ($179.2881 
$368.408 $554.(1% 

$49.201 $25.534 

$152.8X5 $2Xi..44u 

$A5().(174 $>>iO "''I 

2. NON-ENTITY ASSETS 
a Transactions With Federal (Iniragoveramemal) Entities 

(11  Fund Balance With Treasury (Note 2) 
(2) Accounts Receivable. Net (Note 5) 
(3) interest Receivable. Net 
(4) Other (Note 6) 

b. Transactions With Non-Federal. (Governmental) Entities 
(1) Accounts Receivable. Net (Note 5) 
(2) Interest Receivable. Net 
(3). Other (Note 6) 

c Cash and Other Monetary Assets (Note 3) 
d Other Non-Entity Assets 
e. TOTAL NON-ENTITY ASSETS 

3. TOTAL ASSETS 

61 
TW »r«.!^)., fM^. Mr M, /„um! ■»» »H>~ »~^. 

$11 $H 

$656.(V74 $962.391 
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Principal Statements 
Pepai imal/Aycy: Dcpanaeai «f Defense 
Reportiif. Eathv: Dcfeaie Security AniBaact Ateac? 
Stttcaeot «r Financial Poartic* (11X4116) 
Asc/Sep<t«berJ0,W5 
(la Thousands) 

U2S J2S4 
LIABILITIES 
4. INABILITIES COVERED BY BUDGETARY RESOURCES: 

(1). Accounts Payable S2.053 $7.754 
(2). Interest Payable 
(3). DebUNote 16) 
(4). Other Federal (laaatmtraineaal) 

Liabilities (Note 1?) 
b Trins»aioos With Noo-Fccleial (GoiTrnmenal) Eniiiies 

(11 Accounts Payable S7.039 S8.3J? 
(2). Accrued Payroll and Benefits 

(a). Salaries and Wages 
(b) Annual Accrued Leave 
(c)  Severance Pa> and Separation Allowance 

(3). Interest Payable 
(41. Liabilities For Loan Guarantees (Note?) 
(51. Lease Liabilities (Note IS) 
(61. Pensions and Other Actuarial Liabilities (Note 19) 
<7|. Other Non-Federal (Governmental! Liabilities (Note ]7) S124.982 S142.2K» 

C.TOTAL LIABILITIES COVERED BY BUDGETARY 
RESOURCES: 

5.   LIABILITIES NOT COVERED BY BUDGETARY 

SI 34.074 SI58.391 

RESOURCES 
a  Transactions With Federal (Intragoveromental) Entities: 

(1) Accounts Payable 
(2). Debi   (Note 16) 
(3). Other Federal (lttragoveramental) Liabilities (Noie 17) 

b Transactions With Non Federal Entities: 
(1) Accounts Payable 
(2) Debt  (Note 161 
(3) Lease Liabilities (Note 1«) 
(4). Pensions and Other Actuarial Liabilities (Note 19) 
($). Other Non-Federal (Ge\«rnswaij))Litfeunies  (Note 17) 

C.TOTAL LIABILITIES NOT COVERED BY 
BUDGETARY RESOURCES: 

SO Sd 

«.   TOTAL LIABILITIES 

NET POSITION (Nate») 

S134.074 S158.39J 

7.   BALANCES: 
a. Unexpended Appropriations 
b. Invested Capital S522.000 »04.000 
c  Cumulathr Results of Operations 
d Other 
e. Future Funding; Requirements 
I TOTAL NET POSITION 

t.   TOTAL LIABILITIES AND NET POSITION 
62 

$322.01X1 SKIU.IKHi 

S6J6.074 S962.39] 
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Department/Agency: Department of Defense 

Reporting Entity: Defense Security Assistance Agencv 

Suiemem of Operations and Changes in Net Position (11X4116) 
for Period Ended September 3ti, 1995 
(In Thousands) 

REVENUES AND FINANCtNC SOURCES 

1 Appropriaied Capital Used 
2 Revenues from Site of Goods and Services 

a To ilw Public 
b IntragovemmeniaJ 

3 Interest and Penalties. Non-Federal 
4 Interest. Federal 
5 Taxes (Note 21) 
6 Oilier Revenues and Financing Sources (Note 22) 
7.   Less: Taxes and Receipts Transferred to the 

Treasury or Other Agencies 
t.   Total Revenues and Financing Sources 

EXPENSES 
9   Program or Operating Expenses (Note 2.") 

Cost of Goods Sold (Note 241 
a   To the Public 
b  Imracovemniental 
Depreciation and Amortization 
Bad Debts and Write-offs 
Interest 

a  Federal Fiuancing Bank/Treasury Borrowing 
b  Federal Securities 
c   Other 

Other Expenses (Note 251 

Principal Statements 

1995 

$306.827 

$779 

S?(l".6IH> 

1994 

$20V.94" 

SUM 

s:n.ii>u 

m 

14 

$292.061 

$15.545 

$18X.S52 

$22.25" 

15. Total Eipenvvv 

li'   Evccs» iSlinruccl of Revenues and Financing 
Sources Ov cr Toial Expenses Before Extraordinary 
Items 

17  Plus (Minus) Extraordinär; Items (Note 26) 
18. Eicrs« (Shortage) of Revenues and 

Financing Sources Over Total Expenses 

19   Net Position. Beginning Balance as 

Previously Stated 
2<>   Adjustments (Note 27) 
21 Net Position. Beginning Balance as Restated 

22 Excess (Shortage) of Revenues and Financing 
Sources Over Total Expenses 

2v Plus (Mtnusi Non Operating Changes (Note 28) 
24. Net Position. Ending Balance 

S?(H,606 $21l.|tw 

$11 

$11 $t> 

$804.00(1 $1.070.01X1 

$804.000 

$0 
($282.000) 

$1.07|).IKKJ 

$0 
(S26MKMII 

$522.000 $KH4.tM)ll 

67 
Tl» K.~».w,vln, m*n .r, .n bwnl Mr» Ifllw <l«~«. 
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Principal Statements 

^.■^«■»^.»».■»»WHmiwiOiKWt»!» 
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Dcpartmcnt/Agenc}: Department of Defense 

Reporting Emit}: Defense Secorii; Astijtaac« Agent) 
Sutetnent of Financial Position (11X4121) 
As of September 30,1995 
(In Thousands) 

ASSETS 
I. ENTITY ASSETS 

a  Transactions With Federal (Intra-Govenunemal) Entities: 
(I) Fund Balances With Treasurv (Neue 2) 

(a) Funds Collected 

(b) Funds Disbursed 
(c) Funds With Treasurv 

(21   Investments. Nei (Noic 4) 
(?)   Accounts Receivable. Nei (Noic 5) 
(4)   Interest Receivable 
151   Adv ances and Prepayments 
(6)   Othei Federal dnuagovemmemal) (Noic 6) 

b Transactions With Non-Federal (GovemmeniallEmiiics 
(1) Investment iNole4] 

(2) Accounts Receivable. Net (Noic 5) 

1*1 Credn program Receivables/Relaied 
Foreclosed Propem. Net (Noie 7) 

IJI   lnleresi Receivable. Nei 
iM  Advances and Prepayments 
(<>i  Oilier Non-Federal (Governmenial) (Sole 0) 

c Casli and Other Monetär. Assets (Noic ?) 
d lmeniorv. Nei (Noic 8] 
e Wort In Progress (Noie V) 
f OpcTJimt Maienals'supplres. Nei iNoic I»| 
t Siockpilc Materials. Net (Sou: 11) 
li Seized Propem (Noic 12) 
i Forfeited Propem. Nei (Noic I") 
j Goods Held Under Price Support and 

Siabiluaiion Programs. Vet (Noic 14) 
I Propem. Plain and Equipment. Nei (Note 15) 
I Other Emift Assets 

B. TOTAL ENTITY ASSETS 

Principal Statements 

1995 1994 

$11.103 $4r.?.i)2(. 

$442.25? SJ32": 
($494.582) ($545.4(111 

$63.428 $646.055 

$578.611 $4tS.*2? 

$T.VI1.?5T       $8.o:-.ll- 

S8.5tH.QTI sy.55y.Ki.: 

2. NOS-ENTITV ASSETS 
a Transactions With Federal (lmragovernmenial) Entities 

III  Fund Balance With Treasun (Note 2) 
(2)  Accounts Receivable. Net (Note 5) 
(?)   Interest Receivable. Net 
(4)  Other (Note 6) 

b. Transactions With Non-Federal (Governmental) Entities 
(1) Accounts Receivable. Net (Noie 5) 
(2) ImcKst Receivable. Nei 
(?)  Oilier (Note 6) 

c Cash and Other Monetär} Asseis (Note 3) 
d Oilier Non-Emir» Assets 
e. TOTAL NON-ENTITY ASSETS 

i. TOTAL ASSETS 65 $8.501.071 $9.559.862 

TW »fwiMjwyf mMi >w M iBitml —rt «f Ifcw MMMHWIU. 
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Principal Statements 
Depart__t/A*e»cy: Dcaan-waiar Defense ""~""~~" * 
Re*ort_£E«trty: DcTane Scarify Aonttice Areatv 
Sute-veni oT FiaaBcia! Posh». (11X4121) 
As of Stptesber 30.1**5 
(In Thousands) 

UA_IUT.ES «* «* 
4. LIABILITIES COVERED BY BUDGETARY RESOURCES: 

i Transactions With Federal (latngovermneaial) Emilies: 
(I). AccountsPay-able 
(2). Interest Payable 
(3). Debt.(Note 16) $3.493.02? S3.7JS.414 
(4)  Oihtr Federal (liiu»tmtnnnenul) J55.9S2 S6» 1») 

Liabilities (Note 17) 
b. Transactions With Non-Federal (Governmental) Eaiities: 

(1). Accounts Payable 
(2) Accrued Payroll and Benefits 

(al Salaries and Wages 
(bl  Annual Accrued Leave 
(c) Severance Pa> and Separation Allouance 

(3) Interest Payable 
(4) Liabilities For Loan Guarantees (Note 7) 
(5). Lease Liabilities (Note 18) 
16) Pensions and Other Actuarial Liabilities (Note 19) 
(7) Other Non-Federal (Governmental) Liabilities (Note 17)  S4 **' 379 $4 150 'Ac, 

cTOTAL LUBILITIES COVERED BY BUDGETARY  iliiii    —-—--■—--— 
RESOURCES:  S7.gg2.S88           S"\»95.8M 

5.  LLABIUTIES NOT COVERED BY BUDGETARY 
RESOURCES 

a Transactions With Federal (Intrago\ernmental) Entities 
(1)  Accounts Pavablc 
(21  Debt  (Note 16) 
C) Other Federal (Intragovcmmental) Liabilities (Note 17) 

b Transaction? With Non Federal Entities 
(1) Accounts Payable 
(2) IM»   (Note 16) 
(3) Lease Liabilities  (Note 18) 
(4) Pensions and Other Actuarial Liabilities (Note 19) 
(5). Other Non-Federal (Governmental) Liabilities (Note 17)   

cTOTAL LIABILITIES NOT COVERED BY "ü, JH~ 
BUDGETARY RESOURCES: ~~~~~~~~~~  __________ 

*•   TOTAL UABILTTIES S7.ll2.3gg S7.995.861 

NET POSITION (Note 20) 
7.  BALANCES: 

a Unexpended Appropriations $11.103 $433.026 
b Imtned Capita! $607.5») $l.l3n.9?5 
c Cumulative Results of Operations 
d Other 
e Future Funding Requirements 
I TOTAL NET POSITION ~  $618.683 SI .564.001 

$.   TOTAL LIABILITIES AND NET POSITION Sg.S01.071 t9.559.g6; 
66 ___________■_»-_____»______(    «_____■______■■______■_■■ 

n»«i--.hi«.ii..--w»H»f ■_.-__. 

125 



Appendix A. Disclaimer of Opinion and Financial Statements Audited 

DepanmenUAgeacv: Department of Defense 
Reporting Entity: Dcfease Securftv Assistance Ageocj 

Statement of Operations and Changes in Net Position (11X4121) 
for Period Ended September 30.199$ 
(In Thousand») 

REVENUES AND FINANCING SOURCES 

1.   Appropriated Capital Used 
2 Revenues from Sales of Goods and Services 

a. To the Public 
b Jntragovernmemal 

3 Interest and Penalties. Non-Federal 
4 interest. Federal 
5.  Taxes (Note 21) 

»■   Other Rcvenees and Financial Sources (Note 22) 
7   Less  Taxes and Receipts Transferred to the 

Trensurv or Other Agencies 
8.   Total Revenue* and Financing Sources 

EXPENSES 

»  Program or Operating Expenses (Note 2?) 
Mi  Cost ofGoods Sold (Note 241 

a  To the Public 
b  Imragovernmemal 

11 Depreciation and Amortization 

12 Biid Debts and Write-offs 
1 "•   lmcrcsi 

a  Federal Fiiuiiciiit; BankTreasurv Borronitij: 
b  Federal Securities 
c   Other 

14   Other Expenses iNcitc 25) 
15. Total Ei|>en»f» 

Jt> Excess tShonagn of Revenues and Financing 
Sources Cher Total Expenses Before Exiraordinan 
Items 

I"  Plus (Minusi Extraordinär. Items (Noic 26) 
18. Esces> (Shortage) of Revenue» and 

Financing Sources Over Total Expense» 

I»  Net Position. Beginning Balance as 
Previous!) Stated 

2ti. Adjustments (Note 27) 

21 Net Position. Beginning Balance as Restated 
22 Excess (Shortage) of Revenues and Financing 

Sources Over Total Expenses 
25  Pius (Minus) Non Operating Changes (Note 28) 

24. Net Position. Eadtng Balance 

Principal Statements 

1225 

($421.922) 

S664.784 

$588.070 

($9*6.?<l<) 
(Sm5..t67) 

$48.278 

$716.554 

67 
Tt> «^Ofnujivfaf ~M~ m „ hMCTl „w «f B»if «m.~.i, 

$692.4"! 

(SXlti.lKJl 
<SI25.~l'i 

S'41.555 

$764.872 $741.575 

($4*0.|YV) ($4t.*. 24X1 

($47ci.|90) ($4ft*.24S> 

$1.564.001 
($797.908) 

S6.179.IU4 
($4.15(1.25(0 

$1.166.(197 

($470.199) 
($77.211) 

$i.98S.78x 

($46*.248| 
$42.461 

$618.687 SI.564.IHi| 
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Department/Agency: Department of Defense 

Reporting Entity: Defense Security Assistance Agency 
Statement of Financial Position {I IX4I12) 
Ai of September 3«. 1995 
(■• Thousand») 

ASSETS 

I. ENTITY ASSETS 

a Transactions Wito Federal (lmra-GovmmenuI) Entities: 
(1) Fund Balances With Treason (Note 2) 

(a) Funds Collected 
(bl. Funds Disbursed 
(c). Funds With Treasury 

(2>   Investments. Net (Noie 4) 
(.")  Accounts Receivable. Net [Note 5) 
|4i  Interest Receivable 

(5). Advances and Prepayments 

Id)  Other Federal (Intragovemmema!) (Note 6) 

b  Triuisaciiom With Non-Federal (GovemmeniallEmmes 
III  Investments (Note 4) 

12)  Accounts Receivable. Nei (Note 5) 
i.") Credit program Rtceisablcs/Related 

Foreclosed Property. Net (Note 7) 
(4)   Interest Receivable. Net 
t5i   Advance» and Prepayment 
1<0   Other Non-Federal (Governmental) (Note 6) 

c Cash and Oilier Monetary Assets iNoic 51 
d Invciilory Nci (Note 8) 
e Work In Procress (Noie •)) 

i Opcratiiij: Materials/supplies. Nci (Noie 10) 
g Stockpile Minerals. Nci (Note 11) 
li Sei2ed Propem (Note 12) 
i Forfeited Propem. Net (Noic 13) 
) Good; Held Under Price Support and 

Stabilization Programs. Net iNotc 14) 
I Propem. Plani and Equipment. Nei (Note 15) 
I Oilier Entity Assets 

«. TOTAL ENTITY ASSETS 

2- NON-ENTm ASSETS 

a Transactions With Federal (liungovemmemal) Entities: 
(1) Fund Balance With Treasun (Note 2) 
(2) Accounts Receivable Net (Note 5) 
(3) Interest Receivable. Net 
<4)  Oilier (Note 6) . 

b Transactions With Non-Federal (Governmental) Entities: 
(!)  Accounts Receivable. Net (Note 5) 
(2). Interest Receivable. Nei 
(3)  Oihcr(Note6) 

c Cash and Other Monetary Assets (Note 3) 
d Other Non-Emm Assets 
e. TOTAL NON-ENTlTY ASSETS 

Principal Statements 

12»£ 1994 

S500.I86 $357.39? 

S93.698 SJ0.6M. 

($368.843) «331.4481 

$775.331 S638.179 

S1.487.J95 S1.539.IIU 

$9.355 

$469.1149 

$4.151 

$24(. 12* 

S2.4B5.785 $I.V4|."V 

Sti 

i. TOTAL ASSETS S2465.785 

S» 

Sl.94(.."»9 

lex 
69 

it« wn .» » l»i>i^l ..» .ftW «a-Tffn 
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Principal Statements 
Dcptnacat/Acescv: DcsartaKstef Dcfcne ~ 
Reaorti»*E«trry: Maie Start) Amuumct Agency 
Statement of Financial Position (11X4122) 
A« of September JO, ms 
(la Tt«isaads) 

LIABILITIES 
4. LIABILITIES COVERED BY BUDGETARY RESOURCES: 

a. Transactions With Federal (lstngovenmemal) Entiiiej: 
(1). Accounts Payable 
(2). Interest Payable 
(3). DebUNote 16) 
(4). Other Federal (iBtngovenmemal) 

Liabilities (Note 17) 
b. Transactions With Non-Federal (Governmental) Entities: 

(I). Accounts Payable 
(2). Accrued Payroll and Benefits 

la) Salaries and Wages 
(b> Annual Accrued Lone 
<c) Severance Pa> and Separation Allowance 

(3). Interest Payable 
<4). Liabilities For Loan Guarantees (Note 7) 
(5) Lease LiabiliUes (Note 18) 
(6). Pensions and Other Actuarial Liabilities (Note 19) 
(7). Other Non-Federal (Governmental) Liabilities (Note 17) 

C.TOTAL LUBIUTIES COVERED BV BUDCETARV 
RESOURCES: 

5. LIABILITIES NOT COVERED BV BUDGETARY 
RESOURCES 

a Transactions With Federal (buragovemmenial) Entities 
ill  Accounts Payable 
(2)  Debt   (Note 16) 
(3>  Other Federal (lntragovernnienial) Liabilities (Note 17) 

b Transactions With Non Federal Entities: 
(1)  Accounts Payable 
12» Debt  (Note 16) 
(?) Lease Liabilities  (Note IS) 
(4). Pensions and Other Actuarial Liabilities (Note 19) 
(J). Other Non-Federal (Governmental) LiabiliUes  (Note 17) 

C.TOTAL LIABILITIES NOT COVERED BY 
BUDGETARY RESOURCES: 

«.   TOTAL LIABILITIES 

NET POSITION (Nett 20) 
7.  BALANCES: 

a Unexpended Appropriations 
b. Imcsed Capital 
c  Cumulative Results of Operations 
d Other 
c. Future Funding Requirements 
f. TOTAL NET POSITION 

I.   TOTAL LIABILITIES AND NET POSITION 
70 

TkHTIMtoMlnmiiKWll-lHritaKM«»». 

1225 

S788J28 
Sl.677.411 

$413.167 
Sl.53.1.566 

S146V7J9 Sl.Wb.'" 

SO Stl 

S2.46?.7?9 SI .946.73:1 

$46 $46 

S46 S46 

12.465.78?      Sl.946.779 
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Department/Agency: Department of Defense 
Re|>oniaj: Entity: Defense Security Assistance Agency 
Statement of Operations and Chutes is Net Position (11X4122) 
fur Period Ended September 3<i. 1W5 
(In Thousand») 

REVENUES AND FINANCING SOURCES 

Principal Statements 

J22S 122i 

1 Appropriated Capital Used $42.774 $38.1 IK 
2 Revenues from Sales of Goods and Sen ices 

a To the Public 
b Intragoveramental 

5   Inierest and Penalues. Non-Federal $15.596 $2" 44ft 
4 Imerest. Federal $31.533 
5 Taxes (Note 21) 
r>   Oilier Revenues and Financing Sources (Note 22) SR.34» 
7   Less  Taxes and Receipts Transferred lo the 

Treasury or Other Agencies _^___^___     
Total Revenues and Financin: Sources  $98.24" $(-?.<<•• 

EXPENSES 

9   Program or Operating Expenses (Noie 2") $42.774 $*•!<.I IN 
H>  Cost of Goods Sold (Note 24) 

a  To ilk- Public 
b  liiiMgcneriimcma) 

11 Depreciation and Amortization 
12 Bad Debt.» and Write-. fl> 
I"   Interest 

a  Federal Financing Bans. Treasury Borrowing                                                    $55.469                     $2"'.44* 
b Federal Secunues 
c  Oilier 

14   Other Expenses (Note 251       
If. Total Exnirnx-s $98.24*      Si-5.5t«' 

lr>  Excess (Siionagc) of Revenues and Financing 
Sources Over Total Expenses Before Extraordinary $n Sn 
Items 

I"   Pin» (Minus) Extraordinary Items (Note 26) ^________     
IK. Exrev» (Shortage) nf Revenues and 

Fiaancing Sources Ovxr Total Expenses  Jti 

19  Net Position. Beginning Balance as 

Prmouslv Suied $46 $4i> 
2d   Adjusunents (Note 27) 
21 No Posilion. Beginning Balance as Restated                                                              $46 J4<. 
22 Excess (Shortage) of Revenues and Financing 

Sources 0\ er Total Expenses                                                                                $ti ji i 
23 Plus (Minus) Non Operating Changes (Note 28)       
24. Net Position. Ending Balance  $46 $4« 

71 
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Principal Statements 
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Dcpartmeal/Atency: Department of Deftest 

Reporting E»tit>: Defense Securitv Assistance Atencv 
Statement of Financial Position (11X8242) 
Ak of September 30.IS95 
(In ThiHikjndsl 

ASSETS 

1. ENTITY ASSETS 

a Transactions With Federal (Imra-GoveramemaJ) Entities 
(1) Fund Balances With Treasun (Note 2) 

la) Funds Collected 

(b) Funds Disbursed 
(c). Funds With Treasun 

(2) Imestnients. Net (Note 4) 
(3). Accounts Receivable. Net (Note 5) 
14) Interest Receivable 

(5)  Adv aiiccs and Prepayments 
(61 Other Federal i)mrago\emniemal) iNoie 6) 

b TMIIMCIIOM With Non-Federal (Governmental »Entities 
111   Int esiiiiems (Note 4 > 
|21   Accounts Receivable. Net (Note 5) 

|3| Credii program Reeeivables'Relatcd 
Foteclosed Propcm. Nci (Noic 7| 

(Ji   Imercsi Receivable. Nei 
(5)  Advances and Prepayments 
(t>l  Oilier Non-Federal (Governmental) (Note 6) 

c Cash and Other Monetär. Assets (Note 3) 
d Inventory No (Note Si 
e Work In Progress (Noic 9) 
f Opcratnij; Materials-supplies. Nei (Note III) 
g Stockpile Materials. Net iNoie 111 
h Seiied Propem (Note 121 

i Forfeited Propem. Net (Note 13) 
j Goods Held Under Price Support and 

Stabilization Programs. Net (Note 14) 
k Propem. Plant and Equipment. Net (Note 15) 
I Oilier Entin Assets 

m. TOTAL ENTITY ASSETS 

2. NON-ENTITY ASSETS 
a Transactions With Federal (Intragovernmental) Entities: 

(11  Fund Balance With Treasurv Otote 2) 
(2) Accounts Receivable. Net (Note?) 
(3) Interest Receivable. Net 
14) Other (Note 6) 

b. Transactions With Non-Federal (Governmental) Entities 
(1) Accounts Receivable. Net (Note 5) 
(2) Interest Receivable. Net 
(3) Oilier (Note 6) 

c Cash and Oilier Monctan Assets (Note 3) 
d Other Non-Emm Assets 

e. TOTAL NON-ENTITY ASSETS 

Principal Statements 

J525 

S5.461.W1 
S12.469.42V 

($13.417.013) 
S6.4W.575 

2994 

$6.4119.575 
S13.035.7Xu 

($13.220.7751 
$6.594.57n 

$2.538.175 

$7.794.198 

$4.11".--(. 

Sti.MI.12" 

$15.794. ;w Sr.|i«K.4*K 

$li 

i. TOTAL ASSETS $15.794 364 $r.l6t!.4*X 

73 
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Principal Statements 
Departsaeat/AfeKy: DeparUKattf Defeat« 
Reportintatrty: Defeat« Seeerity Ateteaace Agency 
Stateateat af Financial Potfcma (11X1242) 
AJ of September 30.1995 
(la Thousands) 

LIABILITIES 
1995 im 

4. LIABILITIES COVERED BY BUDGETARY RESOURCES: 
i. Tnnsactiont With Federal (lntragovtnuneoul) Entilies: 

(1) Accounts Payable S6S.3S2 $24.80? 
(2). Interest Payable 
(3). DebUNote 16) 

(4). Other Fcocral'lningCAtrnmental) 
Liabilities (Note 17) 

b Transactions With too-Federal (Governmental) Entities: 
<1). Accounts Payable SI 16.774 $117.742 
(2)  Accrued Payroll and Benefits 

(a) Salaries and Wages 
(b). Annual Accrued leave 

(c). Severance Pa; and Separation Allowance 
(?). Interest Payable 

(4) Liabilities For Leon Guarantees (Note 7) 
(5) Lease Liabilities (Note 18) 

<(•) Pensions and Other Actuarial Liabilities (Note 19) 
(7). Other Non-Federal (Cm emniental) Liabilities (Note 17) 

«.TOTAL LIABILITIES COVERED BY BUDGETARY 
SI5.612.208 $17.025.9-.' 

RESOURCES: 

5.   LIABILITIES NOT COVERED BY BUDGETARY 

JI5.794.564 $17.168 4-^S 

RESOURCES 
a Transactions With Federal (IniragcAemmenial) Entities: 

(1). Accounts Payable 
(2) Debt  (Note 16) 

<3l. Other Federal (Iniragovcnunenial) Liabilities (Note 17) 
b. Transactions With Non Federal Entilies: 

(1) Accounts Payable 
(2)  Debt   (Noie 16) 
<3)  Lease Liabilities  (Note IS) 
(•»). Pensions and Other Actuarial Liabilities (Note 19) 
(5) Other Non-Federal (Govenuaental) Liabilities  (Note 17) 

c-TOTAL UABDLITIES NOT COVERED BY 
BUDGETARY RESOURCES: 

»> $t> 

ft.   TOTAL LIABILITIES 

NET POSITION (Note») 

S15.794.364 SH.I6S.47R 

7.  BALANCES: 

a. unexpended Appropriations 
b. Invested Capita] 
c. Cumulative Results of Operations 
d Other 

e Future Funding Requirements 
f. TOTAL NET POSITION 

S.   TOTAL LIABILITIES AND NET POSITION 
74 

SO S» 

S15.794.364 $17.168.478 
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        Principal Statements 
Department/Afencj: Department of Defcase 
Re|i<>ning Enrity: Defense Securin Astituacc Aeeacx 
Statement of Operation» and Chioges ia Net Position (11X»242) 
for Period Ended September 30.1995 
(In Tkoutands) 

199? 1994 
REVENUES AND FINANCING SOURCES 

1 Appropriated Capital Used 
2 Revenues from Sales of Goods and Services 

a  To the Public 
b  {«tragen emmenial 

5    Interest and Penalties. Non-Federal 
4 Interest. Federal 
5 Ta\es (Note 21) 
6 Other Re\ enues and Financing Sources (Note 22) 
7 Less  Taxes and Receipts Transferred to the 

Treasun or Other Agencies 
t.  Total Revenue» and Financin: Sources su S" 

EXPENSES 
9   Program or Operating Expenses (Note 2.> I 

I"   Cost of Goods Sold (Note 241 
3 To the Public 
b   Inirugoxenimcmul 

11 Depreciation und Amortization 
12 Bad Debt * and W n ic-offs 
I"   Interest 

a   Federal Financing BankTreasurx Borrowing 
b  Fcdcr.il Securities 
c   Other 

IJ   Oilier Expenses (Note 251 
J£. Tmal EitienMs •   jn 

li.   Excess (Shortage) of Rev enues and Financing 
Sources Over Total Expenses Before Extraordmarx $<> jn 
licms 

1"  Plus iMmusi Extraordinär hems ('Note 26) 
I*. Es.ce» (Shortage) of Rexeaue» and 

Fiaancing Sources Oxtr Toul Expenses  $« Jn 

19  Net Position Beginning Balance as 
Prevtouslv Suted 

2(>   Adjustments (Note 27) 
21 Nei Position. Beginning Balance as Restated j„ j(l 

22 Excess (Shortage) of Revenues and Financing 
Sources Over Toul Expenses j() j„ 

2 •   Plus (Minusi Non Operating Changes (Note 28) 
24. Net Position. Endiot Balance $(> j,. 

75 
Tlw ^t«n.»mn.i» ~«r. «IT «n bwrrr»! »«w of HW m^-. 
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Footnotes 

DEFENSE SECURITY 
ASSISTANCE AGENCY 

PART II 

B. 

RELATED FOOTNOTES 
TO THE PRINCIPAL 

STATEMENTS 
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Footnotes 

Defense Security Assistance Agency 
Footnotes to the Principal Statements 

Note I. Summary nf Significant Arcountinp Pnliri«: 

A. Basis of Presentation: These financial statements are presented in accordance with DoD 

SSeT-»"^?pd ("9n"'nt "fFmnc'"] s""'m';m!i for FV 1<W4"90* Fi"a"--ial "inif'v 

B. Reporting Entity: 

Defense Security Assistance Agency (DSAA):   The DSAA was established as a 
separate agenc>ofthe Department of Defense (DoD) to administer the nation's security assistance 
programs  In fulfilling ih.s m.ssion. DSAA has administrative responsibility for the Foreign 
Mi nary Sales (FMS) Trust Fund, the Special Defense Acquisition Fund (SD.AF) the Foreien 
Military- Loan Liquidating Account (FMLLA). and the Foreign Military Financine Direct Loan 
Financing Account (FMFDLFA) Also, there are other financial accounts that comprise the 
remainder of the miiitan components of Security Assistance 

FMS,I™?.' Fund- TreasuO Symbol Code S242: The FMS Trust Fund was established 
as a means of facilitating the purchases oft' S. defense articles and services by foreien countries 
as authorized in the Arms Export Control Act (AECA)  The Trust Fund provides a "vehicle 
through wh.ch the United Slates Government processes foreien country funds required for FMS 
case payments to V S contractors for new procurement, and to components for sales from DoD 
siocks 

Special Defense Acquisition Fund (SDAF), Treasury Symbol Code 4116- The SDAF 
was authorized by the International Security and Development Cooperation An of 1981   The' 
SDAF is to be used as a revolving fund under the control of the DoD to finance the acquisition of 
defense articles and services m anticipation of their transfer'(pursuant to the AECA the Foreicn 
Assistance Act (FAA). or other legislation) to eligible foreign nations and international 
organizations. The SDAF account is reimbursed through sales and transfers of hems carried in 
the account  In FY 1993. Congress provided the last obligation^ authority for new procurement 
which needed to be obligated by 30 September 1995. Public Law 103-306 provided S-0 000 000 
for purposes of closing SD.AF. to remain available for obligation until 30 September 1998 
Provided, that this authority (S20.000.000) is not used to initiale new procurements 

,««   -rTr*? M,nj!"? Fi"nCi"g Pr0r"m Atco,,n, (fWFPA). Treasury Svmbol Code 
1085: The Federal Credit Reform An of 1990 established this appropriated fund account to 
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Footnotes 

provide the funding necessary to finance the subsidy element of the loan program. Expenditures 
from this account finance the subsidy element of direct loan disbursements and are transferred into 
the Foreign Military Financing Direct Loan Financing Account (4122) to make required loan 
disbursements for approved FMS or commercial sales. For the purpose of this report. FMFPA 
accounting transactions, to the extent they are relevant to the 4122 account, are included in the 
data reported for the 4122 account. 

Forties Military Loan Liquidating Aecennt (FMLLA), Treasury Symbol Code 
4121: The Credit Reform Act consolidated into this symbol, all assets, liabilities, and equities for 
toanbalam^ recorded prior to FY 1992 in accounts 11'1082,11M1083. HMlOM.and 
11X4121  This account disburses funds previously made available and accounted for the above 
referenced accounts 

Foreign Military Financing Direct Loan Financing Account (FMFDLFA), 
Treasnry Symbol Code 4122: The Credit Reform Act resulted in the establishment of this 
account to provide the vehicle for making disbursements of Foreign Military Loan funds for 
approved procurements and for subsequent collection of debt service due for the loans after 
September 30. 1991. The account uses permanent borrowing authority from the Treasury 
combined with transfers of appropriated funds from account 1085 to make the required 
disbursements for loan recipient countries for their FMS or commercial procurements Receipts 
of debt service payments from borrowers are used to repay the borrowings from Treasury. 

C. Budgets and Budgetary Accounting: 

The FMS program operates using contract authority Contract authority is statutory 
authority to incur obligations prior to an appropriation (or the realization of revenues) for the 
future payment of such obligations. For the FMS program. 82 Stat 1323 (22 U.S.C. 2762) 
establishes its permanent indefinite authority The total value of implemented cases is the only 
limiting factor in the total amount of obligations that can be incurred. 

The SDAF is a revolving budget account appropriation Congress enacts an annual program 
authority amount that is available for obligation for a three year period. Money to finance the 
approved annual program comes from sales and transfers of items purchased by the fund. The 
SDAF is now being decapitalized. In FY 1993, Congress provided the last obligational 
authority for new procurement which needed to be obligated by 30 September 1995. Public 
Law 103-306 provided S20.000.000 for purposes of closing SDAF, to remain available for 
obligation until 30 September 1998: Provided, that this authority (S20.00O.00O) is not used to 
initiate new procurements. 

so 
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Footnotes 

O. Basis of Accounting: 

Transactions are recorded on an accrual accounting basis and a budgetary basis  Under the 
accrual method, revenues are recognued when earned and expenses are recognized when a 
liability is incurred, without regard to receipt or payment of cash Budgetary accounting 
facilitates compliance whh legal constraints and controls over the use of federal funds. 

SDAF uses the completed contract method of accounting Under this method, gain or loss is 
recognized at the time of FMS case closure when costs associated with the contract can be 
determined. 

E. Revenues and Other Financing Sources: 

While the Congress appropriates some funds to finance portions of the securit> assistance 
program via the Foreign Military Financing appropriation, the majority of sales are funded from 
customers' funds 

In accordance with the DoD Acting Chief Financial Officer's memorandum of August 31. 
199;. the FMS Trust Fund does not recognize nor report revenue  Funds collected into the 
Trust Fund are in advance of the performance of services or sale of goods   Since various DoD 
components actually perform the services and sell the goods, recognition of revenue and 
expense occurs in the financial statements of the applicable DoD components  The financing 
source for both FMLLA and FMFDLFA are Congressional appropriations  FMLLA 
appropriated capital is to be used to finance loans  Once the loan disbursement is made it 
becomes a loan receivable and also a liability to others (treasury). The transfer of equity to a 
liability to others, causes the negative amount of appropriated capital figure on the statement of 
operations 

F. Accounting for Intra-Governmenta! Activities: 

The security assistance program, as an activity of DoD. interacts with, and is dependent 
upoa other financial activities of the government as a whole  In FY 1995. the Department or its 
Components sold assets to foreign governments under the provisions of the Arms Export 
Control Act of 1976 Customers are required to make payments, in advance, to the FMS Trust 
Fund  The Trust Fund then reimburses, directly or indirectly, the Military Services for the cost 
of administering and executing the sales program. The indirect reimbursement is in the form of 
allowing the Military Services to cite the Trust Fund on appropriate budgetary and expenditure 
documents During fiscal year 1995. the Trust Fund reimbursed the Military Services in the 
amount of $ 13.417.013 thousand for assets and services sold under the FMS Program 
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Footnotes 

G. Funds with U.S. Treasury and Cash: 

There ire several banking relationships involved in administering, and fiduciary responsibilities 
associated with, the accounting for security assistance funds. Some funds are held in treasury 
accounts, others are with the Federal Reserve Bank, and still others are with commercial banks  As 
of September 30.1995, the security assistance program has a balance of $ 6,427,268 thousand in the 
U.S. Treasury, and $7,794,198 thousand on deposit with the Federal Reserve Bank and other 
commercial banks. 

H. Foreign Currency: 

All payments and collections involved in the security assistance program are accounted for in 
l; S Dollars 

I. Accounts Receivable: 

As presented in the consolidated statement of financial position, accounts receivable includes 
accounts, claims, and refunds receivable. The security assistance program has, as of 
September 30. 1995. a net accounts receivable as follows: 

Account Receivable 
Government 

Im »governmental 
Refunds 
Claims 

Total 

The FMS Trust Fund's $2.538.175 thousand portion of the public receivables is based upon 
its requirement to bill in advance of providing goods and services as established in the Arms 
Expon Control Act of 1976  The amount billed to customers on DD Form 645, adjusted for 
both special bill arrangements and individual cases that have collections in excess of financial 
requirements, is the basis for the trust fund's accounts receivable value. 

Since the FMS program is required to operate at a no loss scenario, an allowance for bad 
debts will only be established upon determination of the State Department 

The decrease in 8242 receivables from 1994 of 4.1 billion to 1995 of 2.5 billion is 
attributed to a significant increase in collections on receivables (4.3 billion) from the 3rd 
quarter of FY95 to 4th quarter of FY95. 

(in thousands) 

Amount Allowance Tw»l Nd 
3.126.14) 0 $3.126.141 

49.201 0 $49.201 
0 0 0 
0 0 0 

$3.175.342 0 $3.175.342 

S2 
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Footnotes 

J. Loans Receivable: 

Loans are accounted for as receivables after funds have been disbursed  The amount of 
loans obligaied bul not disbursed are disclosed in Note 7 

K. Inventories: 

The FMS Trust Fund has no inventory. Items are either delivered directly to the FMS 
customer from the contractor or in the cases of FMS sales from U.S. stocks, they are retained as 
inventory in the procurement or stock fund accounts of the military departments until transferred 
to the ownership of the foreign customer. 

Inventory in SDAF is controlled and managed by the various military departments  The 
SDAF inventory value is acquisition cost as reported to the DSAA by the military department 
See Note S lor specific information 

L. Investments in L'.S. Government Securities: 

The security assistance program does not invest in L'.S government securities 

M. Property and Equipment: 

The funds and accounts making up the security assistance program have no property or 
equipment   For the FMS trust fund, this policy is established by the DoD Acting Chief Financial 
Officer memorandum of August 31, 1992 

N. Prepaid and Deferred Charges: 

The prepayment for SDAF represents payments made to contractors where inventory has 
not yet been delivered  All payments are posted as a pre-paid asset  FMS trust fund progress 
payments to contractors are accounted for using the constructive delivery method and. 
accordingly, are identified as an expenditure at time of payment 

O. Leases: 

Not Applicable 

P. Contingencies: 

Not Applicable 

»? 
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Q. Accrued Leave: 

No fund included in these statements record any accrual of unpaid leave 

R. Equity: 

The FMS Trust Fund has no net position As identified in his memorandum of 
August 31.1992. the DoD Acting Chief Financial Officer states that the FMS Trust Fund is a 
trust fund requiring DoD to act in a fiduciary capacity on behalf of its customers. All revenue, 
expense, and operational reporting for the program is the responsibility of the Military 
Departments  Accordingly, the FMS Trust Fund accounts only for dollars in and dollars out on 
a cash basis and has no net position. 

Equity in SDAF is not to exceed the capitalised amount of $522.000 thousand  A 
decapiulization in the amount of $282.000 thousand was completed via a Nonexpendhure 
Transfer Authorization. Document (Standard Form No. 1151) number 95-SDAF-0003. on 
September 22. 1995 to account 112814. This reduced the capitalized amount of $804.000 
thousand to $522.000 thousand  Any excess resulting from operation of the fund is transferred 
to the miscellaneous receipts account. 

The FMFDLFA equity position consists of unexpended appropriations  The FMLLA and 
SDAF equity positions consisi of invested capital. All equity information is contained in 
Note 20 

S. Aircraft/Ship Crashes: 

Not Applicable 

T. Treaties for Use of Foreign Bases: 

Not Applicable 

1°. Comparative Data: 

Not Applicable 

V. Restatement of Prior Year Principal Statements: 

The Statement of Financial Position and Statement of Operations and Changes in Financial 
Position for FY 1994 have been restated to permit the preparation of comparative statements 
due to significant changes in reporting requirements required by the OMB. 

W. Undelivered Orders 

The security assistance program is obligated for goods and services, which have been 
ordered but not yei received (undelivered orders) as of September 30, 1995. in the amount of 
$24.169.924 thousand: $24.068,175 thousand is attributable to the FMS trust fund and 
$101.749 thousand is attributable to SDAF. 
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Note 2. Fund Balances with Treasury: 

(in thousands) 
A.   Business Operations Fund (DoD Comptroller) and AO Other Funds and 

Accounts: 
Emitv Assets 

Trust Fund      Revolving       Appropri- 
Funds        ated Funds 

Unobligated 
Balance 

Available 
Restricted 

Reserve for 
Antic 

Resource 
Obligated (not 

Expensed) 
Unfunded 

Contract Auth 
Unused 

Borrowing 
Auth 
Treasury 
Balance 

Other Fund 
Types 

Total 

24.250.331 

-1S.7SS.340 

465.091 500.186 

i65.0.9] 500 18fr 

25.215.608 

-18.788.340 

fcJ2.126$ 

D. Other Information: 

SI 1.103 thousand of A(Obligated-RevoIving) is attributable to 11X4121   11X4121 is 
not a revolving fund, it is a liquidating fund Treasury instructed DSAA to classifv 
11X4121 as a revoking fund  The remaininc $453.988 thousand is attributable to 
11X41 lt> (SDAF) 

The S500.186 thousand on A(Ob!ieated-Appropriated) is applicable to 11X4122 
DSAA was instructed by Treasury to classify' these funds as appropriated 

The amounts in A (Col Trust Fund) are for the FMS Trust Fund The FMS Trust Fund is 
governed by 22 L'SC 2761.2762 and represents Permanent Contract Authority The amounts 
presented equal values from the 1995 Year End Closing Statement (SF2108) 

85 
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hssil. Cjsh, Forthrn Currency and Other Monetary Aim«: 
(in thousands) 

Emily tow NonEnritv Assets 

A. Cash 
B. Foreign Cunency 
C. Other Monetary Assets: 

(l)Gold 
(2) Special Drawing Rights 
(3) U.S. Reserves in the IMF 
(4) Other 
(5) Total. Other Monetary Assets 

D  Total Cash. Foreign Currency and 
Other Monetary Assets 

7,794,198 

2224J28 

E  Other Information: There are several banking relationships involved in administering, 
and fiduciary responsibility, of Security Assistance Funds. Some funds are held in Treasury 
accounts, others are with the Federal Reserve Bank, and still others are with Commericial 
Banks Cash balances are in agreement with the September 30.1995 Federal Reserve and 
Commercial Bank balances. 

Not? S. Accounts Receivable. Net: 

(in thousands) 

Gross        Allowance For Allowance Nei 
Amount         Estimated Milbod Am°um 

Due         Uncollectables Used DJJS 

Entity Receivables 
Imragovemmemal 49.201 N/A $49.301 
Governmental 3.126.141 N/A S3.126.141 

Non-Entity 
Intragovemmental 
Governmental 

C. Other Information: 
The SDAF portion of this value ($49,201) represents the amount due from "reverse" military 

inter-departmental purchase requests (MPRs). 

The 8242 portion of SA(Govemmental) is 52,538,175. The FMS Trust Fund is required to 
work on a no loss basis, therefore, an allowance for Estimated UncoDectibles does noi exist   An 
actual "Uncollectible" will only be established based on State Department determination 

$578.611 thousand of5A(Governmental) is attributable to 11X4121. $9.355 thousand i< 
attributable to 11X4122 

16 
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Note b. Other Federal flntrapovernmentah and Non-Federal (Governmental) Assets: 

(in thousands) 

A. Other Entity Assets: 

1 Intragovemmental 
(!)      FMFDLFA 1.487.195 
(2) 
(3) 

Total S1.487.1QS 
2 Governmental 

(1) 
(2) 
(3) 

Total S 0 

B. Other Information: Sl.487.195 of A 1(1) is attributable to 11X4122  This is a right to 
recei\ t cash through borrowing authority from Treasury 

C. Other Non-Entirv Assets: 
1 Imrauovemmental 

(1)  " 
(2) 

Total 
Governmemal 
(1) 
(2) 
(3) 

Total 

D   Other Information 

N'ote 7. Loans and Loan Guarantees. N'on Federal Borrowers: 

(in thousands) 

A. The entity operates the following loan and/or loan guarantee programs: 

(1) Pre-1992 Direct Loan Obligations 
(2) Pre-1992 Direct Loan Obligations 
(3) Pre-1992 Direct Loan Obligations 
(4) Pre-1992 Direct Loan Obligations 
(5) Pre-1992 Direct Loan Obligations 
(6) Pre-1992 Direct Loan Obligations 
(7) Pre-1992 Direct Loan Obligations 
(8) Pre-1992 Direct Loan Obligations 
(9) Post-1991 Direct Loan Obligation 

- DSAA Direct Loans 
• DSAA Rescheduled Loans (Direct Portion) 
■ DSAA Rescheduled Loans (Guaranty Portion) 
- FFB Loans 
- Subrogated Defaulted FFB Loans 
■ Subrogated Defaulted Refinanced Loans 
■ Refinanced Loans 
■ Commercial Bank Loans 
• DSAA Direct Loans 

n 

146 



Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Footnotes 

Direct loan obligations or loan guarantee commitments made prior to FY 1992. 
and the resulting direct loans or loan guarantees, are reported net of an allowance 
for estimated uncollectible loans or estimated losses. 

Direct loan obligations or loan guarantee commiintents made after FY 1991. and 
the resulting direct loans or loan guarantees, are governed by the Federal Credit 
Reform Act. The Act provides that the present value of the subsidy costs (i.e. 
interest rate differentials, interest subsidies, estimated delinquencies and defaults. 
fee offsets and other cash flows) associated with direct loans and loan guarantees 
be recognized as a cost in the year the direct or guaranteed loan is disbursed 

An analysis of loans receivable, loan guarantees, liability for loan guarantees, 
and the nature and amounts of the subsidy and administrative costs associated 
with the bans and loan guarantees is provided in the following sections 

B. Direct Loans Obligated Prior to FY 1992: 

Loan Program Loans and 
Interest 

Receivable. 
Gross 

Allowance for 
Est Uncoil 

Loans & 
Interest 

Loans and 
Interest 

Receiveable. 
Net 

Foreclosed 
Property 

Value of 
Assets 

Related to 
Direct Loans 

A(l) 3.752.558 0 3.752,558 0 0 
A(2) 196.685 0 196.685 0 0 
A(3) 403.086 0 403.086 0 0 
A(4) 3.493.027 0 3,493.027 0 0 
A<5) 66.002 0 66.002 0 0 

TOTAL 7.911.357 0 7.911.357 0 0 

C. Direct Loans Obligated after FY 1991: 

Loan Program Loans 
Receivable. 

Gross 

Interest 
Receivable 

Foreclosed 
Property 

Allowance for 
Subsidy Cost 

(Present 
Value) 

Net Present 
Value of 
Assests 

Related to 
Dire« Loans 

A(8) 539.850 0 0 70.801 469.049 

TOTAL 539.850 0 0 70.801 469.049 

D. Defaults on Pre-1992 Loan Guarantees: None 

NOTE   FFB loans are considered Direct Loans, however S66.002 thousand of loan principal 
was defaulted to FFB by various countries thus DSAA paid FFB the defaulted principal 

u 
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E. Defaults on Post-1991 Loan Guarantees: None 

F. Liability for Loan Guarantees: None 

NOTE.   DSAA expects to collect 100% of its defaulted guaranty loans 

G. Subsidy Expense for Post-1991 Loans and Loan Guarantees: 

1. Current Year's Direct Loans 

Footnotes 

Loan Interest 
protfram Differential Defaults Fees Other Total 

(1) FY 1995 
FMFDLFA $(24.705) $67.479 $0 $0 S42.774 

2  Prior Year's Direct Loans 

Loan 
Programs Modifications Reestimates Total 

(1)FY1992          $0 $0 $0 
(2)FV 1993          SO $0 $0 
(31 FY 1994          $0 SO $0 

3  Total Direct Loan Subsidy Expenses 

Loan 
Program 

(1) FY 1995 FMFDLFA $42.774 
(2) FY 1994 FMFDLFA $38.1 IS 
<3i FY 1993 FMFDLFA 136.946 
(4) FY 1992 FMFDLFA 5Q.1P2 
Total $267.940 

H. Subsidy Expense for Post-1991 Loan Guarantees. 

1. Current Year's Loan Guarantees: None 

2 Loan Guarantee Modifications and Re-estimates. None 

3 Total Loan Guarantees Subsidy Expense  None 

I.. Administrative Expense: None 

»9 
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J. Other Information: 

Face Value of Guaranteed Refinanced Loans 
DSAA Guaranteed Portion of Refinanced 

Loans (90% of Face Value) 
Portion of Refinanced Loans Secured by 

Country Deposits in the Financing Bank 
(10% Face Value) 

Undisbursed Balances Available for 
New Direct Loan Receivables 

(thousands) 
6.620.399 

6.013.779 

606,620 

11,103 

Note 8. Inventory. Net: 

A. Inventory Categories: 

(1) Held for Current Sale 
(2) Held in Reserve for Future use 
(3) Excess. Obsolete. 
Unserviceable 
(4) Held for Repair 

Total 

On thousands) 

Inventory 
Amount 

152.885 

Ji2i?5 

Allowance 
For Losses 

Inventory 

152.885 

15^885 

Valuation 
Method 

B. Restrictions on Inventory I'se, Sale, or Disposition: 

SDAF inventory must be used for transfers in security assistance programs unless approx ed by 
SECDEF for sale to Military Departments 

C. Other Information: 

ATI inventory belongs to SDAF  The valuation, as reported by the 
military departments, is the acquisition cost of hems on hand at installation level not 
identified to a specific sale to a foreign customer. In FY1995. S15.545.O63.03 of 
unsalable equipment was written off. 

«i 
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Note 16. Debt: 

The FMLLA (Treasury Symbol Code 412)) portion of the security assistance program has 
borrowed funds from the Treasury for disbursement under a valid loan program 

The FMFDLFA (Treasury Symbol Code 4122) program has borrowed funds from ihe 
Treasury for disbursmems for valid loan programs under credit reform 

(in thousands) 
Liabilities Covered by      Beginning             New                              Ending 
Budgetary Resources Balance    Borrowing    Repayments       Balance Refinance 

A. Intragovernment Debt: 
(1) Borrowine from 

theTreasüry 413.167       375.16! 0       7SS.328 0 
(2) Borrowing from 

Fed Financing Bank3.785.414 0 292.387    3.493.027 0 
(3) Borrowing from 

Other Fed"Agencies 0 0 0 0 0 
Total lmragovemmental 
Debt " -4J9S.5SI        375.161 292.387    4.281.355 0 

Liabilities Not Covered By 
Budgetary Resources 

B   (1) Public Debt   N'A 
(2) Auenc\ Debt   N'A 

C   Total Liabilities for Debt Not 
Cohered by Budgetary Resc N-'A 

D   Total Debt 4.198.581        375.161 292.387    4.281.355 0 

E  Other Information  NONE 
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Note 17. Other Liabilities: 

(in thousands) 

A. Other Liabilities Covered by Budgetary Resources: 

Non-Current Liab 
1. Intragovernmemal 

(I)FMLLA 
(2)FMFDLFA-Bor 
(3)FMFDLFA-Sub 

Total 

2   Governmental 
(1) SDAF 124.982 
(2) 8242 
(3) 8242 
(4) FMLLA 4.333.379 

Total 4.458.361 

B. Other Information: 
The SDAF portion of this element was computed by using Advances to contractors and 

unearned revenue in accordance with the completed contract method of accounting 

Unearned Revenue    (GLAC 2310) 1.270.331 
Advances to Contractor (GLAC 1400)      1145.349 
Other Non-Federal Liabilities 124.982 

Amounts in A2(2) and A2(3). 8242 are in accordance with the Arms Export Control 
Act of 1976  Funds collected into the Trust Fund are in advance of the performance of 
sen-ices or sale of goods   Amounts are the values expected to be expended by the L'.S 
Government on behalf of foreign customers 

The FMFDLFA value represents future repayments of borrowings from Treasury for 
credit reform loans 

55.982 55.982 
1.487.195 1,487.195 

190.216 190.216 
1,733,393 1.733.393 

124.982 
13.074.033 13.074.033 
2.538,175 2.538.175 

4.333.379 
15.612.208 20.070.569 

9: 
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Footnotes 

Note 20. Net Position: 

(ir thousands) 

Revolving 
Funds 

Trust 
Eunäs 

Aoorooriated 
Funds 

Total 

A Unexpended Appropriations 
(1) Unobligated 

a  Available 
b   Unavailable 

46 46 

(2) Undelivered Orders 
B  Invested Capital 
C  Cumulative Results of Operations 
D  Other 

11.103 
1.129.580 

11.103 
]'.129.?S0 

E  Future Fundinc Requirements 
F. Total 
G   Other Information 

1.140 6R3 , 0 .     ,     46, ].HO,?:? 

(1) S522.000 thousand ofB is attributable to SDAF   Any excess generated from the operation of the 
rund is returned to the Treasury miscellaneous receipts accoum   In FY1995. $282.000 thousand was 
returned to the Treasury miscellaneous receipts account 112814 (Repayments of Investments and 
Recoveries) 

(2) FMLLA is not considered a revolving fund   It is a liquidating fund   It is being classified as a 
revolving fund since the Treasury is classifying it as a revolving fund for the FACTS reporting 
All of A Revolving Funds and S607.580 thousand of B are attributable to FMLLA 

(3) .All of the Appropriated Funds of A are attributable to FMFDLFA  The $46 thousand is 
the unobligated balance remaining from theFY 1992 appropriation 

J525 ISM 

779 1.169 
588.076 0 

8.340 0 

Note 22. Other Revenues and Financing Sources: 
(in thousands) 

A. Other Revenue and Financing Sources: 
(1) SDAF 
(2) FMLLA 
(3) FMFDLFA 

B. Other Information: 

(SDAF) This amount is the partial recovery of a duplicate payment made to General 
Dynamics  (FMLLA) Amount is the Contra-Revenue-Collected For Others and deposited to 
Treasury   (FMFDLFA) Had insufficient funds to make annual imerest payment to treasury   Per 
Treasury Bulletin No  93-05 additional borrowing was made to cover interest payments 

« 
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Note 23. Program and Operatinr Exn»n«*: 

FMLLA (4121) total bad debt expense was $96,920 thousand. $48.642 thousand were bad 
deb! expenses incurred for-others and wrote off to miscellaneous receipt accounts 2968 and 
1498. the remaining $48,278 thousand was actual bad debt incurred by symbol 4121 and 
reported on the statement of operations. FMFDLFA incurred $42,774 thousand of subsidy 
expense The total operating expense is $91,052 thousand. 

Note 24. Cost of Goods and Sgrvi^ SnlH- 

(in thousands) 
A. C«st of Services Sold: 

NONE 

B. Cost of Material Sold from Inventory 
(1) Beginning Inventory L.AC. $     286.449 

(a) Plus: Purchases at Cost 154.181 
(b) Less  Beginning Allowance for Holding Gains/Losses 0 
(c) Plus: Inventory Gains o 
(d) Minus  Inventory Losses o 

(2) Less  Ending Inventory L.AC 152.885 
(a) Plus Ending Allowance for Holding Gains/Losses 0 

(3) Pius Operating Expenses 4.316 
Cost of Goods Sold                                                                  $292.061 

C. Other Information. 

AJI Cost of Goods Sold (CGS) relate to the Special Defense Acquisition Fund (SDAF) 
Since SDAF uses the completed contract method of accounting, all costs associated with a 
comrac! are identified at the time of an FMS case closure (see note 1 D). Line la represents 
the CGS of those FMS cases closed during FY 1995 plus the net change in ending inventory 
between FY 1994 and FY 1995 (see note 8) Line 3 represents the FY 1995 contract 
administration costs that are directly related to the sale of SDAF hems. 
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Note 27. Prior Period Adjustments: 

(in thousands) 

A. Prior Period Adjustments: 
(1) FMLLA (S397.9081 
Tow! (S22L22&) 

B. Other Information: FMLLA moved account 3610 (Uncollected Revenue- 
Miscellaneous Receipi) to account 2990 (Other Liabilities). Due to Standard General Ledger 
account changes. 3610 is no longer used  This is the post closing entry necessary to close FY94 
accounts. This closing entry was not taken into consideration during last years accounting 
change to accounts 3610 and 2990 

Note 28. Non-Operating Changes - (Transfers and Donations): 

(in thousands) 

1995 1994 

B. 

Increases: 
(1) Transfers-ln 

(a) From Treasury 39.300 42.641 

(?) GflraHWtf&Sf.eived 
(4) Total Increases 39.300 42.W1 

Decreases 
(1) Transfers-Out: 

(a) To Treasury 39S.511 266.000 
(2) Donations 
(3) Other Decreases 
(4) Total Decreases 398.511 266.000 

Net Transfers H??,:!!) (^?3 <^9i 

D        Other Information  Line A(l Ka) is the amount of apportionment to the Foreign 
Military Loan Liquidating Account (FMLLA) to pay default claims on guaranteed loans made 
prior to F Y 1992. The amount on B( 1 Xa) is the amount of authority to SDAF cash which was 
transferred to the Treasury's receipt account by DSAA during FY1995 and FY1994 as pan of 
the de-capitalization of the fund. 

Footnotes 2b. 2c. 4. 9. 10. 11. 12. 13. 14. 15. 16b. 16c. I7c, 17d. IS. 19.21.25.26.29. 
30 and 31 are not applicable to the Certified Financial Statements for the Defense Security 
Assistance Agency 
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Supplemental 

FY 1995 ANNUAL FINANCIAL STATEMENT 
DEFENSE SECURITY ASSISTANCE AGENCY 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.   ADDITIONAL PERFORMANCE INDICATORS 

New Purchase Orders Issued 
FY 1995 ACTIVITY: 

Types of Orders Issued rWMY NA\-Y USAF NSA OTHER TOTAL 
Major End Items 0 0 0 0 0 0 
Suppon for Major 1 0 0 0 0 I 

End hems 
Investments 0 0 0 0 0 0 
Ammunition 0 0 0 0 0 0 
Miscellaneous'Other 0 2 2 2 1 1 
TOTAL 1 0 0 0 1 *» 

FY 1994 ACTIVITY: 
Tvpes of Orders Issued ARMY NAVY USAF t£A.QIHEB. TOTAL 
Major End Items 3 5 I 3 0 i; 
Suppon for Major 3 0 ■> 0 0 « 

End Items 
Investments 0 0 0 0 0 0 
Ammunition 3 0 0 0 0 
Miscellaneous'Other 2 0 0 0 1 i 
TOTAL 9 5 3 3 1 21 

FY 1993 ACTIVITY: 
T>pes of Orders Issued ARMY NAVY USAF NSA OTHER TOTAL 
Major End Items 11 5 3 3 22 
Suppon for Major 3 0 1 0 0 4 

End Items 
Investments 0 0 0 0 0 0 
Ammunition 3 0 0 0 0 
Miscellaneous/Other S 2 fi 0 1 1 
TOTAL 17 5 4 3 1 30 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

SPECIAL DEFENSE ACOUISITION FUND. ACCOUNT 4116: 

New Purchase Orders Issued (Continued) 

FY 1992 ACTIVITY: 
Types of Orders Issued: ARMY NAVY USAF NSA OTHER TOTAL 
Major End hems 27 5 5 5 0 42 
Support for Major 4 2 17 0 0 23 

End hems 
Investments 0 1 0 0 0 1 
Ammunition 0 0 0 0 0 0 
Miscellaneous/Other 0 fl _fl fi 2 2 
TOTAL 31 8 22 5 2 68 

FY 1991 ACTIVITY: 
Types of Orders Issued: ARMY NAVY USAF ESA OTHER TOTAL 
Major End hems 13 6 0 0 0 19 
Support for Major 22 4 0 0 0 26 

End hems 
Investments 4 4 0 0 0 8 
Ammunition 9 0 0 0 0 9 
Miscellaneous/Other 9 n a 1 2 tl 

TOTAL 57 26 0 1 0 84 

NARRATIVE: 
This indicator compares the number of new purchase orders placed from FY 1995 

through FY 1991 to the Military Departments or DoD Agencies. This amount «nil 
continue to decrease due to the decapha!i2ation of the &nd. Numbers for FY 1995 
through FY 199] are provided for comparison. 

SOURCE: 
DSAA Special Defense Acquisition Fund Management Information System. 
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PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

Supplemental 

A.  ADDITIONAL PERFORMANCE INDICATORS 

SPECIAL DEFENSE ACOnSITION FUND. ACCOUNT 4116: 

Number of Purchase Orders Issued, New and Revised 

FY 1995 ACTIVITY: 
Military Interdepartmental Purchase 
Requests (MIPRs) Issued 

FY 1994 ACTIVITY: 
Militan- Interdepartmental Purchase 
Requests (MIPRs) Issued 

FY 1993 ACTIVITY 
Military Interdepartmental Purchase 
Requests (MIPRs) Issued 

FY 1992 ACTIVITY: 
Militan- Interdepartmental Purchase 
Requests (MIPRs) Issued 

FY 1991 ACTIVITY: 
Military Interdepartmental Purchase 
Requests (MIPRs) Issued 

TQTAl 
200 

TQTA1 
166 

I2JAX 
280 

TOTM 
376 

TOTAL 
275 

NARRATIVE: 
This performance indicator reflects the number of MIPRs that were issued with 

current and prior year obligation authority and the number of revisions to existing MIPRs 
The FY 1995 through FY 1991 amounts are provided for comparison 

SOVRCE: 
DSAA Special Defense Acquisition Fund Management Information System. 
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Supplemental 

PART 111 - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

SPECIAL DEFENSE ACQUISITION FUND. ACCOUNT 4116: 

Value or Porebase Orders Issued 

FY 1995 ACT IVIIV 
Value of Militär)' Interdepartmental 
Purchase Requests (MPRs) Issued 

FY 1994 ACTIVITY 
Value of Military Interdepartmental 
Purchase Requests (MIPRs) Issued 

FY 1993 ACTIVITY: 
Value of Military Interdepartmental 
Purchase Requests (MIPRs) Issued 

FY 1992 ACTIVITY: 
Value of Military Interdepartmental 
Purchase Requests (MIPRs) Issued 

FY 1991 ACTTVITY: 
Value of Military Interdepartmental 
Purchase Requests (MIPRs) Issued 

MILLIONS ($ X 000.000) 

TOTAL 
S3.58 

TOTAL 
$87.8 

TOTAL 
$149.9 

TOTAL 
$538.0 

TOTAL 
$322.0 

NARRATIVE: 
This performance indicator provides the value of all MIPRs. The amounts for 

future Fiscal Years (FYs) will continue to decline due to the decapttalizarjon of the fund. 
Amounts for FY 1995 through FY 1991 are provided for comparison. 

SOURCE: 
DSAA Special Defense Acquisition Fund Management Information System. 
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_ Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

SPECIAL DEFENSE ACQUISITION FIINT, ACCOUNT 411*. 

Number of Purchase Orders Closed 

FY 1995 ACTIVITY TOTAL 
(Aged in Years) ivf^t, 
0-3 . 

7.1 
I0" Jfl 
TOTAL n 

FY 1994 ACTIVITY T0TAL 
(Aged in Years) 
0-3 61 

-1 'v 32 
10- 4 

TOTAL ,23 

ni993ACTr\Tn- TOTAL 
(Aged in Years) 
0-3 0 
4-6 0 

7-9 0 
10" 0 

TOTAL 5 

FY 1992 ACTTVrrV TOTAL 
(Aged in Years) 
« 17 

tt 9S 7
"9 348 

TOTAL 4^5 
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Supplemental 

PART HI - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

SPECIAL DEFENSE ACQUISITION FUND. ACCOUNT 41 Ifr 

Number of Purchase Orders Closed (continued) 

FY 1991 ACT1V1TV TOTAL 
(Aged in Years) 
0-3 o 
4-6 j 
7-9 1 
10- o 

TOTAL 2 

NARRATIAT: 
This performance indicator shows the number of purchase orders that were closed 

and their relative age. There were no purchase orders closed for Fiscal Year (FY) 1993. 
Since the decision to decapitalize the fond, we have revised the procedures for dosing 
purchase orders to ensure that no liabilities remain after the purchase order is closed " 
Numbers for FY 1995 through FY 1991 are provided for comparison. 

SOURCE: 
DSAA Special Defense Acquisition Fund Management Information System. 
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PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

Supplemental 

A. ADDITIONAL PERFORMANCE INDICATORS 

SPECIAL DEFENSE ACOmsiTlON FUND. ACCOUNT 4116: 

Value of Purchase Orders Closed 

THOUSANDS (S X 000) 

FY1995ACTTOTY: 
Closed Purchase Orders 

FY 1994 ACTIVITY: 
Closed Purchase Orders 

FY 1993 ACTIVITY: 
Closed Purchase Orders 

FY 1992 ACTIVITY: 
Closed Purchase Orders 

FY 1991 ACTIVITY: 
Closed Purchase Orders 

TOTAL 
110,887.8 

TOTAL 
82,995.0 

TOTAL 
0.0 

TOTAL 
600.800.0 

TOTAL 
2.580.3 

NARRATIVE: 
This performance indicator shows the value of Purchase Orders Closed during the 

fiscal year  There were no purchase orders closed for FY 1993. Since the decision to 
decapitalize the fund, we have revised the procedures for closing purchase orders to 
ensure that no liabilities remain after the purchase order is closed. The values for FY 1995 
through FY 1991 are provided for comparison. 

SOURCE: 
DSAA Special Defense Acquisition Fund Management Information System. 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

Value of Sales 

MILLIONS (S X 000,000) 
FY 1995 ACTIVITY: 
Type Stle & Customer ARMY NAVY IISAI N_£A QIHER TOTAL 
FMS Cases 99.3 47.9 0.8 2.4         0.0     150.4 
Replenishment 0.0 0.0 0.0 0.0         0.0         0.0 
Direct JL2 PJ) PJ PJ        PJ        Q2 

' TOTAL 99.5 47.9 0.8 2.4         0.0     150.6 

FY 1994 ACTTVrrV: 
Type Sale & Customer ARMY NAVY L'SAF USA QIHEE IQIAL 
FMS Cases 199.9 45.5 1.2 8.2         0.0     254.8 
Replenishment 0.0 0.0 0.0 0.0         oo        0.0 
Direct «5 2J 40 A        PJ        22 
TOTAL 200.4 48.3 1.2 8.6         0.0     258.5 

FY 1993 ACTIVITY: 
Type Sale &. Customer ARMY NAVY USAF NSA OTHER TOTAL 
FMS Cases 117.2 74.2 1.3 5.1         0.0     197.8 
Replenishment 0.0 0.0 0.0 0.0         0.0         0.0 
Direct U PJ JL2 JJ      JJ       12 
TOTAL 118.3 74.2 1.5 5.1         0.0     199.1 

FY 1992 ACTIVITY: 
Type Sale & Customer ARMY NAVY USAF MSA OTHER TOTAL 
FMS Cases 111.4 97.1 33.4 6.1         0.0     248.0 
Replenishment 0.0 0.0 0.0 0.0         0.0         0.0 
Direct S2 PJ PJ fij       SL2       Si 
TOTAL 111.6 97.1 33.4 6.8         0.0     248.9 

FY 1991 ACTTVrrY: 
Type Sale & Customer 
FMS Cases 

ARMY 
133.8 

NAVY 
34.5 

USAF. 
3.5 

HSA DJHEB. IQIAL 
5.3         0.0     177.1 

Replenishment 2.0 5.5 0.0 1.1         0.0         8.6 
Direct ULI M PJ 1&        PJ}      2pJ2 
TOTAL 145.9 40.3 3.5 16.0         0.0     205.6 
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Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

SPECIAL DEFENSE ACQUISITION FUND. ACCOUNT 4116: 

Valur of Sales (continued) 

NARRATIVE: 
This indicator shows the dollar value of Purchase Orders Sold and is stratified into 

three different types of sales. The amounts for FY 1995 through FY 1991 are provided for 
comparison. 

DEFINITIONS: 
FMS CASES: Sales to foreign customers or U.S. Military Departments through either 
Letters of Offer/Acceptance (LOA's) or "reverse" Military Interdepartmental Purchase 
Requests (MIPRs). 

REPLENISHMENT: Sales to L'.S. Military Departments to replenish their inventories for 
hems diverted for urgent FMS requirements 

DIRECT  Sales to U.S Military Departments approved by SECDEF 

SOURCE: 
DSA\ Special Defense Acquisition Information Management System 
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Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENTINFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

SPECIAL DEFENSE ACQUISITION FUND. ACCOUNT 4116: 

Value of New Obligations 

FY 1995 ACTIVITY: 
Value 

FY 1994 ACTIYTrV: 
Value 

FY 1993 ACTIVITY: 
Value 

FY 1992 ACTIVITY: 
Value 

FY 1991 ACTIVITY: 
Value 

MILLIONS ($ X 000,000) 

ARMY     NAVY      USAF   OTHER   TOTAL 
S 1.2        S12.3        J 0.0 SS.9        $19.4 

ARMY  NAVY  USAF OTHER TOTAL 
$10.5        $31.8        $15.5 $.1        $57.9 

ARMY     NAVY       USAf   OTHER   TOTAL 
$140.5        $66.9 $6.7 $8.9      $223.0 

ARMY  NAVY  USAF OTHER TOTAL 
$172.0        $80.4 $9.6        $12.1       $274.1 

ARMY     NAVY      USAF   OTHER   TOTAL 
$206.3        $44.8 $1.0        $23.6      $273.7 

NARRATIVE: 
This performance indicator measures new obligations placed during the fiscal year. 

The amount will decrease in future Fiscal Years (FYs) due to the decaphalization of the 
fand. The amounts for FY 1995 through FY 1991 are provided for comparison. 

SOURCE: 
SDAF General Ledger. 
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Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

SPECIAL DEFENSE ACQUISITION FUND. ACCOUNT 41 Ifr 

Value ofNew Obligations Liquidated, Fiscal Year End Position 

MILLIONS (S X 000,000) 

1995 ACTIVITY: 
VALUE 

1994 ACTIVITY: 
VALUE 

ABMY    MVY     J2SA2  OJJGEE  JSX&L 
$90.6        $54.0        $10.8 $4.5      $159.9 

ARMY      NAVY       I'SAF   OTHER   TOTAL 
$107.8        $58.9 $6.0 $6.5      $179.2 

FY 1993 ACTIVITY: ARMY      NAVY       t'SAF   OTHER   TOTAL 
VALUE $187.6        $46.2        $17.9 $5.3      $257.0 

FY 1992 ACTIVITY: ARMY     NAVY      J£AF   OJHEB   TOTAL 
VALUE $211.8        $51.6       $20.7 $6.9      $2910 

FY 1991 ACTIVITY: ARMY     NAVY      J2SA2   OTHER   TOTAL 
VALUE $79.5        $37.9        $29.8        $20.9      $168.1 

NARRATIVE: 
This performance indicator shows the value of obligations liquidated, i.e.. 

disbursements made during the Fiscal Year (FY). The amounts for FY 1995 throuah 1991 
are provided for comparison. 

SOURCE: 
SDAF General Ledger. 
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Supplemental 

PART m - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENTINFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

SPECIAL DEFENSE ACQUISITION FUND. ACCOUNT 4116: 

Value of Unsold Purchases (Material/Inventory) as of Fiscal Year End 

MILLIONS (S X 000.000) 

September 30,1995 
Position: 
Value 

ARMY 

S124.1 

EAVy. 

$24.6 

USAF 

$2.8 

NSA OTHER 

$1.4       $0.0 

TOTAL 

$152.9 

September 30,1994 
Position. 
Value 

ARMY 

$170.6 

NAVY 

$112.1 

USAF 

$.1 

NSAOTHER 

$3.7       $0.0 

TOTAL 

$286.5 

September 30.1993 
Position: 
Value 

AJBMY 

$136.8 

NAVY 

$37.4 

USAF 

$1.5 

NSA OTHER 

$6.9       $0.0 

TOTAL 

$182.6 

September 30.1992 
Position 
Value 

ARMY 

$128.6 

NAVY 

$44.1 

USAF 

$3.3 

NSA OTHER 

$3.3       $0.0 

TOTAL 

$179.3 

September 30,1991 
Position: 
Value 

ARMY 

$242.5 

NAVY 

$100.1 

USAE 

$24.8 

NSAOTHER 

$5.7     $49.0 

TOTAL 

$422.1 

NARRATIVE: 
This performance indicator shows the actual value of finished inventory unsold and 

held as ofthe end ofthe Fiscal Year (FY). The amounts for FY 1995 through FY 1992 
represent a physical inventory value as provided by the Mühary Departments. The FY 
1991 amounts were based on a "constructive'' inventory position. 

SOURCE: 
Military Departments 
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PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

Supplemental 

A.  ADDITIONAL PERFORMANCE INDICATORS 

SPECIAL DEFENSE ACQUISITION FUND. ACCOUNT 4116: 

Ratio of Unsold Purchases to Total Fund Authority as of Fiscal Year End 

MILLIONS ($ X 000.000) 

FY 1995 ACTIVITY 
SEPTEMBER 30. 1995 POSITION 
Unsold Purchases (Finished Inventory) 

TOTAL FUND AUTHORITY 

RATIO 

FY 1994 ACTIVITY 
SEPTEMBER 30. 1994 POSITION 
Unsold Purchases (Finished Inventory) 

TOTAL FUND AUTHORITY 

RATIO 

FY 1993 ACTIVITY 
SEPTEMBER 30. 1993 POSITION 
Unsold Purchases (Finished Inventory) 

TOTAL FUND AUTHORITY 

RATIO 

FY 1992 ACTIVITY 
SEPTEMBER 30,1992 POSITION 
Unsold Purchases (Finished Inventory) 

TOTAL FUND AUTHORITY 

RATIO 

111 

TOTAL 

SI 52.9 

$522.0 

29.3% 

TOTAL 

5286.5 

SI 070.0 

26.8% 

IOJAA 

S 1826 

SI.070.0 

17.1% 

TOTAL 

S 179.4 

Sl.070.0 

16.8% 
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Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

SPECIAL DEFENSE ACQUISITION FUND. ACCOUNT 4116: 

Ratio of Unsold Purchase to Total Fund Authority as of Fiscal Year End 
(continued) 

FY 1991 ACTIVITY TOTAL 
SEPTEMBER 30.1991 POSITION 
Unsold Purchases (Finished Inventory) $422.1 

TOTAL FUND AUTHORITY $1070.0 

RATIO 39.4V. 

NARRATIVE: 
This performance indicator shows the relationship between the unsold purchases 

and the total fund authority The ratio is calculated by dividing the value of unsold 
purchases by the total of fund authority provided under the U.S. Statute. The amounts for 
FYs 1995 through FY 1992 represent a physical inventory value as provided by the 
Military Departments. The FY 1991 amount was based on a "constructive" inventory 
position. 

SOURCE: 
Military Departments (for FY 1995 through FY 1992). 
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PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

Supplemental 

A. ADDITIONAL PERFORMANCE INDICATORS 

SPECIAL DEFENSE ACQUISITION FUND, ACCOUNT 4116: 
Gain or Loss on Cases Closed During the Fiscal Ytar 

THOUSANDS (S X 000) 

FY 1995 ACTIVITY: 
Gross Value (Gain) 
Unsalable Inventory Assets Written Off 
Net Gain 

FY 1994 ACTIVITY: 
Gross Value (Gain) 
Unsalable Inventor;- .Assets Written Off 
Net Gain 

FY 1993 ACTIVITY: 
Gross Value (Gain) 
Unsalable Inventory Assets Wrinen Off 
Net Gain 

FY 1992 ACnVTTY: 
Gross Value (Gain) 
Unsalable Inventory Assets Wrinen Off 
Net Gain 

FY 1991 ACTIVITY: 
Gross Value (Gain) 
Unsalable Inventory Assets Written Off 
Net Gain 

TOTAL 
SI 5.545.1 
-)?.?«?, 1 

$0.0 

TOTAL 
S22.2569 
•«,?5».9 

S0 0 

TOTAL 
$14.804.6 
•14.804 6 

SO.O 

TOTAL 
S9.722.3 
-8.091.0 
Sl.631.3 

TOTAL 
SI 1.156.7 

Sll. 156.7 

NARRATIVE: This performance indicator is based on cases closed and gains realized 
during the Fiscal Year (FY). Due to the decaphalization of the fund, a FY 1995 gain of 
S15.545.063.03 was used to write-off unsalable equipment. In FY 1994. the gain of 
$22.256.908 80 was also used to write-off unsalable equipment. There were no funds 
returned to Treasury in FY 1993, FY 1994 or FY 1995. At the end of FY 1992, a total of 
$1.863.949.08 was returned to Treasury. This included the FY 1992 gain ($1,631.3 
thousands) and the net gain from prior fiscal years ($232.6 thousands). The amounts for 
FY 1995 through FY 1991 are provided for comparison. 

SOURCE: DS.AA Special Defense Acquisition Fund Management Information System 
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Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMS> TRUST FUND. 
ACCOUNT 8242: 

New Sales Cases Accepted and Amendments ft tested 

FV 1995 ACTIVITY                   ARMY 
NEW FY 1995 SALES CASES           745 
CASE AMENDMENTS-ALL YEARS 24$. 
TOTAL                                            991 

£AV£ 
625 
li£ 
784 

USAF     OJfl££   TOTAL 
600             250       Z220 
151               20          526 
751              270        2.796 

FY 1994 ACTIVITY                   ARMY 
NEW FY 1994 SALES CASES           732 
CASE AMENDMENTS-ALL YEARS!« 
TOTAL                                             926 

NAVY 
632 
109 
741 

JiSAE    OTHER JJ2IAJL 
556             228       2.148 
122               2         m          ' 
689             235        2.591 

FY' 1993 ACTIVITY                   ARMY 
NEW FY. 1993 SALES CASES           793 
CASE AMENDMENTS-ALL YEARS 175 
TOTAL                                             968 

NAVY 
630 
126 
756 

USAF   OTHER   TOTAL 
576           277        2.276 
22              2          422 

673           279        2.676 

FY 1992 ACTIVITY                   ARMY 
NEW FY 1992 SALES CASES           906 
CASE AMENDMENTS-ALL YEARS 174 
TOTAL                                          L080 

NAVY 
658 
125 
793 

USAF   OTHER   TOTAL 
605           271        2.440 
22         s       m 

702           279        2.854 

FY 1991 Acnvrrv             ARMY 
NEW FY 1991 SALES CASES        1.156 
CASE AMENDMENTS-ALL YEARS 221 
TOTAL                                        U79 

HAVX 
695 
121 
816 

USAF      OTHER   TOTAL 
667             310        2,828 
112                 2          4& 
779             319        3.293 

NARRATIVE: 
This performance indicator shows the number of new sales cases implemented and 

the number of case amendments processed to existing cases during each fiscal year. While 
amendments are identified to the original case, they are not identified to the fiscal year of 
the original case/sale Several amendments during the multiple-year fife of any ease is 
considered reasonable. 

SOURCE: DSAA 1200 System 
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PART 111 - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

Supplemental 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMS) TRUST FUND. 
ACCOUNT 8242: 

Ordered Value of New Sales Cases Accepted and Amendment! Processed 

THOUSANDS (J X 000) 

FY1995 
New Cases 

AF-VY NAVY USAF OTHER TOTAL 

and Amend 2.635.293 3,355.558 2.988.144 75.222 9.054.218 

FY1994 
New Cases 

AfcMY NAVY t'SAF OTflER TOTAL 

and Amend 2.013.972 3.545.795 6.946.138 359.451 12.865.356 

FY 1993 
New Cases 

ARMY NAVY USAF PTFifR roTAV 

and Amend 7.5S7.235 4.446.413 21.135.646 46.699 33.215.993 

F\ 1992 
New Cases 

ARMY NAvy I'SAF OTHER TOTAL 

and Amend 3.303.244 4.988.398 6.664.151 215.954 15.171.747 

FY1991 
Neu Cases 

AfcMY. NAVY L'SAF OTHER TOTAL 

and Amend 11.392.373 3.996,086 8.131.988 267.138 23.787.585 

NARRATIVE: 
This performance indicator describes the dollar value for new tales cases and 

amendments to existing sales cases. This dollar value, taken with the level of activity in 
the indicator. "New Sales Cases Accepted and Amendments Processed," provides an 
appreciation of the relative amounts of activity among the implementing agencies. 

SOURCE: 
DSAA 1200 System. 
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Supplemental 

PART III-SUPF ►LEMENTAL FINANCIAL AND 
MANAGEMENTINFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMS) TRUST FUND. 
ACCOUNT 8242 : 

Ordered Value of New A Amended Sales Cases by Major Category 

THOUSANDS ($ X 000) 
F)'W ARMY NAVY USAF OTHER TOTAL 
Aircraft 958.217 704,069 1,036.860 381 2.699,526 
Missiles 213,719 506,127 261.747 0 981.594 
Ships 1.223 165,292 0 651 167.166 
Veh A Wpns 112,767 186.228 145,916 127 445.039 
Ammunition 57,460 123.480 55.120 976 237.036 
Training 105.128 116.097 198.456 5,725 425.405 
Misc/Other l.l?6.779 1.554,265 UW.04J 67.362 4.098452 
TOTAL 2.635.293 3^55.558 2.988.144 75^22 9,054.218 

FY1994 ARMY NAVY USAF OTHER TOTAL 
Aircraft 374.306 1.081,437 4,074,339 2,376 5.532.458 
Missiles 326,507 670.295 367.869 721 U65.392 
Ships 538 187.630 0 2.616 190.784 
Veh & Wpns 310.128 81.344 196,315 6.13) 593.918 
Ammunition 154.499 149.370 52,893 4,545 361.307 
Training 57.345 273,770 192.795 542 524.452 
Misc/Other 790.559 1.101949 2.061.897 ?42.52Q 4.296.925 
TOTAL 2.013.882 3,545,795 6.946.138 359.451 12.865.236 

ni?93 ARMY NAVY USAF QIBER TOTAL 
Aircraft 328.092 1,817^28 14.818,453 564 16.964,337 
Missiles 2,706,077 523.590 578.892 4,979 3.813.538 
Ships 2,552 230,271 0 1.881 234.704 
Veh & Wpns 1,600,214 265.207 520,085 435 2.385.941 
Ammunition 168.050 101.190 82,171 800 352.211 
Training 254.532 209.366 1.077,233 14 1.541.145 
Misc/Other 2,527.71? U?9.561 «.058.8J2 38.026 7.924 117 
TOTAL 7.587,235 4.446.413 

116 
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Sui iplemental 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMS) TRUST FUND. 
ACCOUNT 8242: 

Ordered Valui ' of New & Amended Sales Cases by Major Category (Continued) 

FY 1992 ARMY NAVY USA! OTHER TOTAL 
Aircraft 732.837 2.914.386 4,334,059 318 7,981.600 
Missiles 509.257 339,723 292,064 120,732 1,261.776 
Ships 0 178.628 0 104 178.732 
Veh &. Wpns 391,774 94.383 179,629 8,432 674.218 
Ammunition 60.134 104.309 70.508 13.995 248.946   ' 
Traininc 151.929 141.588 410.188 112 703.817 
Misc'Other 1.457,3)3 1.215.381 1.377.703 72.261 4.123.«? 
TOTAL 3.303.244 4.988.398 6,664.151 215.954 15.171.747 

fV 1991 ARMY NAVY USAF OTHER TOTAL 
Aircraft 510.015 555.799 3.530.599 199 4,596.612 
Missiles 1.070,180 490,928 85.111 21.214 1.667.433 
Ships 42.650 239.898 0 0 282.548 
Veh & Wpns 4,408.670 341.034 6.487 149 4,756.340 
Ammunition 544,847 61.058 152.953 17,864 776.722 
Trainine 178.331 458.891 283.506 181 920.909 
Misc'Oiher 4.637.680 1848 478 4.073.332 227.531 10.787.021 
TOTAL 11.392.373 3.996.086 8.131.988 267.138 23.787.585 

NARRATIVE 
This indicator classifies the various kinds of execution activities and shows the 

distribution of major weapons sales cases among the implementing agencies. 

SOURCE: 
DSAA 1200 System. 
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Supplemental 

PART HI - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENTINFORMATION 

A  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMSl TRUST FUND. 
ACCOUNT 8242: 

Sales Cues Closed 

FYiwsAcnvrrv ARMY WAVY    USAFPTHER TOTAL 
CASES CLOSED FOR ALL YEARS        1,299        »09 736        323     3,167 

FY1994ACnvrrV ARMY NAVY     USAFOTHERTOTAL 
CASES CLOSED FOR ALL YEARS        1,301        763 774        346     3.184 

FY 1993 ACTIVITY ARMY NAVY    USAFOTHER TOTAL 

CASES CLOSED FOR ALL YEARS     1,344     731       723      328   3.126 

FY 1992 ACTIVITY ARMY   NAVY      USAFOTHER TOTAL 
CASES CLOSED FOR ALL YEARS        1.140        576 660        360     2,736 

FY 1991 ACTIVITY ARMY   NAVY      USAFOTHER TOTAL 
CASES CLOSED FOR ALL YEARS        1,099        507 679        358     2.643 

NARRATIVE: 
This indicator demonstrates the number of Sales Cases "Closed" during the fiscal 

year. The 'closure* of a sales case, like the completion of a legal contract, occurs when 
all the terms have been met. Sales Cases must be legall)', logistically. and financially 
"complete" prior to closure. 

SOURCE: 
DSAA 1200 System. 
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Supplei nenta! 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENTINFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMS^ TRUST FUND 
ACCOUNT 8242: 

Ordered Value of Sales Cases Closed 

THOUSANDS ($ X 000) 

FY 1995 ACTIVITY: 
Closed Cases - 

ARMY NAVY ISA£ OTHER TOTAL 

Al! Years 3,844.904 2.367.114 3,762,098 100,263 10,074.379 

FY 1994 ACTIVITY: 
Closed Cases - 

ARMY NAVY USAF OTBEP TQTAL 

All Years 3.057.325 2.090.171 1.921.989 156.189 7.225.674 

FY 1993 ACTIVITY: 
Closed Cases - 

ARMY NAVY ISAF OTHER TOTAL 

.AI! Years 1.458.137 516.151 1.129.447 109.591 3.213.326 

FY 1992 ACTIVITY: 
Closed Cases - 

ARMY NAVY L'SAF OTHER IQT.AL 

All Years 835.782 400,249 1,269.442 156.798 2.662.271 

FY 1991 Acnvrrv: 
Closed Cases - 

ARMY NAVY I'SAF OTHER TOTAL 

All Years 1,823.310 285,821 1.636.792 85,766 3.831.689 

NARRATIVE: 
This indicator shows the dollar value of all sales cases closed during each fiscal 

year. These dollar values, taken with the level of activity in the previous indicator "Sales 
Cases Closed." demonstrates one of several complexities in 
with their dollar values and by implementing agency. 

comparing numbers of cases 

SOURCE: 
DSAA 1200 System. 

119 

178 



Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

120 

ACCOUNT 8242: 

Aged Number of Sales Cases Closed 

n'1995 ACTIVITY ARMY NAVY ISAF OTHER TOTAL 
AGE  0-5 Years 463 172 222 239 1.096 
AGE 6-10 Years 584 377 350 67 1.378 
AGE 11-15 Years 196 198 131 16 541 
AGE 16-20 Years 50 51 29 1 131 
AGE 20+Years £. 11 4 & 21 
TOTAL 1.299 809 736 323 3.167 

FY 1994 ACTOTTY ARMY NAVY USAF OTHER TOTAL 
AGE  0-5 Years 518 210 247 253 1.228 
AGE. 6-10 Years 619 352 369 79 1.419 
AGE: 11-15 Years 130 154 135 13 432 
AGE   16-20 Years 29 39 20 1 89 
AGE: 20-Years 5 £ 2 fi 16. 
TOTAL 1,301 763 774 346 3.184 

FY 1993 ACTIVITY ARMY NAVY USAF QTflEF TOTAL 
AGE  0-5 Years 620 212 281 204 1.317 
AGE: 6-10 Years 592 401 326 109 1.428 
AGE: 11-15 Years 107 104 102 13 326 
AGE: 16-20 Years 23 14 11 2 50 
AGE: 20+Years 2 fi 2 fi £ 
TOT> VL 1.344 731 723 328 3.126 
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PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMS^ TRUST FUND. 
ACCOUNT 8242: 

Aged Number of Sales Cases Closed (Continued) 

FY 1992 ACTIVITY 
AGE. 0-5 Years 
AGE   6-10 Years 
AGE   11-15 Years 
AGE   16-20 Years 
AGE: 20-Years 
TOTAL 

FY 1991 ACTIVITY 
AGE   0-5 Years 
AGE   6-10 Years 
AGE   11-15 Years 
AGE   16-20 Years 
AGE  20- Years 
TOTAL 

NARRATIVE: 
This performance indicator reveals the ace or "life cycle" of the sales cases closed 

The average 6- year life of a case is directly attributable to its complexity  Major weapon 
system procurements, such as aircraft and construction cases, require more time to 
execute and complete financial close-out than does logistics and training cases. 

SOURCE: 
DSAA 1200 System 

ARMY 
575 

NAVY 
208 

USAF 
304 

OTHER 
206 

TOTAL 
1.293 

494 291 246 126 1.157 
62 69 90 27 248 

9 8 19 1 37 
0 

1.14Ö 
2 

576 
I 

660 
2 

360 
1 

2.736 

ARMY 
550 

NAVY 
196 

USAF 
305 

OTPER 
220 

TOTAL 
1.271 

445 36 278 127 1.886 
86 69 81 11 247 
18 6 13 0 37 

2 
1.099 

2 
307 

2 
679 

2 
358 

*> 
2.443 
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PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENTINFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMS> TRUST FUND. 
ACCOUNT 8242: 

A£ed Vahie of Sales Closed 

THOUSANDS ($ X 000) 

FY 1995 ACIJVIIY: 
AGE; 0-5 Years 
AGE; 6-10 Years 
AGE 11-15 Years 
AGE-16-20 Years 
AGE; 20- Years 
TOTAL 

ARMY' 
210,680 

1,018.180 
1.517.359 
1.070.080 

28.604 
3.844.903 

«NAVY. 
54,187 

420.114 
695.596 
884.882 
312.335 

2.367.114 

USAF 
95.249 

546,797 
647.682 

2.164.623 
307.748 

3.762.099 

OTHER 
13.448 
79.726 

6.621 
468 

fi 
100.263 

TOTAL 
373.564 

2.064,817 
2.867.258 
4.120.053 

648.687 
10.074.379 

FY 1994 ACTIVITY: 
AGE 0-5 Years 
AGE: 6-10 Years 
AGE 11-15 Years 
AGE. 16-20 Years 
AGE: 20- Years 
TOTAL 

ARMY 
195.796 

1.573.045 
764.210 - 

388.742 
J3S.532 

3.057.325 

NAVY 
36.932 

J 78.180 
598.934 
586.179 
689.945 

2.090.170 

USAF 
76,530 

431.065 
714.291 
449.542 
250.561 

1.921.989 

OTHER 
16.662 

119,191 
20.317 

19 
0 

156.189 

TOTAL 
325.920 

2.301.481 
2.097.752 
1.424.482 
IP'«?? 
7.225.673 

FY 1993 ACTIVITY: 
AGE: 0-5 Years 
AGE 6-10 Years 
AGE: 11-15 Years 
AGE: 16-20 Years 
AGE: 20+ Years 
TOTAL 

ARMY 
195.797 
564.434 
440.231 
249.487 

8J8J 
1.458,137 

NAVY 
33.289 

176.896 
198,906 
107.059 

P. 
516,150 

122 

USAF 
56.567 

316.279 
259.611 
143.431 
353.559 

1.129,447 

OTHER 
9,477 

88,586 
1U28 

199 
o 

109.590 

TOTAL 
295.130 

1.146.195 
910.076 
500.176 
361.747 

3.213.324 
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PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

Supplemental 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES CFMS) TRUST FUND. 
ACCOUNT 8242: 

Aged Value of Sales Cases Closed (continued) 

FY 1992 ACTIVITY: ARMY &AVY. 1ISAJ OTHER TQTAI 
AGE- 0-5 Years 141.347 45.730 58.824 44.552 290.453 
AGE. 6-10 Years 341.216 147,936 126.252 103.661 719.065 
AGE. 11-15 Years 283.614 171.297 281.616 8,538 745.065 
AGE. 16-20 Years 69.605 35.286 657.309 47 762.247 
AGE: 20- Years 2 2 145.44] P. 145,44] 
TOTAL 835,782 400.249 1,269,442 156.798 2.662.271 

FY 1991 ACTIVITY: ARMY NAVY USAF OTHER TOTAL 
AGE 0-5 Years 109.632 40.439 69,499 50.299 269.869 
AGE 6-10 Years 511.166 70.542 252.545 31.527 865.780 
AGE 11-15 Years 474.583 76.394 477.785 3.941 1.032.703 
AGE. 16-20 Years 727.929 98.445 55U61 0 1.377.635 
AGE 20- Years 2 0. 285.702 P. 285.70: 
TOTAL 1.823.310 285.820 1.636.792 85.767 3.831.689 

NARRATIVE: 
This performance indicator shows the age and value of cases closed by 

implementing agency. The higher valued procurement and construction cases require 
more time to close, have a greater procurement and construction lead time requirement, 
and have a higher price due to the required complexities and the amount of labor involved 

SOURCE: 
DSAA 1200 System. 

123 

182 



Appendix A. Disclaimer of Opinion and Financial Statements Audited 

SuDDlemental 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMSl TRUST FUND. 
ACCOUNT 8242: 

Value of Defense Articles and Services Delivered 

MILLIONS ($ X 000.000) 

FY 1995 ACTIVITY: 
Delivered Value 

ARMY' 
5.149.3 

NAVT 
2,633.7 

USAF 
3.972.7 

QTHER 
79.0 

TOTAL 
11.834.7 

FY 1994 ACTIVITY: 
Delivered Value 

ARMY 
2.649.7 

EAvy. 
2.588.7 

USAF 
4.941.2 

OTHER 
132.9 

TOTAL 
10,312.5 

FY 1993 ACTIVITY: 
Delivered Value 

ARMY 
2.935.1 

NAVY 
Z940.0 

12AE 
5.581.1 

9THSP 
126.6 

TOTAL 
11.582.8 

FY 1992 ACTIVITY: 
Delivered Value 

ARMY 
3.154.2 

NAVY 
1.855.6 

USAF 
4.845.1 

OTHER 
1614 

TOTAL 
10,016.3 

FY 1991 ACnVITV: 
Delivered Value 

ARMY' 
2,834.0 

NAVY' 
1.462.0 

USAF 
4.864.0 

OTHER 
99.0 

TOTAL 
9.259.0 

NARRATIVE: 
This performance indicator shows the value of articles and services provided to 

customer countries during the year. These transactions are generated by the DoD Form 
250. "Delivered Value* includes case activities for all years and all cases. 

SOURCE: 
DSAA 1200 System. 
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PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES (FMS) TRUST FUND. 
ACCOUNT 8242: 
Ratio of Deliveries to Ending Undelivered Balance 

MILLIONS ($ X 000,000) 

ARMY      NAVY FY 1995 ACTIVITY: 
Beginning 
Undelivered Bal 
New Orders 
Total Undelivered Orders 
Less 
All Deliveries 
End Undelivered Balance 
Ratios by IA and 
Total: 

FY 1994 ACTIVITY: 
Beginning 
Undelivered Bal 
New Orders 
Total Undelivered Orders 
Less 
All Deliveries 
End Undelivered Balance 
Ratios by IA and 
Total 

FY1993ACTIVTrY: 
Beginning 
Undelivered Bal 
New Orders 
Total Undelivered Orders 
Less: 
All Deliveries 
End Undelivered Balance 
Ratios by IA and 
Total 

SJSAf     OTHER      TOTAL 

28.730 
2,v?? 

29,335 
_L2f6_ 

46.621 
2 988 

1,134 
75 

31.366 

5.149 

32,691 

2.634 

49.609 

3.973 

29.366 

9.991b 

28.377 

10.36% 

44,615 

12.51% 

125 

105.820 
9.054 

1.209        114.874 

79 11.83? 
26.216      30.057        45.636 1.130       103.040 

19.64%       8.76% 8.71% 6 99%        11.49% 

ARMY     NAVY USAF     OTHER      TOTAL 

29.366 
2.014 

28.378 
3.546 

44.616 
6.946 

90S 
359 

103.268 
12.865 

31.380 

2.650 

31.924 

2.589 

51.562 

4.941 

1.267 

1?3 

116.133 

10.313 
28.730  29.335   46.62!    1.134   105.820 

9.22%       8.82%        10.60%        11.72% 9.75% 

ARMY     fiAVY USAF      OTHER      TOTAL 

24,714 26.871 29.061 987 81.633 
7.587 4.446 21.135 46 33.214 

32,301 31,317 50,196 1.034 114.847 

2.935 2.940 5.581 126 11.582 
907       103,265 

13.95%        11.22% 
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Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMS^ TRUST FIlNTl. 
ACCOUNT 8242: 
Ratio of Deliveries to Ending Undelivered Balance (Continued) 

MILLIONS ($ X 000.000) 

FY 1992 ACTIVITY: 
Beginning 
Undelivered Bal. 
New Orders 
Total Undelivered Orders 
Less: 

ARMY 

24,565 
3.303 

NAVY 

23.739 
4.988 

USAF 

27,242 
6.664 

OJBSB 

933 
216 

TOJAL 

76.479 
15.171 

27.868 28.727 33,906 1.149 91.650 

All Deliveries 
End Undelivered.Balance 
Ratios bv IA and 

3.154 1.855 4.845 161 10.015 
24,714 26,872 29,061 988 81.635 

Total: 12.76% 6.91% 16.67% 16.35% 12.27% 

FY 1991 ACTIVITY: 
Beginning 

ARMY NAVY L'SAF SUES TOTAL 

Undelivered Bal. 
New Orders 
Total Undelivered Orders 
Less: 

16,007 
11.392 

2U05 
3.996 

23.974 
8.132 

765 
267 

61.951 
23,787 

27.399 25.201 32.106 1.032 85.738 

All Deliveries 
End Undelivered Balance 
Ratios by IA and 
Total: 

2.834 1.462 4.864 99 «59 
76.479 

12.11% 

24.565 

11.54% 

23,739 

6.16% 

27.242 

17.85% 

933 

10.61% 

12« 
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Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMS) TRUST FITNT). 
ACCOUNT 8242: 

Ratio or Deliveries to Ending Undelivered Balance (Continued) NARRATIVE: 

This performance indicator displays the "Ratio of Deliveries to Ending Balance". TheFV 
1995 deliveries (execution) were 11.49% of the ending balance of undelivered orders while FY 
1994 was 9.75%. This ratio also indicates that FY 1993 deliveries (execution) were 11.2% of the 
ending balance of undelivered orders as compared to FY 1992 percentage of 12.3%. Additional 
comparisons reveal FY 1993 deliveries were 14.1% of the beginning balance. 34.8% of the new- 
orders placed, and 10.1 % of the total undelivered orders for the year. The FY 1992 deliveries 
were 13. l%of the beginning balance, 66.1% of the new orders placed, and 10.9% of the total 
undelivered orders for the year. The obvious increase in FY 1992 undelivered orders was 
directly attributable to the increased FY 1992 and FY 1991 sales related to the Desert 
ShieldDesert Storm Military Operation. 

SOIRCE: 
DSAA 1200 Svstem. 
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PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMS> TRUST FUND. 
\_     *■- 

ACCOUNT 8242: .. 

Value of New Obtigttions 

MILLIONS (S X 000.000) 

FY INACTIVITY 
Value 

ARMY         NAVY          USAF 
3.717.0       5,649.9        5.055.2 

OTHER 
446.2 

TOTAL 
14,868.3 

FY 1994 AC IJ VIIV 
Value 

Af»fY        NAVY         USAF 
3.242.4        4.928.5       4.409.7 

CIHEE 
389.0 

TOTAL 
12.969.6 

FY 1993 ACTIVITY: 
Value 

ARMY        NAVY         USAF 
3.338.4        5.074.3        4.540.2 

OTHER 
400.6 

TPTAi 
13.353.5 

FY 1992 ACTIVITY: 
Value 

ARMY         NAVY          USAF 
3.607.7        5.378.3        4.914.9 

OTHER 
426.8 

TOTAL 
14.327.7 

FY 1991 ACTIVITY: 
Value 

ARMY        NAVY         U$AF 
5.815.6        2.842.1        5.284.0 

OTHER 
482 8 

TOTAL 
14.424.5 

NARRATI\T: 
This performance indicator demonstrates the value of procurement contracts 

awarded and/or orders placed during each of the fiscal years. These values represent new 
orders of goods and services which the production and delivery may require considerable 
logistical and financial planning and several years to fully execute. 

SOURCE: 
FMS Trust Fund General Ledger: 
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PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

Supplemental 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES (FMS> TRUST FUND. 
ACCOUNT 8242: 

Value of New Obligations Liquidated • AH Yean 

FY 1995 ACnVlTY: 
Value 

MILLIONS (S X 000,000) 
ARMY        NAVY        USAF 
4,964.2        3,085.9        4,830.1 

OTHER 
536.8 

Tom 
13.417.0 

FY 1994 ACTIVITY: 
Value 

ARMY 
4.902.9 

NAVY 
3.090.9 

USAF 
4.849.3 

OTHER 
377.7 

TOTAL 
13.220.8 

FY 1993 ACTIVITY: 
Value 

ARMY 
4.553.3 

NAVY 
3.623.8 

USAF 
4.657.2 

OTHER 
327.5 

TQTAL 
13,161.8 

FY 1992 ACTIVITY: 
Value 

ARMY 
4.149.7 

NAVY 
3.431.5 

USAF 
4.727.5 

PTBER 
131.1 

TQTAL 
12.439.8 

FY 1991 ACTIVITY: 
Value 

ARMY 
3,081.3 

NAVY 
2.754.3 

ISAF 
5.593.5 

OTHER 
42.4 

TOTAL 
11.471.5 

NARRATIVE: 
Values represent all disbursements paid to contractors for work performed and 

reimbursements paid to the military departments for articles and services provided. 

SOURCE: 
FMS Trust Fund General Ledger. 
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PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMSl TRUST FUND. 
ACCOUNT 8242: 

Ratio of Unliquidated Oblications to Open Case Values as of Fiscal Year End 

MILLIONS ($ X 000.000) 

Sep30,l995               ARMY         NAVY          USAF 
Value of Open 
Cases                        58.910.4       58.263.1      105.091.0 
DFAS- 
Unliquidated Oblications 

OTHER 

1.751.9 

$24,250.3 

TOTAL 

224.016 4 

Ratio of Unliquidated Obligations to Open Cases 10.83% 

Sep30,1994               ARMY          NAVY           L'SAF 
Value of Open 
Cases                        60.503.0       57.438.1      106.407.5 
DFAS- 
Unliquidated Obligations 

OTTO;* 

1.826 1 

$22.799.0 

TOTAL 

226.174.7 

Ratio of Unliquidated Obligations to Open Cases 10.0% 

Sep30.1993               ARMY         NAVY          USAF 
Value of Open 
Cases                        61.775.8       56.573.8      101.818.2 
DFAS- 
Unliquidated Obligations 

OTHER 

1.641.4 

$23,050.1 

TOTAL 

$221.809.2 

Ratio of Unliquidated Obligations to Open Cases 10.4% 

Sep30,1992               ARMY         NAVY          «SAF 
Value of Open 
Cases                        58.821.9       52,829.8       82.884.1 
SAAC- 
Unliquidated Obligations 

OTHER 

1.740.1 

$22,858.5 

TOTAL 

$196.275.9 

Ratio of Unliquidated Obligations to Open Cases 11.6% 
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Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES flFMS^ TRUST FUND. 
ACCOUNT 8242: 

Ratio of Dnliq nidated Obligations to Open Case Values as of Fiscal Year End 

Sep30,I991 ARMY NAVY VSAF     OTHER TOTAL 
Value of Open 
Cases 56,938.8       48,574.7       78,121.8        1,695.3        5185.330.6 
SAAC- 
L'nliquidated Obligations S21.051.2 

Ratio of Unliquidated Obligations to Open Cases 11.4% 

NARRATIVE: 
This compares the value of unliquidated obligations to the value of the open cases at fiscal 

year-end. No adjustment has been made for previous execution or prior obligations liquidated. 
Note: Defense Finance and Accounting Service (DFAS). Denver Center, case values are included 
in "OTHER" 

SOl'RCE: 
DSAA 1200 System and ACCT RPT(M)1176 (Report on Budget Execution). 
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MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMSl TRUST FUND. 
ACCOUNT 8242: 

Trust Fund and Interest Bearing Account Balances as of Fiscal Year End 

MILLIONS ($ X 000.000) 

BALANCES AS OF SEPTEMBER 30,1995 TPTAL 
Treasury Cash Balance for Account 8242 $5,462.0 
Cash and Monetär,' Assets 7.794.1 
Accounts Receivable 2.538 1 
Accounts Payable -182 1 

TOTAL 515,632.1 

BALANCES AS OF SEPTEMBER 30,1994 TOTAL 
Treasury Cash Balance for Account 8242 S6.409.6 
Cash and Monetary Assets 6.641.0 
Accounts Receivable •4.117.8 
Accounts Payable -142.5 

TOTAL $17,025.9 

BALANCES AS OF SEPTEMBER 30,1993 TOTAL 
Treasury Cash Balance for Account 8242 6.594.6 
Cash and Monetary Assets 6.612.6 
Accounts Receivable 1,444.2 
Accounts Payable S-4850 

TOTAL $14.166.4 

BALANCES AS OF SEPTEMBER 30,1992 TOTAL 
Treasury Cash Balance for Account 8242 $6.516.9 
Cash and Monetary Assets 6,669.8 
Accounts Receivable                                8,603.3 
Accounts Payable -182.1 

TOTAL $21,607.9 
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PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMS^ TRUST FUND. 
ACCOUNT 8242: 

Trust Fond and Interest Bearing Account Balances as of Fiscal Year End 
(Continued) 

BALANCES AS OF SEPTEMBER 30,1991 TOTAL 
Treasury Cash Balance for Account 8242 $6.776.7 
Cash and Monetary Assets 5.187.0 
Accounts Receivable 8,603.3 
Accounts Payable .181 7 

TOTAL $20.385.3 

NARRATIVE: 
Foreign Military Sales (FMS) Trust Fund Accounting is managed by the Defense 

Finance and Accounting Service (DFAS). Denver Center to ensure sufficient customer 
funds are on hand to meet the daily cash requirements of the military departments. 

During FY 1995. approximately $13.437.0 million was disbursed to implement 
customers' orders. This requirement, compared to the cash and interest bearing account 
balances, yields a "quick cash ratio" of 1.01:1 for the fund (cash to requirements). The 
liquidity ratio was 1.19:1 and was calculated as total cash available, plus receivables, 
minus payables. compared to FY 1995 cash disbursements requirements. The change in 
accounts receivable is due to a significant increase in collections on receivables (S4.3 
Billion) from 3rd Quarter to 4th Quarter of FY 1995. 

SOURCE: 
FMS Trust Fund General Ledger. 
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Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES CFMS) TRUST FUND, 
ACCOUNT 8242: 

Cumulative Value of ReconcSed Accounts as of Fiscal Year End 
September», 1995 PFAS 
Unreconciled Accounts -0- 

September 30,1994 PFAS 
Unreconciled Accounts -0- 

September30,1993 PFAS 
Unreconciled Accounts -0- 

September 30.1992 S£A£ 
Unreconciled Accounts -0- 

September30.1991 gA*C 
Unreconciled Accounts -0* 

NARRATIVE: 
As of September 30. 1995 there were no unreconciled accounts for any country 

SOURCE: 
FMS Trust Fund General Ledger. 
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S •npplemeDta) 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMSl TRUST FUND. 
ACCOUNT 8242: 

Number of Open Cases as of Fiscal Year End 

SEPTEMBER 30,1995 POSITION   ARMY   NAVY     USAF 
NUMBER OF CASES OPEN                 5,333     5.070      4.436 

OTHER 
1,077 

TOTAL 
15.916 

SEPTEMBER 30,1994 POSITION   ARMY   NAVY     USAF 
NUMBER OF CASES OPEN                 5.757     5.210      4,536 

OTHER 
1.142 

TOTAL 
16.645 

SEPTEMBER 30,1993 POSITION   ARMY   NAVY     USAF 
NUMBER OF CASES OPEN                 6.245     5.298      4,706 

OTHER 
1.232 

TOTAL 
17.481 

SEPTEMBER 30,1992 POSITION   ARMY   NAVY     USAF 
NUMBER OF CASES OPEN                 6,733     5.360      4.810 

OTHER 
1.287 

TOTAL 
18.190 

SEPTEMBER 30,1991 POSITION   ARMY   NAVY     USAF 
NUMBER OF CASES OPEN                 6.890     5.208      4.846 

OTHER 
1.364 

TOTAL 
18.308 

NARRATBT: 
This performance indicator shows the number of active FMS ( ases at the end of 

each fiscal year 

SOURCE: 
DSAA 1200 System. 
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Supplemental 

PART HI - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES (FMS^ TRUST FUND. 
ACCOUNT 8242: 

Value of Country Accounts in Arrearage Status as of Fiscal Year End 

(WHOLE DOLLARS) 

COUNTRY AND VALUE, SEPTEMBER 30,1995: ARREARAGE 
Nigeria 28.343 
Organization of American States (OAS) 557.569 
TOTAL $585,912 

COUNTRY AND VALUE, SEPTEMBER 30,1994: ARREARAGE 
Nigeria 27.108 
Orcanization of American States (OAS) 465.787 
TOTAL $492.895 

COUNTRY AND VALUE SEPTEMBER 30,1993: ARREARAGE 
Nicaragua 26.491 
Organization of American States (OAS) 516.419 
TOTAL S542.910 

COUNTRY AND VALUE SEPTEMBER 30,1992: ARREARAGE 
Nicaraeua 25.844 
Ueanda 17.421 
Uruguay 369.694 
Organization of American Stales (OAS) 537.308 
TOTAL $950.267 

COUNTRY AND VALUE, SEPTEMBER 30,1991: ARREARAGE 
Mahl 35,364 
Nicaragua 11.131 
Nigeria 159.134 
Organization of American States (OAS) 3H.026 
TOTAL $519,655 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Supplemental 

PART HI - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMS) TRUST FUND. 
ACCOUNT 8242: 

Value of Country Accounts in Arrearage Status as of Fiscal Year End (Continued) 

NARRATIVE: 
Two country accounts were placed in an arrearage status due to non-payment, as 

of current fiscal year end. 

SOURCE: 
Treasury TFS Form 4503 Report (Current Status of Accounts Receivable (Original 

Maturity of Less than 90 Days) from Foreign Obligors) as of June 30 and Treasury 
Reports on Accounts and Loans Receivables due from the Public as of September 30. 
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Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMS) TRUST Ft IST) 
ACCOUNT 8242: 

Net Outlays to Flan End of Focal Year 

MILLIONS ($ X 000,000) 

FV 1995 ACTIVITY: 
Disbursements 
Collections 
Net Outlays 

Presidents 
Budeet 

FY1994 
Actual 3ffW 

$13.450.0 
-13.350.0 

$100.0 

$13,417.0 
-124694 

$947.6 

99.8% 
93,4% 

N/A 

FY 1994 ACJTVm: 
Disbursements 
Collections 
Net Outlays 

Budert Actual Rftfo 
$13.440.0 
-13.379,0 

$70.0 

$13.220.8 
-13,935? 

S185.0 

98.4»/. 
97.6°-ö 

N/A 

FY 1993 ACTIVITY: 
Disbursements 
Collections 
Net Outlays 

Presidents 
Budett 

FY 1993 
Actual Ratio 

$12.850.0 
-J2,72<?,p 

$130.0 

$13.161.8 
-13.239 4 

$-77.6 

102.4% 
J04J% 

N/A 

n-1992 ACTIVITY: 
Disbursements 
Collections 
Net Outlays 

Presidents 
Bude« 

FYI992 
Actual Ratio 

$11.307.0 
-11.419.0 

$-112.0 

$12.439.8 
-12.182.0 

$257.8 

110.0% 
106,7% 

N/A 

FY 1991 ACTIVITY: 
Disbursements 
Collections 
Net Outlays 

Presidents 
Bndeet 

FY1991 
Actual Rjtfo 

$10.055.0 
-10.3000 

$-245.0 

$11.471.6 
-11.697,4 

$-225.8 

114.1% 
113.6% 

N/A 
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PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

Supplemental 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMS) TRUST FUND. 
ACCOUNT 8242: 

Net Outlays to Plan End of Fiscal Year (Continued) 

NARRATIVE: 
Disbursement outlay estimates are based on prior unliquidated balances as 

carried forward from previous years, plus in estimate for the new year's obligations, and 
are adjusted by a historical experience (spend out rate) factor. The FY 1995 and FY 1994 
"actuals'* for disbursements and receipts are within a normal range for estimating 
accuracy. FY 1993 disbursements were higher than estimated due to a higher spend out 
rate than estimated. FY 1993 collections were greater than anticipated due to a large 
increase in sales ($33 Billion actual versus $17 Billion estimated). FY 1992 and FY 1991 
disbursements were also higher than estimated. 

SOVRCE: 
President's Budget and ACCT RPT(M) 1176 (Report on Budget Execution) 
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Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMS) TRUST FUND 
ACCOUNT 8242: 

Work Years (WY) Used for Administration of Security Assistance Program Dunns 
the Fiscal Year 

FY 1995 ACTIVITY 
CONUS Mil WY 
COSTS Civ WY 
Total COSTS WY 

ARMY   NAVY' 
48          49 

1531         906 
1579        955 

USAF 
179 

1791 
1970 

»FAS-DE 
2 

728 
730 

PTHER      TOTAL 
36              314 

135            5.091 
171            5.405 

COSTS WY 
Overseas WY 
Total WY 

MILITARY 
314 
262 
576 

K.SCTV 
5091 

61 
5152 

FNS 
0 

168 
168 

TOTAL 
5405 
491 

5.896 

FY 1994 ACTTVrrV 
COST'S Mil WY 
COSTS Civ WY 
Total COSTS WY 

ARMY EAvy. 
61           50 

1552        95$ 
1613       1008 

USAF 
161 

1566 
1527 

DFAS-DE 
2 

819 
821 

OTHEP    TOTAL 
36             310 
41           4.736 
77           5.046 

COSTS WY 
Overseas WY 
Total WY 

MILITÄR)' 
310 
2vl 
571 

I/.?-Civ. 
4736 

64 
4800 

ESS 
0 

172 
172 

TOTAL 
5046 
497 

5543 

FY 1993 ACTIVITY 
CONUS Mil WY 
CONUSCivWY 
Total CONUS WY 

ARMY   NAVY 
41          48 

1.658        977 

USAF 
87 

1.286 

PFAS-pE 
2 

622 

OTHER      TOTAL 
39             217 

165          4.70S 
1.699     1.025 U73 624 204          4,925 

CONUS WY 
Overseas WY 
Total WY 

MILITARY 
217 
245 
462 

V*OY 
4.708 

5? 
4.766 
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ESN 
0 

lvl 
161 

TOTAL 
4,925 

464 
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SeDDlementa) 

PART III - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMS* TRUST FUND. 
ACCOUNT 8242: 

Work Years (WY) Used for Administration of Security Assistance Program During 
the Fiscal Year (Continued) 

FY 1992 ACTIVITY         ARMY   NAVY       USAF      DFAS-DE   OTHER      TOTAL 
CONUSMilWY                      40          51            92                    2            40             225 
CONUSCivWY                   1.703      1066        1415                 297           169           4 650 
Total CONUS WY                1,743     1,137        1,507                299          209          4.87S 

MILITARY        t.S.CTV               FSN         TOTAL 
CONUS WY                                   225           '4.650                    0             4.875 
Overseas WY                                    226                   52                 145                 423 
Total WY                                       451             4.702                145             5.298 

FY1991 ACTIVITY        ARMY   NAVY      USAF      DFAS-DE   OTHER      TOTAL 
CONUSMilWY                       31          59           101                    2            38             231 
CONUSCivWY                    1.680      1.127        1.781                 354           171            5 113 
Total CONUS WY                1.711      1.186        1,882                356          209           5.344 

MILITARY       U.S.CIV              FSN         IQJAL 
CONUS WY                                   231             5.113                    0             5.344 
Overseas WY                                  260                  58                160                478 
Total WY                                       491             5.171                 160             5.822 

NARRATIVE: Work years are an estimate obtained from budget data. No specific 
nanapower accounting system exists for Security Assistance work years. 

CONUS: The civilian and military work years are assigned to provide logistical, 
financial, training, and other types of administrative support to the Foreign Military Sales 
Program Civilian pay is funded from FMS administrative funds. Military pay is financed 
from the Military Pay Appropriations. 

OVERSEAS: There are FMS adniinistratrve work years at overseas Security 
Assistance Offices (SAO's) that are in support of FMS activities. U.S. Military' *nd 
Civilians are stationed in Foreign Countries to provide administrative support for Security 
Assistance Program implementation. Foreign Service Nationals (FSNs) are also hired to 
provide administrative support. 

SOURCE: 
DSAA Blue Book. 
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Supplemental 

PART ID . SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

A.  ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMS) TRUST FUND. 
ACCOUNT 8242: 

Cost of Work Yea» Used for Administration of the Security Assistance Program 

THOUSANDS (SX 000) 

FY 1995 ACTIVITY ARMY NAVY L'SAF (EAS  OTHER TOTAL 
Actual Cost                   S93.6 $64.0 $99.2 $45.6        $46.0 $348.4 
Budget                           S93.7 $64.3 $99.6 $45.6        $47.8 $351.0 

FY 1994 ACTIVITY  ARMY fiAVY USAF DFAS  QXSER TOTAL 
Actual Cost                    $91.8 $62 9 $86.6 $44.5        $17.6 $303 4 
Budget                           S92.7 $63.7 $87.3 $45.0        $18.9 

DSAA& 

$307.6 

FY 1993 ACTIVITY: ARMY NAVY L'SAF SEAS     OTHER TOTAL 
Actual Cost                    J90.4 $60.3 $76.5 $36.5           $17.8 $281.5 
Budget                           S91.5 $65.5 $74.5 $24.0          $17.5 

DSAA& 

$273.0 

FY 1992 ACTIVITY  ARMY NAVY USAF DFAS     OTHER TOTAL 
Actual Cost                    $90.1 $60.9 $76.0 $22.6          $36.2 $285.8 
Budget                           $90.0 $67.5 $83.1 $19.1           $19.3 

DSAAA 

$279.0 

FY 1991 AcnvrrY ARMY NAVY USA! SAAC  OTHER TOTAL 
Actual Cost                   $87.2 $61.1 $91.3 SI 5.2        $17.4 $272.2 
Budget                                   FY 1991 ACTIVITY IS NOT AVAILABLE 
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PART HI - SUPPLEMENTAL FINANCIAL AND 
MANAGEMENT INFORMATION 

Supplemental 

A. ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMS^ TRUST FUND. 
ACCOUNT 8242: 

Cosi of Work Years Used for Administration of the Security Assistance Program 
(Continued) 

NARRATIVE: 
Costs include direct payroll costs, benefits, moving costs, automatic data 

processing, other services, and etc. 

SOURCE: 
DSAA Blue Book and Monthly DoD Status of Allotment Report. 
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Supplemental 

:NT PART III - SUPPLEMENTAL FINANCIAL AND MANAGEMI 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMS> TRUST FUND fACCOUNT 
8242): 

Reconciliation of the Number of Cues Open at Fiscal Year End: 

SEP 30,1995 ARMY NAVY USAF OTMLR MJS£ TOTAL 
POSITION: 
Beg. Balance(Open) 5.75? 5.210 4,536 1,142 0 16.645 
Add New & Mod Cases 24S £25. 600 250 2 2.220 
Subtotal 6.502 5.835 5.136 1.392 0 18.865 
Less: Cases Closed 1-299 m 22£ 222 2 3.167 
Subtotal 5.203 5.026 4.400 1,069 0 15.698 
+/- Mods & Adj 122 44 26 1 2 212 
End. Balance (Open) 5.333 5.070 4.436 1.077 0 15.916 

SEP 30.1994 ARMY JUAVY USAF OTHER M1SC TOTAL 
POSITION: 
Beg Balance(Open) 6.245 5.298 4.706 U32 0 17.481 
Add New & Mod Cases 222 £22 3S& 221 2 2.148 
Subtotal 6.977 5,930 5.262 1.460 0 19.629 
Less' Cases Closed 1.301 2£2 224 2!£ 2 3.184 
Subtotal 5.676 5,167 4,488 1.114 0 16.445 
-/- Mods & Adj £1 12 IS 22 2 22Q 
End. Balance (Open) 5.757 5,210 4.536 1,142 0 16.645 

SEP 30.1993 ARMY NAVY USAF OTHER M1SC TOTAL 
POSITION: 
Beg. Balance(Open) 6.733 5360 4.810 U87 0 18.190 
Add: New & Mod Cases 222 £22 52$. 222 2 2.276 
Subtotal 7.526 5,990 5,386 1,564 0 20,466 
Less: Cases Gosed 1.344 221 222 222 2 3.126 
Subtotal 6.1S2 5.259 4,663 1,236 0 17.340 
+/- Mods &. Adj £2 22 12 d fi HI 
End. Balance (Open) 6.245 5,298 
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Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES (FMS^ TRUST FUND f ACCOUNT 
8242): 

ReconcfliatioD of the Number of Cases Open at Fiscal Year Ead: 
(Continued) 

SEP 30.1992 ARMY NAVY USAF QIHER M1SC TOTAL 
POSITION: 
Beg. Balance*Open) 6,890 5,208 4,846 1.364 0 18.308 
Add New- & Mod Cases SP6 6iS $0? 221 2 2.440 
Subtotal 7,796 5.866 5.451 1.635 0 20.748 
Less: Cases Closed 1.140 126. 660 360 s 2J3.& 
Subtotal 6,656 5.290 4.791 1.275 0 18.012 
*/-Mods&Adj 77 70 J2 _12 fi J78 
End Balance (Open) 6.733 5.360 4.810 1.287 0 18.190 

SEP 30.1991 ARMY NAVY L'SAF OJBEB MIST TOTAL 
POSITION: 
Beg. Balance(Open) 6.833 5.020 4.858 1.412 0 18.123 
Add. New & Mod Cases 1.156 621 667 m s 2.8.28 
Subtotal 7.989 5,715 5.525 1.722 0 20.95! 
Less. Cases Closed 1099 £22 679 258 s 2JM3 
Subtotal 6.890 5.208 4.846 1.364 0 18.308 
W-ModsA Adj 0 fi e fi p. 0. 
End. Balance (Open) 6.89Ö 5.208 4,846 1.364 0 18.308 

* Value is calculated from other known amounts. 
NARRATIVE: 

This performance indicator reconciles the number of active FMS sales cases at the end 
of each fiscal year.  ■ 

SOURCE: 
DSAA 1200 System. 
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Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES (FMS) TRUST FUND (ACCOUNT 
8242): 

Reconciliation of the Value of Cases Open at Fiscal Year End: 

DOLLARS IN THOUSANDS (S x 000) 
SEPTEMBER 
30,1995 
POSITION:           ARMY            NAVY                USAF               OTHER             TOTAL 
Beg Balance           60.503.037       57,438.130          106,407,482          1,826.104          226.174.753 
Add: New                2.635.293         3,355,55?             2.988.144               75^222             9.054.218 
Cases" 
Subtotal                 63.138.330       60.793.688          109,395.626          1,901.326          235.228.971 
Less: Cases               3.844.904          2.367.114              3.762.098              100.263             10.074.379 
Closed 
Subtotal                  59.293.426        58.426.574           105.633.528           1.801.063           225.154.592 
-/-Mods*                 ,3_93J)28            ,163.474                 -542.521                -49.142              -1.138.166 
Adj 
End Balance            58.910.398        58.263,100           105.091,007           1,751,921           224.016.426 

SEPTEMBER 
30,1994 
POSITION:           ARMY            NAVY                USAF               OTHER             TOTAL 
Beg Balance           61.775.801        56.573.801           101.818,196           1,641.405          221.809.203 
Add New                2.013,972         3.545.795             6.946.138             359.451            12.865,356 
Cases" 
Subtotal                 63.789.773       60.119.596          108.764,334          2.000,856          234.674.559 
Less Cases              3.057.325         2,090,171              1.921.989             156.189             7.225.674 
Closed 
Subtotal                 60.732,448       58.029,425          106.842.345           1.844,667          227.448.885 
+/-Mods&               -229,411           :SSL2?i               -434.863             -18r563            -1.274.132 
Adj 
End Balance           60,503,037       57,438.130          106,407.482           1.826.104          226.174.753 
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Supplemen tal 

PART III - SUPPLEMENTAL FINANCIAL AND MANAGEMEM 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES (TMS> TRUST FUND (ACCOUNT 
8242): 

Reconciliation of the Value of Cases Open at Fiscal Year End: (Continued) 
SEPTEMBER 
30.1993 
POSITION: ARMY NAVY USAF QTHER TOTAL 
Beg Balance 58.821.935 52.829.811 82.884,064 1.740,046 196.275.856 
Add: New 7,587.235 4.446.413 21.135.646 46.699 33.215,993 
Cases" 
Subtotal 66.409.170 57.276.224 104.019,710 1.786.745 229.491.849 
Less: Cases 1.455.137 516,151 1.129,447 109,591 3.213.326 
Closed 
Subtotal 64.951.033 56.760,073 102.890.263 1.677.154 226.278.523 
-/-Mods& -3 175 232 -H6.2P2 -1.072.P67 -35.748 -4.469.320 
Adj 
End Balance 61.775.801 56.573.801 101.818.196 1.641.406 221.809.203 

SEPTEMBER 
30,1992 
POSITION: ARMY NAVY IISAE PTB5R TOTAL 
Beg Balance 56.938.759 48.574.718 78.121.828 1.695.306 185.330.611 
Add. New- 5.303.244 4.988.39S 6.664.151 215.954 15.171.747 
Cases 
Subtotal 60.242.003 53.563.116 84,785.979 1.911.260 200.502.358 
Less Cases 835.782 400.249 1.269.442 156.798 2,662.27) 
Closed 
Subtotal 59.406.221 53.162.867 83.516.537 1.754.462 197.840.087 
+/-Mods& -584.286 -J33.056 -632473 -14 416 -1,564.23] 
Adj 
End Balance 58.821.935 52.829.811 
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Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SALES fFMS^ TRUST FUND (ACCOUNT 
8242): 

Reconciliation or the Value of Cases Open at Fiscal Year End: (Continued) 

SEPTEMBER 
30,1991 
POSITION: ARMY NAVY USAF OTHER TOTAL 
Beg Balance 47,258,696        44.864,453 71,626,632 1,513,934 165.263.715 
Add New 11.392,373 3.996.086 8.131.988 267.138 23.787.585 
Cases" 
Subtotal 58.651.069        48.860.539 79.758.620 1.781.072 189.051.300 
Less: Cases l.SS2.?1P 285.821 1.636.792 85.766 3.84pl689 
Closed 
Subtotal 56.818.759        48,574.718 78,121.828 1.695.306 185.210.611 
+/-Mods& 2 0 fi fi fi 
Adj 
End Balance    56.818.759   48.574.718    78.121.828    1.695.306    185.210.611 

NARRATI\X: 
This Performance indicator reconciles the value of active FMS cases it the end of each 

fiscal year.** These values include all "new cases" for FY 1995, FY 1994. FY 1993. FY 1992. and 
FY 1991 and all case amendments and modifications for all fiscal years. 

SOURCE: 
DSAA 1200 System. 
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 . . Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

FOREIGN MILITARY SATES(FMS) TRUST FUND fACCOTTNT 
8242):   

Overseas Work Yean Used for Administration of the Security Assistance Program by 
Fiscal Year: 

H'1995 ACTIVITY MILITARY US. CTV Qg     TOTAL 
Work Years Used 262 61 168 491 

FY1994 ACTIVITY MILITARY U.S. CTV FSN     TOTAL 
Work Years Used 261 64 172 497 

FY 1993 ACTIVITY MttJTARV U.S. CTV £gN_    TOTAL 
Work Years Used 245 58 161 464 

FY 1992 ACTIVITY MILITARY U.S.CTV FSX     TOTAL 
Work Years Used 226 52 145 423 

FY 1991 ACTIVITY MILITARY U.S.CTV FSN     TOTAL 
Work Years Used 260 58 160 478 

NARRATIVE: 
This represents military. U.S. Civilian, and Foreign Service Nationals (FSNs) work vears 

used by fiscal year. 

SOURCE: 
DSAA Blue Book. 
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Supplemental 

PART III • SUPPLEMENTAL FINANCIAL AND MANAGEMENT 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Loan Liquidating Acconnt fFMLLA) Financial 
(Account 4121): 

Financial Performance: Reimbursement of DoD for Articles and Services 

THOUSANDS ($ X 000) 
FY 1995 ACTTVTTY, END OF YEAR POSITION TOTAL 
11X4121 Principal and interest collections on 

defaulted Financing Bank and 
Commercial Guaranteed Loans and principal 
collections on the Guaranteed portion of 
rescheduled loans. 149.870 

112968      Principal collections on Direct Loans 
and the direct portion of rescheduled 
loans. 673.622 

111468      Interest and Late Charges on direct 
and rescheduled loans and late charges 
on defaulted Financing Bank and 
Commercial Guaranteed Loans 262.683 

11X4121 Principal on Financing Bank 
loans transferred to 20X4521.097. 292,387 

11X4121 Interest on Financing Bank 
loans transferred to 20X4521. 22flJ6i 

TOTAL COLLECTIONS 1.699.325 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

 - Supplemental 
PART HI - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 

INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Loan Liquidating Account (TMLLA) Financial 
(Account 4121): 

Financial Performance: Reimbursement ofDoD for Articles and Services (Continued) 

FY 1994 ACTIVITY, END OF YEAR POSITION 
11X4121 Principal and interest collections on 

defaulted Financing Bank and 
Commercial Guaranteed Loans and principal 
collections on the Guaranteed portion of 
rescheduled loans. 

112968      Principal collections on Direct Loans 
and the direct portion of rescheduled 
loans. 

11146S      Interest and Late Charges on direct 
and rescheduled loans and late charges 
on defaulted Financing Bank and 
Commercial Guaranteed Loans. 

11X4121 Principal on Financing Bank 
loans transferred to 20X4S21.097. 

11X4121 Interest on Financing Bank 
loans transferred to 20X4521. 

TOTAL COLLECTIONS 

151 

TQTAl 

34,423 

544,704 

273.480 

297.949 

346131 

1.496,687 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Supplemental 

PART ni - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreien Military Loan Lrauidatine Account fFMLLA> Financial 
(Account 4121): 

Financial Performance: Reimbursement of DoD for Articles and Services (Continued) 

FY 1W3 ACTIVITY, END OF YEAR POSmON 1QIAV 
11X412) Principal and interest collections on 

defaulted Financing Bank and 
Commercial Guaranteed Loans and principal 
collections on the Guaranteed portion of 
rescheduled loans. 30.213 

112968      Principal collections on Direct Loans ' 
and the direct portion of rescheduled 
loans. 461.654 

111468      Interest and Late Charges on direct 
and rescheduled loans and late charges 
on defaulted Financing Bank and 
Commercial Guaranteed Loans. 290.988 

11X4121 Principal on Financing Bank 
loans transferred to 20X4521.097. 260.910 

11X4121 Interest on Financing Bank 
loans transferred to 20X4521. 368.684 

TOTAL COLLECTIONS 1.412.449 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Loan Liquidating Account (FMLLA) - Financial 
(Account 4121): 

Financial Performance: REIMBURSEMENT OF DoD FOR ARTICLES AND SERVICES 
(Continued) 

FY 1992 ACTIVITY, END OF YEAR POSITION TOTAL 
IIX4121    Principal and interest collections on 

defaulted Financing Bank and 
Commercial Guaranteed Loans and principal 
collections on the Guaranteed portion 
of rescheduled loans. 100,818 

112968      Principal collections on Direct Loans 
and the direct portion of rescheduled 
loans 381,091 

111468      Interest and Late Charges on direct 
and rescheduled loans and late charges 

on defaulted Financing Bank and 
Commercial Guaranteed Loans. 277.884 

11X4121    Principal on Financing Bank 
loans transferred to 20X4521.097. 255.697 

11X4121    Interest on Financing Bank 
loans transferred to 20X4521. 391.512 

TOTAL COLLECTIONS 1.407.002 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Supplemental 

PART ni - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Loan Liquidating Account (FMLLA) - Financial 
(Account 4121): 

FINANCIAL PERFORMANCE: Reimbursement of DoD for Anklet and Services 
(Continued) 

n'lWlACTTVrry, END OF YEAR POSITION TOTAL 
] ] X4121   Principal and interest collections on 

defaulted Financing Bank and 
Commercial Guaranteed Loans and principal 
collections on the Guaranteed portion of 
rescheduled loans. 173.670 

112968     Principal collections on Direct Loans 
and the direct portion of rescheduled 
loans. 237.156 

111468     Interest and Late Charges on direct and 
rescheduled loans and late charges on 
defaulted Financing Bank and 
Commercial Guaranteed Loans. 273.142 

11X4121   Principal on Financing Bank 
loans transferred to 20X4521.097. 0 

11X4121   Interest on Financing Bank 
loans transferred to 20X4521 2 

TOTAL COLLECTIONS 683.968 

154 

213 
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Supplemental 

PART HI - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Loan Liquidating Account (FMLLA) Financial 
(Account 4121): 

FINANCIAL PERFORMANCE: Reimbursement of DoD for Articles and Services 
(Continued) 

NARRATIVE: 
This performance indicator compares the collections made to various accounts for several 

types of loans. The collections are made for: (a) repayments of guaranty disbursements made by 
DSAA for defaults or rescheduling and collected back into 11X4121 for new default 
disbursements; (b) repayments for direct loans and deposited into Treasury's miscellaneous 
receipt accounts 2968 and 1468: (c) repayments for Federal Finance Bank (FFB) loans and 
returned to FFB for borrowings from FFB. Collections of miscellaneous receipts (2968 and 
1468) have increased over the past three years due to increased principal collections for direct 
loans. Collections into 11X4121 have decreased the past three years due to rescheduling of 
certain countries which were primarily in arrears. 

SOURCE: 
General ledgers. Undisbursed Appropriation Account Report (TFS 6653). and 

lindisbursed Appropriation Accounts - Trial Balance (TFS 6654). 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Supplemental 

PART HI - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Loan Liauidatine Account (FMLLA) - Financial 
(Account 4121): 

FINANCIAL CONDITION: Assets to Liabilities Ratio 

MILLIONS ($ X 000,000) 
FY 1995 END OF YEAR POSITION 
Assets 
Labilities 
Equhy 

TPTAL 
8,501 
7.882 

619 

Assets to Liabilities Ratio 1.07:1 

FY 1994 END OF YEAR POSITION 
Assets 
Liabilities 
Equity 

TOTAL 
9,560 
7.996 
1.566 

Assets to LiabDities Ratio 1.2:1 

FY 1993 END OF YEAR POSITION 
Assets 
Liabilities 
Equity 

TOTAL 
10.287 
4.148 
6.139 

Assets to Liabilities Ratio 2.5:1 

FY 1992 END OF YEAR POSITION 
Assets 
Liabilities 
Equity 

TOTAL 
10,920 
£4H 
6,507 

Assets to Liabilities Ratio 2.5:1 
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 Supplemental 
PART III - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 

INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Loan Liquidating Acconnt (FM1 ] *\ . Financial 
(Account 4121V. 

FINANCIAL CONDITION: Amts to Liabilities Ratio (Continued) 

FY 1W1 END OF YEAR POSITION TOTAL 
Assets ™ 
Liabilities _" 
Equity 734 

Assets to Labilities Ratio *"* 

NARRATIVE: .    , 
This performance indicator represents the assets to liabilities ratio. Included in the ass« 

balance are receivables for Federal Financing Bank (FFB) loans which equal the total liabilities 
which are borrowings from FFB. 

SOURCE: 
General Ledgers. 

157 

216 



Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Loan Liquidating Account (FMLLA1 - Financial 
(Account 412U: 

Operating Costs 
THOUSANDS ($ X 000) 

FY 1995 ACTIVITY, END OF YEAR POSITION 
Interest Expense on Federal Finance Bank Borrowings 
Total Operating Expenses 

FY 1994 ACTIVITY, END OF YEAR POSITION 
Interest Expense on Federal Finance Bank Borrowings 
Total Operating Expenses 

FY 1993 ACTIVITY, END OF YEAR POSITION 
Interest Expense on Federal Finance Bank Borrowings 
Total Operating Expenses 

FY 1992 ACTIVITY. END OF YEAR POSITION 
Interest Expense on Federal Finance Bank Borrowings 
Total Operating Expenses 

FY 1991 ACTIVITY, END OF YEAR POSITION 
Interest Expense on Federal Finance Bank Borrowings 
Bad Debt Expense 
Total Operating Expenses 

TPTAl 
»16.SS41 
(316,554) 

TOTAL 
«41.834) 
(341.534) 

TOTAL 
364,534) 
364.534) 

TOTAL 

(387.090) 

TOTAL 
0 

P.677.H6) 
(7.677.116) 

NARRATIVE: 
This performance indicator represents the costs associated with the liquidating account. 

The only cost was interest expense paid to the Federal Financing Bank (FFB) for borrowings on 
FFB loans administered by DSAA. The drop in interest expense fiom FY 1992 through FY 199.' 
is due to the decrease in loan principal as FFB loans are paid offby the customers. There are no 
new FFB loan receivables to increase the principal balance thus increasing the interest expenses 

SOURCE: 
General Ledgers. 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Supplemental 

«AGEMENT PART HI - SUPPLEMENTAL FINANCIAL AND MA? 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Loan Liatridatinz Account (TMLLA) • ■ Financial 
(Account 4121): 

Operating Results 

THOUSANDS (SX 000) 
FY iw5 Acnvrrv 
Revenues less Funds Returned to Treasury 
Less: Expenses 
Operating Results 

TÄIAL 
(105.367) 
(?64.?32) 
(470.199) 

FY 1994 ACTIVITY 
Revenues less Funds Returned to Treasury 
Less: Expenses 
Operating Results 

TOTAL 
(125.713) 
(?4?.535) 
(467.248) 

FY 1993 ACTIVITY 
Revenues less Funds Returned to Treasury 
Less: Expenses 
Operating Results 

TOTAL 
47.538) 

«64 534^ 
(412.072) 

FY 1992 ACTIVITY 
Revenues less Funds Returned to Treasury 
Less: Expenses 
Operating Results 

TOTAL 
80.644 

f387.090) 
(306.446) 

FY 1991 ACTIVITY 
Revenues less Funds Returned to Treasury 
Less: Expenses 
Operating Results 

TOTAk 
115.923 

0.677.1161 
(7.561.193) 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Loan Liquidating Account (TMLLA) - Financial 
(Account 4121): 

Operating Results (Continued) 

NARRATIVE: 
This performance indicator represents the difference between revenue and expenses in 

the account. The revenue is offset by the amount of collections that was returned to the 
Treasury which includes principal and interest. The large difference betweenFY 1992 and FY 
1993 operating results is due to the large increase in funds returned to the Treasury in FY 1993 
over FY 1992 (principal 580 million increase and interest S13 million), in FY 1991 Congress 
allowed one country to write-off hs loan thus creating a bad debt expense of S7.677.116.000 
In FY 1991 Federal Financing Bank loans were not included in the account therefore there was 
no interest expense in FY 1991 as there was in FY 1992 through FY 1995. 

SOURCE: 
General Leasers 
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Supplemental 
JSAGEMENT PART III - SUPPLEMENTAL FINANCIAL AND MA 

INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Loan Liauidatine Account fFMLLAl - Financial 
f Account 4121>: 

FINANCIAL CONDITION: Asset and Liability Account Balances And Ratio 
MILLIONS ($ X 000,000) 

FY 1995, YEAR END POSITION                                                     TOTAL 
ASSETS 
Cash/Fund Balance with Treasury                                                              11 
Inventory                                                                                                0 
Advances and Prepayments                                                                        0 
Accounts Receivable. Non-Federal                                                           579 
Loans Receivable                                                                                    7.911 
TOTAL ASSETS                                                                                   8,501 

LIABILITIES 
Accounts Payable, Non-Federal 
Other Liabilities 
Accounts Payable. Federal 
TOTAL LIABILITIES 

0 
7.882 

e 
7.882 

Assets to Liabilities Ratio 1.07:1 

FY 1994, YEAR END POSITION 
ASSETS 
Cash/Fund Balance with Treasury 
Inventory 
Advances and Prepayments 
Accounts Receivable. Non-Federal 
Loans Receivable 
TOTAL ASSETS 

TOTAL 

433 
0 
0 

500 
M21 
9,560 

LIABILITIES 
Accounts Payable. Non-Federal 
Other Liabilities 
Accounts Payable. Federal 
TOTAL LIABILITIES 

0 
7,996 

fi 
7,996 

Assets to Liabilities Ratio                                                                          1.2:1 
PART III - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 
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Supplemental 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Loan Liquidating Account fFMLLA) - Financial 
(Account 4121): 

FINANCIAL CONDITION: Ästet and Liability Account Balances And Ratio 
(Continued) 
FV 1993, YEAR END POSITION TOTAL 
ASSETS 
Cash/Fund Balance with Treasury oo] 
Inventory 0 
Advances and Prepayments 0 
Accounts Receivable. Non-Federal 426 
Loans Receivable 8.95g 
TOTAL ASSETS jo.285 

LIABILITIES 
Accounts Payable. Non-Federal 0 
Other Liabilities 4.14g 
Accounts Payable. Federal g 
TOTAL LIABILITIES 4.148 

Assets to Liabilities Ratio 2.5:1 

FY 1992, YEAR END POSITION TOTAL 
ASSETS 
Cash/Fund Balance with Treasury 1.33 ] 
Inventory 0 
Advances and Prepayments 0 
Accounts Receivable. Non-Federal 369 
Loans Receivable Q.219 
TOTAL ASSETS 10,919 

LIABILITIES 
Accounts Payable. Non-Federal 0 
Other Liabilities 4.413 
Accounts Payable. Federal n 
TOTAL LIABILITIES 4,413 

Assets to Liabilities Ratio 2.5:1 

PART III - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 
INFORMATION 
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Supplemental 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Loan Liquidating Account (FMLLA) - Financial 
(Account 41211: 

FINANCIAL CONDITION: Atset and Liability Account Balances And Ratio 
(Continued) 

FY 1991, YEAR END POSITION TOTAL 
ASSETS 
Cash/Fund Balance with Treasury 34 
Inventory 0 
Advances and Prepayments 0 
Accounts Receivable. Non-Federal 175 
Loans Receivable 524 
TOTAL ASSETS 733 

LIABILITIES 
Accounts Payable. Non-Federal 0 
Other Liabilities 0 
Accounts Payable. Federal £ 
TOTAL LIABILITIES 0 

Assets to Liabilities Ratio NVA 

NARRATIVE: 
This performance indicator shows the make up of the assets and liabilities of the account 

The fund balance with Treasury decreased from FY 1994 to FY 1995 due to disbursements made 
for direct loans. The loan receivables are lower due to the increase in principal collections in FY 
1994 and FY 1995. 

SOIRCE: 
General Ledgers. 
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Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Financing Direct Loan Financing Account 
fFMFDLFA) (Account 4122): 

FINANCIAL PERFORMANCE: Reimbursement for Articles and 
Sen-ices 

THOUSANDS (S X 000) 

FY 1995 ACTTVTTY, END OF YEAR POSITION 
Total Collections 

FY 1994 ACTIVITY, END OF YEAR POSITION 
Total Collections 

FY 1993 ACTIVITY, END OF YEAR POSITION 
Total Collections 

FY 1992 ACTIVITY, END OF YEAR POSITION 
Total Collections 

FY 1991 ACTrVTTY. END OF YEAR POSITION 
Total Collections 

TOTAL 
93.698 

TOTAL 
50,666 

ZPJAJL 
0 

TOTAL 
0 

TOTAL 
0 

NARRATIVE: 
This account was established in FY 1992. There was no collection activity in FY 199; 

or FY 1993. Collections were tuned in FY 1994. 

SOURCE: 
General ledgers. Undisbursed Appropriation Account Report (TFS 6653). and 

Undisbursed Appropriation Accounts - Trial Balance (TFS 6654). 
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Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Financine Direct Loan Financine Account 
rFMFDLFAVAccount 4122): 

FINANCIAL CONDITION: Assets to Liabilities Katio 

THOUSANDS (S X 000) 
FY 1995. END OF YEAR POSITION 
Assets 
Liabilities 
Equity 

TOTAL 
2,465.785 
2.465,73? 

46 

Asset to Liabilities Ratio 1:1 

FY 1994, END OF YEAR POSITION 
Assets 
Liabilities 
Equity 

K>JAL 
1.946.779 
1.946.733 

46 

Asset to Liabilities Ratio 1:1 

FY' 1993. END OF YEAR POSITION 
Assets 
Liabilities 
Equity- 

TOTAL 
1.200.046 
1.200.000 

46 

Asset to Liabilities Ratio 1:1 

FY' 1992, END OF YEAR POSITION 
Assets 
Liabilities 
Equity 

TOTAL 
345,046 
345000 

46 

Asset to Liabilities Ratio 
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Supplemental  
PART III - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 

INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

FINANCIAL CONDITION: Assets to Labilities Ratio (Continued) 

FY 1991. END OF YEAR POSITION TOTAL 
Assets N/A 
Liabilities N/A 
Equity N/A 

Asset to Liabilities Ratio N/A 

NARRATIVE: 
This performance indicator represents the difference between assets and liabilities The 

ratio remains constant fiom FY 1992 through FY 1995. The dollars increased by the new loan 
agreements signed in FY 1994 and FY 1995. Equity consists of unobligated appropriated 
funds 

SOIRCE: 
Genera! Ledeers. 
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Supplemental 

PART Ü1 - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Financing Direct Loan Financing Account 
fFMFDLFAVAccount 4122^: 
Operating Costs: 

THOUSANDS ($ X 000) 

FY lws AcnvrrY, END OF YEAR POSITION 
Subsidy Expense 
Administrative Expenses 
Total Operating Expenses 

FY 1994 Acnvrry, END OF YEAR POSITION 
Subsidy Expense 
Administrative Expenses 
Total Operating Expenses 

FY 1993 ACTIVITY, END OF YEAR POSITION 
Subsidy Expense 
Administrative Expenses 
Total Operating Expenses 

FY 1992 ACTTVrry, END OF YEAR POSITION 
Subsidy Expense 
Administrative Expenses 
Total Operating Expenses 

FY 1991 ACnVTTY, END OF YEAR POSITION 
Subsidy Expense 
Administrative Expenses 
Total Operating Expenses 

TOTAL 
4Z774 

P. 
42,774 

TOTAL 
38.118 

S 
38.118 

TOTAL 
136,746 

200 
136.946 

TOTAL 
50.102 

2 
50,102 

TOTAL 
N/A 
N/A 
N/A 

NARRATIVE: 
This performance indicator measures the operating expenses for the account. The subsidy 

expense increased from FY 1994 to FY 1995 due to the increase in loan agreements (dollars) 
signed in FY 1993. Funds for administrative expenses were apportioned only in FY 1993. 

SOURCE: 
General Ledgers 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Financine Direct Loan Financine Accounting 
fFMFDLFAKAccount 4122* 
Operating Results 

THOUSANDS ($X 000) 
FY199SACnvnY, END OF YEAR POSITION                             TOTAL 

Appropriations Expensed Plus Revenues                                        98 .243 
Less: Operating Expenses                                                           C98.2431 
Operating Results                                                                                0 

FY 1994 ACTIVITY, END OF YEAR POSITION                             TOTAL 
Appropriations Expensed Plus Revenues                                      65.566 
Less: Operatine Exoenses                                                       (65.566'» 
Operating Results                                                                            0 

FY 1993 ACnVTTY, END OF YEAR POSITION                            TOTAL 
Appropriations Expensed Plus Revenues                                    136.946 
Less: Operatine Expenses                                                      {136.9461 
Operating Results                                                                            0 

FY 1992 ACTIVITY, END OF YEAR POSITION                              TOTAL 
Appropriations Expensed Plus Revenues                                      50.102 
Less: Operatine Expenses                                                        (50.1021 
Operating Results                                                                                 0 

FY 1991 ACTIVITY, END OF YEAR POSITION                              TOTAL 
Appropriations Expensed Phis Revenues                                         N/A 
Less: Operating Expenses                                                                H/A 
Operating Resuhs                                                                            N/A 

NARRATIVE: 
This performance indicator measures the operating results of the account. Net results 

from operations mustequa) zero for credit reform loans. The dollars increased from FY 1992 
to FY 1995 due to increase in loan agreements signed. The account was established in FY 
1992. therefore there are no balances for FY 1991. 

SOURCE: 
General Ledgers. 
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 ' Supplemental 
PART III - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 

INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Financing Direct Loan Financing Account 
rFMFDLFAVAcconnt 4122* 

FINANCIAL CONDITION: An« And Liability Account Balances A*d Ratio 

THOUSANDS ($X 000) 
FY 1995 ACnvrrV, END OF YEAR POSmON TOTAL 
ASSETS 

Fund Balance with Treasury 500.186 
Inventory 0 
Advances and Prepayments 0 
Accounts Receivable. Federal Intra-government 1,487.195 
Loans Receivable 9,355 
Subsidy 469.049 

Total Assets 2,465,785 

LIABILITIES 
Accounts Pavable. Non-Federal 0 
Debt 788.328 
Other Liabilities 0 
Accounts Pavable. Federal 1.677.411 

Total Liabilities 2,465.739 

Assets to Liabilities Ratio 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Financing Direct Loan Financing Account 
(FMFDLFAKAcconnt 4122V 

FINANCIAL CONDITION: Asset and Liability Account Balances and Ratio 
(Continued) 

FY 1994 ACnvrrY, END OF YEAR POSITION TOTAL 
ASSETS ,V ^ 

Fund Balance with Treasury 3 57.3 97 
Inventory '   g 
Advances and Prepayments o 
Accounts Receivable. Federal lmra-govemment 1.339. J 04 
Loans Receivable AlSl 
Subsidy 246J127 

Total Assets 1,946.779 

LIABILITIES 
Accounts Payable. Non-Federal o 
*>*' 413.167 
Other Liabilities 0 
Accounts Payable. Federal 1.533.566 

Total Liabilities 1.946.733 

Assets to Liabilities Ratio J.J 
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Supplemental 

PART III - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 
INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Financing Direct Loan Financing Account 
fFMFDLFAVAcconnt 4122>: 

FINANCIAL CONDITION: Asset and LiibOhy Account Balances & Ratio (Continued) 
FY 1993 Acnvrry, END OF YEAR POSITION                              -TOTAL 
ASSETS 

Fund Balance with Treasury                                                               j 86.894 
Inventory                                                                                                  0 
Advances and Prepayments                                                                          0 
Accounts Receivable. Federal Intra-govemmem                                  1,013.152 
Loans Receivable                                                                                            g 

Total Assets                                                                                                  1,200.046 

LIABILITIES 
Accounts Payable. Non-Federal                                                                    0 
Other Liabilities                                                                                              0 
Accounts Payable. Federal                                                                   1.200 000 

Total Liabilities                                                                                             1.200.000 

Assets to Liabilities Ratio                                                                              M 

FY 1992 ACTIVITY, END OF YEAR POSITION                                         TOTAL 
ASSETS 

Fund Balance with Treasury                                                                     SO. 148 
Inventory                                                                                                        0 
Advances and Prepayments                                                                              0 
Accounts Receivable, Federal lmra-govemmeni                                     294.898 
Loans Receivable                                                                                       n 

Total Assets                                                                                               345.046 

LIABILmES- 
Accounts Payable, Non-Federal                                                                0 
Other Liabilities                                                                                         0 
Accounts Payable. Federal                                                                 345.000 

Total Liabilities                                                                                          345.000 

Assets to Liabilities Ratio                                                                                         j ■ j 
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Supplemental _^  
PART 111 - SUPPLEMENTAL FINANCIAL AND MANAGEMENT 

INFORMATION 

A. ADDITIONAL PERFORMANCE INDICATORS 

Foreign Military Financing Direct Loan Financing Account 
fFMFDLFAVAccount 4122^: 

FINANCIAL CONDITION: Asset and liability Account Balances and Ratio 
(Continued) 

FY 1991 ACTIVITY, END OF YEAR POSITION TOTAL 
ASSETS 

Fund Balance with Treasury N/A 
Inventory N/A 
Advances and Prepayments N/A 
Accounts Receivable. Federal Intra-govemment N/A 
Loans Receivable N/A 

Total Assets N/A 

LIABILITIES 
Accounts Payable. Non-Federal N/A 
Other Liabilities N/A 
Accounts Payable. Federal N/A 

Total Liabilities N/A 

Assets to Liabilities Ratio N/A 

NARRATIVE: 
This performance indicator compares the makeup of the assets and liabilities in the 

account. The dollar figures increased from FY 1994 to FY 1995 due to the new loan 
agreements signed in FY 1995. 

SOURCE: 
General Ledgers. 
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 Audit Opinion 

DEFENSE SECURITY 
ASSISTANCE AGENCY 

PARTIV 

AUDIT OPINION 

173 

Page 174 of the Defense Security Assistance Agency, Part IV, Audit Opinion, is blank. 
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Appendix A. Disclaimer of Opinion and Financial Statements Audited 

Andit Opinion 

INSPECTOR GENERAL 
acMurmcMT or ocrtMsc 

im 
MEMORANDUM FOR UNDER SECRETARY OF OEFErtg (COMFTETJJEK) 

AND CHIEF FINANCIAL OFFEE» _ 
DIRECTOR, DEFENSE FINANCE AND ACCOUNTING 

SERVICE 
DIRECTOR, DEFENSE HCUirnr ASSISTANCE 

AGENCY 

SUBJECT: Dttrfairocr of Opinion on the Defeat Stcarity Asaneance Agency 
Financial Statements for FY 1995 (Piojtct No. SLC-3029) 

Introduction 

Tbc Chief Financial Officer (CFO) A« of 1990. *> amended by aae Federal 
Financial Management Act of 1994 requires financial statement audits by 
statutory Inspectors General. That A« preserfce» the fapomWlity of 
auMgcmcm and auditor» with roped to Ike financial Mir menu, aatcmal 
cawrofc. and eeo^iance with laws aodiegulations. TheDefmaeSeomty 
Assistance Agency (the Agency), at the funds manager, it lejpcrofcJe tor 
establishing and mainiainmg an iaienal control structure and complying with 
laws and regulations applicable to diose tads. The Defense Finance and 
Accounting Service. Denver Ctater it faspoBsMe far atataantag the 
accounting system lor fe tads aaaagad by the Agency. Our wponsbuiiy 
was to express an opinion on the finaneial statements band on oar audit and 
determine whether internal oontrob war« adequate and whether the Ajeney 
complied with applicable laws and regulations. 

Disclaimer of Opinion 

We were «obit to render an opinion on the Agtncyjs fiI li rfil Maajiwmtt 
because the Agency did aot have »eflieJe« eau traut to ideotify B»eooamuof 
fteS&l «Sonlb pereeet of total nobilities) «naj^CNatfNon-FMcra] 
(Government) Liabilities of me FOraiea Military toTlaatFaa*. SaMomng 
eccumcataiion to anew «seaadtt $0.4 Wttioa of tobtasemaM far the aocamcataiion to allow ate  
Forcitn Military Saks Twst Fwad |*WlZn PIUMPJ JWO   «tejae rajBOH **w «SM *«•*•«««■•.    *vjwjwjawjpwjwuaaM 

accounts peyabfc of the Foreign MSlitarv Saks TrestRaidwasj 
bacaattibeAteBcydidaotlimaaytotraabywjador« 
Although a Management RipuMatMion Letter was provided to at, the Afaacy 
oo«lc^Micstiothcaeaacyoro»aaj*a»aw*tf 
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Audit Opinion 

Our review provided faasoaeWc hub far cqednkw en ihejMciMl «eMroI 
stiutiurc, and compliincf with fenrsndnpMeJew tfwy reJetc ID the 
financial sttteraentt of lac Aaaney. OwMtiewamidiMHBeatrilvdacieee 
all iMtnol control and eeaelaacc sepefleble oaadteees AM awaht ate be 

material «WMBB. sUtJutabk. iwwil ceeerol and tteupUatiu. 
conditions are mmete/lend in Mtfaportaan win be Mejeri 
aMcm^j coouut SBO co^uDbance rtiQori ID oe peDUHnc 

Internal Controls 

We reviewed the win mil couuul iMutiiac or Ike Agency end WNIIWII an 
understanding of the internal control polifi aodptwedunu. Is addition, we 
reviewed the implementation of the Maeaaetaeni Centn) Prccram by the 
Ateney manasers. We performed applicable tests of the mtenal control 
structure to determine whether the controls were effective and worksafas 
designed. 

The internal control structure was not effective in accounting tor and snanaging 
resources, ensuring compliance with tews and regulations, and antoria{ that the 
SnarcialsiateacrujarcrteefaMlcrialaicMiaacnu. Management actions are 
needed to improve the internal comroU relating to cash disburieraem including 
transpuitetioo disbursements and uwnairhcd disbursements, supporting the 
general ledger by «absidiary »eeo^j, nrardint and report«« aceoonu 
receivable and accounts payable, accounting for rcvaoucs ano expemes, foDow 
ap on errors reported by the Peeitjvt Transaction Control syaem (a module that 
verifies the validity of processed transactions}, ttaanglheirmg the riartrceic data 
processint security controls, and impfe minting the Mantgrmmt Control 
Program. 

The Agency and the Defense Fiaance and Accounting Service, Denver Center 
Annual Statements of Assurance did not identify any material weirnrrsrt a» 
rdaicd to the Agency's activities. SC«K of riieittfenisJ control weaknesses or 
aoncompliance with laws and regulations that we identified «ay result in 
material misstaiements in the fjnanfhl statements. 

Compliance with Laws end Reftstations 

We tested compliance with aunerial provisions of Jews and regulaticcs, such as 
the Arms Expert Control Act, the Metal Managers' new rial Integrity Act, 
the CFO Ad of 1990. and DoP H—till Uitegimat Katabaxvn, at they 
penain tothe accuracy of the nwsrejstl ttetetsems. Ceanbaece taws loeacjacd 
during our review may have a aweerial impact on tte fieMdei ttatameou. 
Those issues pertain toacaooaagfor *e ForeigBMiiittfy Saks Tract Fund 
ewounts receivable, euountt payable, end revenues aid i 
impiemcsune hlasasemeBt control r^cy^ntm. 

■0DO1 J. uMnw tl.l 
AixiBaWt lutpurtof OcncfiJ 

for AnditiAj 
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Appendix B. Accounting Entries Under Existing 
and Recommended Accounting Systems 

The pro forma entries in this appendix illustrate the accounting entries recorded 
within the FMS Trust Fund general ledger during execution of a hypothetical 
FMS case. The variety, number, and timing of the entries may differ according 
to type of case and circumstances recorded. Under the existing accounting 
system, DFAS-DE records all collections and disbursements in Sie unearned 
revenue account. Under the recommended system, the earned part of 
collections would be recognized as revenue, and disbursements would be 
recognized as expenses. New accounts, such as sales, cost of sales, and expense 
accounts, would be used to determine the net operational results. 

Letter of Offer and Acceptance 

Value 
A. Contract value $100,000 
B. Total nonrecurring cost 20.000 
C. Estimated cost (A + B) 120,000 
D. Administrative Fee 3.600 
E. Total case value (C + D) 123,600 
F. Initial Deposit 35,000 
G. Administrative expense disbursed 

at Trust Fund level to a Military 
Department with revenues from 
several cases 4,000 
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Appendix B. Accounting Entries Under Existing and Recommended Accounting 
Systems 

Accounting Entries Under the Existing Accounting System 

1. FMS customer provides DFAS-DE with a signed Letter of Offer and 
Acceptance and the initial deposit. DFAS-DE records receipt. 

1011 Funds collected $35,000 
2312     Unearned revenue $35,000 

2. DFAS-DE generates the quarterly FMS billing statement. 

1313.1 Accounts receivable public-current $88,600 
2411     Liability for deposit funds/suspense account $88,600 

3. DFAS-DE receives payment of amount due on the quarterly FMS billing 
statement. 

1011 Funds collected $88,600 
2312     Unearned revenue $88,600 

2411 Liability for deposit funds/suspense account $88,600 
1313.1  Accounts receivable public-current $88,600 

4. DFAS-DE records the reimbursement for administrative surcharge expenses. 

2312 Unearned revenue                                      $4,000 
2111 Accounts payable government-current                          $4,000 

2111 Accounts payable government-current           $4,000 
1012 Funds disbursed                                                          $4,000 

5. The implementing agency reports accrued expenditures unpaid. 

2312 Unearned revenue $100,000 
2113    Accounts payable-public $100,000 

6. The implementing agency reports payment to the Defense contractor. 

2113 Accounts payable-public $100,000 
1012    Funds disbursed $100,000 

7. The implementing agency reports self-reimbursement for nonrecurring costs. 

2312 Unearned revenue $20,000 
1012     Funds disbursed, allotment- $20,000 

direct program 
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Systems 

Accounting Entries When Revenues and Expenses are 
Recognized 

1. Because transaction 1 includes earned revenue equal to 50 percent of the 
administrative surcharge, that earned amount would be credited to a revenue 
account instead of the unearned revenue account. The proposed entry would be: 

1011 Funds collected $35,000 
2312     Unearned revenue $33,200 
xxxx     An appropriate revenue account $1,800 

2. Because the amount receivable includes earned revenue for delivered 
Defense articles and services, in addition to estimated termination liability and 
other forecasted cash requirements, transaction 2 will have to recognize revenue 
from deliveries. Assuming termination liability will not be recognized in a 
separate account, and assuming earned revenue was $50,000, the proposed entry 
would be: 

1313.1 Accounts receivable public-current $88,600 
xxxx     An appropriate revenue account $50,000 
2411    Liability for deposit funds/suspense account $38,600 

(Note: The credit to account 2411 holds 
termination liability and the forecasted 
cash requirements) 

3. In transaction 3, only the unearned collections would be credited to the 
unearned revenue account. The proposed entry would be: 

1011 Funds collected $88,600 
1313.1  Accounts receivable public-current $88,600 

2411 Liability for deposit funds/suspense account $38,600 
2312     Unearned revenue $38,600 

4. In transaction 4, the actual administrative costs are recorded. A new cost 
account would be established instead of the unearned revenue account to 
accumulate those actual costs. The new account will help determine the residual 
or excess in the surcharge accounts. Assuming the new account is named 
Actual Administrative Surcharge, the proposed entries would be: 

xxxx Actual administrative surcharges                  $4,000 
2111 Accounts payable government-current                           $4,000 

2111 Accounts payable government-current           $4,000 
1012 Funds disbursed                                                         $4,000 

5. Although under the existing system, transaction 5 should accrue 
expenditures, it actually does not. Because the contractor incurred costs were 
directly chargeable to the foreign military sales case, the proposed entry would 
include a cost account representing that case. Assuming the account would be 
titled Incurred Costs: Case No. AB-C-DEF, the proposed entry would be: 
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Systems 

xxxx Incurred Costs: Case No. AB-C-DEF       $100,000 
2113    Accounts payable-public $100,000 

6. Transaction 6 will not change the accounting treatment. 

7. In the proposed system, the unearned revenue will not be debited. 
Appropriate cost account would be debited. Because the implementing agency 
incurred costs were directly chargeable to the foreign military sales case, the 
proposed entry would include a cost account representing that case. Assuming 
the account would be titled Incurred Costs: Case No. AB-C-DEF, the proposed 
entry would be: 

xxxx Incurred Costs: Case No. AB-C-DEF $20,000 
1012     Funds disbursed, allotment- $20,000 

direct program 
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Appendix C. Audit Process 

We examined the September 30, 1995, statement of financial position and the 
statement of operations and changes in net position and related notes for the 
FMS Trust Fund. Other combining statements and related notes that DSAA 
prepared, but not examined by us, included the Statements of Financial Position 
and the Statements of Operations and Changes in Net Position for the Special 
Defense Acquisition Fund, Foreign Military Loan Liquidating Account, and 
Foreign Military Financing Direct Loan Financing Account. The FY 1995 
combined DSAA statement of financial position reported assets of $27.4 billion, 
of which $15.8 billion was for the FMS Trust Fund. The statement of financial 
position of the FMS Trust Fund included seven accounts including fund 
balances with the Treasury, cash, accounts receivable - transactions with non- 
Federal (governmental) entities, accounts payable - transactions with Federal 
(governmental) entities, accounts payable - transactions with non-Federal 
(governmental) entities, liability for deposit funds/suspense account - other non- 
Federal (governmental) liabilities, and unearned revenue - advances from 
public - other non-Federal (governmental) liabilities. DSAA is responsible for 
administering the Secretary of Defense security assistance responsibilities and is 
primarily a policy and management oversight organization. The Military 
Departments are responsible for implementing and executing the FMS program. 
DFAS-DE provides centralized accounting services for DSAA. The statement 
of financial position and the statements of operations and changes in net position 
on which we made our examination were submitted to us on January 31, 1996. 

Scope 

We evaluated the DSAA and DFAS-DE internal management control structure 
related to the FMS Trust Fund. Also, we evaluated compliance with laws and 
regulations directly affecting the financial statements and other laws and 
regulations designated by OMB. Our review covered the statement of financial 
position and the statement of operations and changes in net position and related 
general ledger account balances as of September 30, 1995. In making our 
review, we verified or attempted to verify balances to subsidiary records and 
supporting source documentation generated by the accounting system. 
DFAS-DE maintained the DIFS, which produced the general ledger accounts 
for the FMS Trust Fund. 
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Limitations to Scope. The following circumstances limited our review of the 
general ledger accounts. 

o We were unable to test $13.4 billion of disbursements made in 
FY 1995, because based on the absence of the needed voucher number and day 
of disbursement, DFAS, Columbus was unable to readily locate and furnish the 
sampled disbursement transactions. DIFS did not retain the missing data that 
DFAS, Columbus, had transmitted to the DIFS at the time of disbursement. 
Also, absence of a reasonably accessible audit trail precluded us from verifying 
$370.5 million of undistributed disbursements accumulated since 1989. 

oThe FMS Trust Fund did not report the Navy accounts payable; 
therefore, we were unable to identify a universe for testing. 

o We were unable to test $13.1 billion recorded in the unearned 
revenue - advances from public - other non-Federal (governmental) liabilities, 
because DFAS-DE was unable to provide detail by subsidiary ledger accounts. 

Performance Measures. We did not test performance measures. In the 
overview of the FY 1995 financial statements, DSAA stated that the 
performance measures were not directly linked to its plans, goals, and 
objectives. Levels of sales (or most other financial measurements) were not 
linked to the effective accomplishment of the DSAA mission. 

Methodology 

An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statement, including the accompanying notes. 
An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall statement 
presentation. We believe that our audit efforts provided a reasonable basis for 
our results. 

Internal Control Structure. Our consideration of the internal control structure 
included obtaining an understanding of the internal control policies and 
procedures, as well as assessing the level of control risk relevant to all 
significant cycles, classes of transactions, or account balances. For those 
significant policies and procedures that had been properly designed and placed 
in operation, we performed sufficient tests to assess more fully whether those 
controls were effective and working as designed. 

Significant Policies and Procedures. Significant internal control structure 
policies and procedures that were considered as part of our understanding of the 
structure included: 

o DoD Financial Regulation volume 15, which establishes procedures 
for security assistance activities involving accounting, budgeting, fiscal matters, 
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management, and pricing for reimbursements to DoD appropriation accounts 
and revolving funds; auditing; international balance of payments; and matters 
affecting the DoD budget. 

o DoD Manual 5105.38, "Security Assistance Management Manual," 
October 1988, which provides information and instructions needed to carry out 
the administration of the FMS program and related activities. 

Statistical Sampling. Statisticians at the Quantitative Methods Division, Audit 
Planning and Technical Support Directorate, Inspector General, DoD, 
developed a statistical sampling plan for testing the FMS Trust Fund 
disbursements. The audit universe for the FMS Trust Fund consisted of 
1,203 disbursing stations with total disbursements of $13.4 billion. The sample 
transactions were based on the total disbursements made by the disbursing 
stations in FY 1995. We excluded from the universe all disbursing stations with 
less than $1 million of disbursements. A total of 117 disbursing stations that 
disbursed $13.39 billion in 1,707,000 transactions remained in the sampling 
plan. Although a sampling plan was designed, we were unable to conduct the 
review because disbursement vouchers were not readily available at DFAS, 
Columbus. 

Computer-Processed Data. We reviewed the DSAA and DFAS organizations' 
computer-processed data for fund balances with the treasury, accounts 
receivable, accounts payable, and unearned revenue for the FMS Trust Fund. 
Based on our review and the tests we conducted, we concluded that the 
computer-processed data were not totally reliable. A software engineer from 
our Technical Assessment Division assisted us in evaluating the reliability of the 
computer-processed data and the adequacy of application-related general 
controls of DDFS and its Positive Transaction Control subsystem. 

Internal Management Control Program. Our internal management control 
evaluation included obtaining an understanding of management's process for 
evaluating and reporting on internal control and accounting systems, as required 
by the DoD Internal Management Control Program. That review also included 
comparing the material weaknesses related to the financial statements, reported 
in the entity's Annual Statement of Assurance, to the material weaknesses and 
reportable conditions we identified. We included tests of management controls 
considered necessary. We identified FMS Trust Fund significant control 
procedures as those dealing with accounting for surcharge revenues and 
expenses, cash management and reconciliation, determination and management 
of accounts payable and accounts receivable, and electronic data processing 
controls applicable to the DIFS. As stated in the limitation of scope discussion, 
we were unable to fully test the controls over accounting for revenues and 
expenses, cash management, accounts payable, and unearned revenue because 
adequate audit trails did not exist. 

Representation Letters. We received legal and management representation 
letters from DSAA. The management representation letter stated that DSAA 
could not attest to the accuracy or completeness of the data contained in its 
financial statements. See Appendix A for the legal and management 
representation letters. 
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Audit Period, Standards, and Locations. This financial statement audit was 
made from August 1995 through May 1996. We conducted our audit in 
accordance with the requirements of OMB Bulletins 93-06, "Audit 
Requirements for Federal Financial Statements," January 8, 1993, and 94-01. 
Those auditing standards require us to obtain reasonable assurance about 
whether the financial statements were free from material misstatement. A 
complete list of the locations we visited and contacted is in Appendix F. 
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Appendix D. Summary of Prior Audits and 
Other Reviews 

During the last 3 years, the Inspector General, DoD (IG,DoD), has issued 
four audit reports and the Army Audit Agency has issued one audit report that 
affect the financial statements of DSAA. The reported conditions, 
recommendations, and management comments are summarized below. 

IG, DoD, Report No. 94-090, "Management Data Used to Manage the Foreign 
Military Sales Trust Fund," April 29, 1994, stated that, while the Military 
Departments and DFAS were providing the lands of critical management data 
that DSAA needed to operate and make major financial decisions, the data 
reported was often incomplete or inaccurate. The report did not make any 
recommendations because a DoD working group and DFAS were involved in 
efforts to identify and correct problems of accounting for obligations and 
disbursements. The same computer systems analyzed during the audit are still 
used by the Military Departments and DFAS. 

IG, DoD, Report No. 93-123, "Consolidating Financial Statements of the 
Foreign Military Sales Trust Fund - FY 1992," June 24, 1993, expressed an 
adverse opinion on the financial statements because the statements did not 
account for revenues, expenses, or the net position of the fund. In addition, 
accounts payable pertaining to the Army and the Navy were not reported. The 
report did not make any recommendations. The Under Secretary of Defense 
(Comptroller) and Chief Financial Officer, and DSAA disagreed with the 
report's finding on the recognition of revenues, expenses, and net position of 
the fund. They, however, agreed with the report finding on accounts payable. 
During the audit of the FY 1995 financial statements, we determined that the 
problems identified in the report were still uncorrected. 

IG, DoD, Report No. 93-121, "Special Defense Acquisition Fund Financial 
Statements for FY 1992," June 21, 1993, expressed a disclaimer of opinion on 
the financial statements because the fund did not have a general ledger system 
that was in compliance with laws and regulations and because the auditors were 
unable to obtain sufficient, competent evidence and make appropriate tests of 
the accounting records. In addition, the fund did not use the accrual method of 
accounting and did not comply with the accounting principles in the DoD 
Financial Regulation. The report did not make any recommendations. 

IG, DoD, Report No. 93-106, "Foreign Military Loan Liquidating Account 
Financial Statements for FY 1992," June 11, 1992, expressed an unqualified 
opinion that the financial statements fairly presented, in all material respects, 
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the assets, liabilities, and net financial position of the account. The audit found 
no material weakness involving the management control structure and its 
operation. The account complied, in all material respects, with policies, laws, 
and regulations. The report did not make any recommendations. 

Army Audit Agency Report No. SR 93-780, "Engineering Assistance 
Agreement Funds-Saudi Arabia," September 9, 1993, stated that the 
Transatlantic Division, U.S. Army Corps of Engineers did not have supporting 
documentation for disbursements totaling $24.4 million when it transferred 
accounting records to DFAS-DE in 1977. As a result, the accounting records 
for the two organizations have remained out of balance. The report 
recommended that the $24.4 million be written off against the cost clearing 
accounts held within the FMS Trust Fund. The Office of the Deputy Chief of 
Staff for Logistics, U.S. Army agreed to ask the Deputate for Security 
Assistance, DFAS-DE for approval to write off the $24.4 million to the cost 
clearing accounts of the FMS Trust Fund. As of March 1, 1996, no 
adjustments had been made to bring the accounting records of the 
two organizations into balance. 

*A cost clearing account is an account used when standard rates are employed. 
The actual expenses are debited to the cost clearing account and the amounts 
billed to customers are credited to that account. At the end of the fiscal year, 
the account is closed with analysis performed to determine whether rates require 
adjustments. 

244 



Appendix E. List of Laws and Regulations 
Reviewed 

Laws and regulations affecting the operations of the military assistance program 
are numerous. The following laws and regulations were considered in 
compliance testing of the FMS Trust Fund. 

o United States Code, title 31, section 3512 (formerly the Federal 
Managers' Financial Integrity Act of 1982, Public Law 97-225) 

o Arms Export Control Act, as amended, Public Law 90-629 

o Chief Financial Officers Act of 1990, Public Law 101-576 

o OMB Bulletin No. 94-01, "Form and Content of Agency Financial 
Statements," November 16, 1993 

o OMB Bulletin No. 93-06, "Audit Requirements for Federal Financial 
Statements," January 8, 1993 

o General Accounting Office, "Policy and Procedures Manual for 
Guidance of Federal Agencies," Title 2, "Accounting," November 14, 1984 

o DoD Directive 5010.38, "Internal Management Control Program," 
April 14, 1987 

o "DoD Guidance on Form and Content of Financial Statements for 
FY 1994 and FY 1995 Financial Activity," October 20, 1994 

o DoD Financial Management Regulation 7000.14, volume 1, 
"Financial Management Regulation; General Financial Management 
Information, Systems, and Requirements," May 1993 

o DoD Financial Management Regulation 7000.14, volume 4, "Financial 
Management Regulation; Accounting Policy and Procedures," January 1995 

o DoD Financial Management Regulation 7000.14, volume 5, 
"Financial Management Regulation; Disbursing Policy and Procedures," 
December 1993 

o DoD Financial Management Regulation 7000.14, volume 15, 
"Financial Management Regulation; Security Assistance Policy and 
Procedures," March 1993 

o Memorandum of the Under Secretary of Defense (Comptroller), 
"DoD Accounting Policy and Procedures for Researching and Correcting 
Unmatched Disbursements and Negative Unliquidated Obligation Transactions," 
June 1995 
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o DoD Manual 5105.38-M, "Security Assistance Management Manual," 
October 1988 

o DoD Directive 5200.28,   "Security Requirements for Automated 
Information Systems," March 21, 1988 
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Appendix F* Organizations Visited or Contacted 

Office of the Secretary of Defense 
Under Secretary of Defense (Comptroller) and the Chief Financial Officer, 

Washington, DC 

Department of the Army 
U.S. Army Security Assistance Command-Alexandria, VA 

U.S. Army Security Assistance Command-New Cumberland, PA 
U.S. Army Missile Command, Huntsville, AL 

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

Washington, DC 

Other Defense Organizations 
Defense Finance and Accounting Service, Arlington, VA 
Defense Finance and Accounting Service-Columbus Center, Columbus, OH 
Defense Finance and Accounting Service-Denver Center, Denver, CO 

Defense Accounting Office, Boiling Air Force Base, DC 
Defense Finance and Accounting Service-Indianapolis Center, Indianapolis, IN 

Defense Accounting Office, Huntsville, AL 
Defense Security Assistance Agency, Arlington, VA 
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Office of the Secretary of Defense 

Under Secretary of Defense for Policy 
Under Secretary of Defense (Comptroller) and Chief Financial Officer 

Deputy Chief Financial Officer 
Deputy Comptroller (Program/Budget) 
Director for Accounting Policy 

Assistant Secretary of Defense for International Security Affairs 
Assistant to the Secretary of Defense (Public Affairs) 
Director, Defense Logistics Studies Information Exchange 

Department of the Army 
Auditor General, Department of the Army 

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

Department of the Air Force 

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

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

Director, Defense Finance and Accounting Service-Denver Center 
Director, Defense Logistics Agency 
Director, Defense Security Assistance Agency 
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Other Defense Organizations (cont'd.) 

Director, National Security Agency 
Inspector General, National Security Agency 

Inspector General, Defense Intelligence Agency 

Non-Defense Federal Organizations and Individuals 

Office of Management and Budget 
General Accounting Office 

National Security and International Affairs Division 
Technical Information Center 

Department of Education, Office of the Inspector General 

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

Senate Committee on Appropriations 
Senate Subcommittee on Defense, Committee on Appropriations 
Senate Committee on Armed Services 
Senate Committee on Governmental Affairs 
House Committee on Appropriations ' 
House Subcommittee on National Security, Committee on Appropriations 
House Committee on Government Reform and Oversight 
House Subcommittee on National Security, International Affairs, and Criminal 

Justice, Committee on Government Reform and Oversight 
House Committee on National Security 
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Under Secretary of Defense (Comptroller) 
Comments 

COMPTROLLER 

OFFICE OF THE UNDER SECRETARY OF DEFENSE 
1100 DEFENSE PENTAGON 

WASHINGTON, DC 20301-110O 

jUN J 9 1996 

MEMORANDUM FOR DIRECTOR, LOGISTICS SUPPORT DIRECTORATE, OFFICE OF 
THE INSPECTOR GENERAL (OIG) 

SUBJECT: Draft Audit Report on Internal Controls and Compliance with Laws and Regulations 
for the FY1995 Financial Statement of the Defense Security Assistance Aeencv 
(Project No. 5LG-2029.01) 

This is in response to your request for review and comments, dated May 10,1996, on the 
subject audit report This office's comments are attached, and include comments from the 
Defense Finance and Accounting Service. 

This office generally concurs with the recommendations in the subject report. I am aware 
that Mr. Toye discussed with your office a solution to the recurring issue raised in Finding A I 
am pleased that this office and the OIG have agreed on that solution, which is reflected in the 
attached response, since it should result in more favorable future audits. 

My point of contact on this matter is Mr. Stephen Tabone. He may be reached at 

Deputy Chief Financial Officer 

Attachment 

252 



Under Secretary of Defense (Comptroller) Comments 

OFFICE OF THE UNDER SECRETARY OF DEFENSE (COMPTROLLER) 
COMMENTS ON DRAFT OIG REPORT 

"INTERNAL CONTROLS AND COMPLIANCE WITH LAWS AND 
REGULATIONS FOR THE FY 1995 FINANCIAL STATEMENTS OF THE 

DEFENSE SECURITY ASSISTANCE AGENCY" 
DATED MAY 10,1996 

(PROJECT NO. 5LG-2029.01) 

GENERAL COMMENTS 

Although detailed comments on the individual findings and recommendations contained in 
the draft report follow, there is a need to address general concerns on the conduct of the audit, 
and how the audit results were presented. Other than one brief meeting at the DFAS-Denver 
Center, the DFAS Headquarters was not provided an opportunity to discuss the findings or 
recommendations until after the OIG had issued a letter of disclaimer. The short time frame the 
auditors were working under is understood, but the lack of meetings and discussions with the 
DFAS Headquarters must not happen in the future. Because of the short time frame, the auditors 
structured the report to start with their initial audit results at the time the disclaimer letter was 
issued, and then, chronologically added information from subsequent meetings, as they occurred. 
As a result, the changing positions and points of view contained in the report are difficult to 
follow and misleading in some instances. The audit report should not be a chronological list of 
information, as the auditors understood it, at different stages of the audit. In the future, the 
auditors should simply state their findings, conclusions and recommendations, in total, based on 
the results of their audit at the time that their letter is issued, but not prior to validating the 
information with the DFAS management. In responding to the findings and other comments, it is 
difficult to determine the current presentation of the facts. 

Of particular concern are references to comments made by various DFAS associates, with 
various levels of experience, during the course of the audit. Frequently, these comments did not 
represent the DFAS corporate or management position on the issue. Additionally, partial 
answers, or responses to questions that were not clearly understood, resulted in the auditor 
coming to inaccurate conclusions. It is essential throughout the audit process that the audit staff 
raise concerns, questions and potential problems to DFAS management to assure their 
conclusions are right, and that the auditors have the most accurate information. The audit staff 
headed down many false trails, and spent a considerable amount of time working with incomplete 
or inaccurate data. This could have been avoided had there been more open communication 
between the auditors and DFAS management. If the OIG wants to fairly represent the DFAS 
position, it should have gone to the OPR on the CFO statements, the Director of Security 
Assistance Accounting, to confirm what various associates allegedly said. Because of the 
complexities of the FMS accounting system and the interplay with standard DoD accounting 
systems, many of the DFAS associates have only a limited view based on the segments for which 
they are responsible. This can often lead to a narrow understanding, or opinion, on what can be 
complex questions. 
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Many such statements were not brought to DFAS senior management's attention until 
after the audit was complete, and some were not brought to DFAS senior management's attention 
until the draft report was issued. This office believes mat this type of audit demands much better 
cooperation between the OIG auditors and the DFAS staff. It is obvious that communication 
between the audit staff and the DFAS accounting staff must be improved This was agreed to by 
the DFAS managers and the audit staff during the follow-on meetings. Communication is 
especially difficult when an audit disclaimer letter is issued before the audit results are presented 
for comment. This should not happen on future audits of this type. 

Broad statements, such as "DFAS internal controls were not adequate to provide 
reasonable assurance" and "account balance(s) may be materially misstated," are extremely 
misleading. Many such statements are not supported by the audit findings in mis report 

EXECUTIVE SUMMARY 

OIG Statement: The DFAS-DE did not account for the revenue and expenses in the FMS Trust 
Fund Financial Statement. As a result, those financial statements were noncompliant with the 
Office of Management and Budget Bulletin No. 94-01, and there was no assurance that those 
statements presented fairly the financial condition of the fund (Finding A). 

OUSD(C) Comment: It has been the position of the Department of Defense that revenue and 
expenses do not exist in the FMS Trust Fund. Accordingly, it is the policy of the OUSD(C) to 
exclude the reporting of revenue and expenses from the FMS Trust Fund financial statements. 
Thus, it is incorrect to imply that the financial statements were noncompliant because the DFAS- 
DE did not account for revenue and expenses. The Department continues to believe that the OIG 
is incorrect in its conclusion that the FMS Trust Fund experiences revenue and expenses. 
However, if the OIG maintains mat position, it should not imply that the DFAS-DE is the cause 
of the OIG perceived noncompliance. Rather, the OIG statement should be reworded as follows: 

"Department of Defense policy did not permit DFAS-DE to account for the revenues and 
expense in the FMS Trust Fund financial statement. As a result the OIG believes mat 
those financial statements were noncompliant with the Office of Management and Budget 
Bulletin No. 94-01, and there was no assurance that those statements presented fairly the 
financial condition of the fund (Finding A)." 

FINDING A. ACCOUNTING FOR REVENUES AND EXPENSES 

The DFAS-DE did not account for revenues and expenses in the FMS Trust Fund. The statement 
of operations and changes in net position, as of September 30,1995, reported zeros for all 
revenue and expense accounts. The revenues and expenses were not accounted for because DoD 
Financial Regulation Volume 15, did not allow revenue and expense recognition. As a result, the 

254 



Under Secretary of Defense (Comptroller) Comments 

FY1995 financial statements for the FMS Trust Fund were noncompliam with OMB Bulletin 
No. 94-01, and there was no assurance that those statements presented fairly the financial 
condition of the FMS Trust Fund. Specifically, 

• the overall performance of the FMS Trust Fund could not be measured, 

• analyzing the unearned 'urcharge revenues and expenses and redistributing the 
balances were not accomplished, and 

• profits and losses to the U.S. Government from the attrition fees paid by the foreign 
customers were not disclosed in the financial statements. 

OUSD(C) Comments: 

The absence of revenues and expenses in the FMS Trust Fund financial statements has 
been a recurring issue. As expressed to the OIG at the conclusion of the audit of the FY 1992 
financial statements for the FMS Trust Fund, and at several meetings between representatives of 
the OUSD(C) and the OIG before, during and at the conclusion of this audit, the FMS Trust Fund 
was established for the purpose of holding advance payments received fiom FMS customers. The 
collection of these advances is not revenue to the U.S. Government, and subsequent payments of 
such amounts to performing commercial vendors or Federal Agencies does not represent expenses 
to the FMS Trust Fund. 

The Arms Export Control Act requires foreign countries to pay for purchases in advance 
of delivery-often prior to purchase. Such advance payments are collected into the FMS Trust 
Fund, and held in individual country accounts. These amounts, although paid into the FMS Trust 
Fund, remain the property of the applicable foreign governments, and are held "in-trust" by the 
ILS. Government. As such, these amounts do not represent an asset of, and are not revenue to, 
the U.S. Government Instead, the amounts represent cash assets of the FMS Trust Fund and a 
liability of the U.S. Government. (These amounts are a liability because the U.S. Government 
does not have ownership of the cash, and must return the cash to the applicable foreign 
governments, if the amount collected is not needed for the intended purposes.) 

Once applicable amounts are paid into the FMS Trust Fund by foreign countries the 
amounts generally remain within the FMS Trust Fund until paid to a commercial vendor or 
performing Federal activity, as reimbursement for expenses incurred by the vendoEFederal 
activity. Payments fiom the FMS Trust Fund to either commercial vendors or performing Federal 
activities, generally would be revenue to the vendor or Federal activity receiving the payment 
While some individuals are paid from the FMS administrative charge account, these individuals 
actually work for the Military Departments or defense agencies and not for the FMS Trust Fund 
Additionally, the FMS Trust Fund, itself, does not perform any work, nor does it incur expenses 
Further, since the cash in the FMS Trust Fund is not "owned" by the U.S. Government, neither 
the collection of the advances by the FMS Trust Fund, or payments, to a performing activity by 
the FMS Trust Fund, are revenues or expenses to the FMS Trust Fund. Rather, it is the 
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Recommendations for Corrective Action: 

OIG Recommendation A.IJL: We recommend that the Under Secretary of Defense 
(ComptroUer/CFO) revise DoD Financial Management Regulation (DoD 7000.14-R), Volume 15, 
"Security Assistance Policy and Procedures,'* dated March 1993, to require recognition and 
accounting for the revenues and expenses of the Foreign Military Sales (FMS) Trust Fund, or 
obtain a waiver from compliance with the Office of Management and Budget Bulletin No. 94-01, 
"Form and Content of Agency Financial Statement." 

OUSD(Q Response to A.I.S.: Partially concur. As stated in responses to this, and prior audits, 
of the FMS Trust Fund, the OUSD(C) firmly believes that amounts collected from FMS 
customers in advance of performance remains the property of the foreign countries and does not 
represent revenue to the FMS Trust Fund. Similarly, payments made from the FMS Trust Fund, 
to performing activities, on behalf of the foreign countries, does not represent expenses to the 
FMS Trust Fund. Rather, it is the performing activities that earn revenue [to offset expenses that 
they have incurred]. However, the OUSD(C) also recognizes that some amounts-those amounts 
transferred to so-called surcharge accounts-can represent revenue to the U.S. Government. In 
those instances when revenue is earned by the U.S. Government, it should be accounted for, and 
reported, as revenue (along with any associated expenses). 

Accordingly, if the Office of Management and Budget determines that the FMS Trust Fund is 
subject to the requirement to prepare, and have audited, CFO financial statements, the OUSD(C) 
will work with the Defense Security Assistance Agency and the Defense Finance and Accounting 
Service to establish the policies and procedures to ensure that revenues and expenses are 
accounted for, and reported in applicable financial statements, for those amounts in the various 
applicable surcharge accounts. However, all other amounts (advance payments) collected by, and 
paid from the FMS Trust Fund, for FMS customers, will continue to be recorded as a liability in 
the FMS Trust Fund, as is done under current procedures. Such advance payments include funds 
to be paid directly to performing vendors and Federal activities would continue to be accounted 
for, and reported, in the current manner. 

OIG Recommendation A.I.D.: We recommend that the Under Secretary of Defense 
(ComptroUer/CTO) revise DoD Financial Management Regulation (DoD 7000.14-R), Volume 15, 
"Security Assistance Policy and Procedures," to require recognition and proper reporting of the 
U.S. Government equity in die attrition surcharge fond balance as a footnote to the financial 
statement, in a separate fund, or other means of disclosure. 

OUSD(C) Response to A.l.b.: Partially concur. If the Office of Management and Budget 
determines that the FMS Trust Fund is subject to the requirement to prepare, and have audited, 
CFO financial statements, the OUSD(C) will modify applicable guidance to provide for amounts 
in the attrition surcharge account to be disclosed as U.S. Government equity. 

OIG Recommendation A.2.: We recommend that the Director, Defense Finance and 
Accounting Service, Denver Center, analyze the surcharge subsidiary ledgers in the unearned 
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revenue - advances fiom public account to recommend to the Defense Security Assistance 
Agency rate changes and redistribution of surcharge account balances. 

OUSD(C) Response to A2.: Partially Concur. As a result of a joint review of security 
assistance financial management functions performed by the DFAS-DE in February 1996 the 
USD(C) and PDUSD(P) agreed that analyses of surcharge subsidiary ledgers in the unearned 
revenue - advances from public account would be conducted by the Defense Security Assistance 
Agency. The next revision of DoD Financial Mamwaitwit Ration (DoD 7000.14-R), Volume 
15, "Security Assistance Policy and Procedures," will be changed accordingly. 

This office does not agree that the DSAA should redistribute any surcharge amounts 
previously collected. Surcharge amounts charged to FMS countries, based on a stated percentage 
or other factor, should be treated as a "fixed price" for the applicable service. Additionally based 
on the above discussed analysis, such fixed prices can be expected to be adjusted from time'-to- 
time. However, the Department considers ownership of the funds to have passed from the FMS 
customer, to the Defense Security Assistance Agency, at the time the funds were transferred from 
the applicable country's account to the applicable surcharge account. As such, applicable foreign 
countries have no claim on such amounts, and there is no need to redistribute past collections To 
the extent that future rates need to be adjusted, they can, and should, be adjusted. 

OIG Recommendation A3.: We recommend mat the Director, Defense Security Assistance 
Agency, adjust the surcharge rates and redistribute the surcharge account balances annually in 
coordination with the Under Secretary of Defense (Comptroller), using the actual surcharge data 
and analyses performed by the Defense Finance and Accounting Service, Denver Center, to 
ensure the FMS Trust Fund operates at no cost or profit to the U.S. Government. 

OUSD(C) Response to A3.: Partially concur. As indicated in me response to Recommendation 
A.2., the Defense Security Assistance Agency, and not the Defense Finance and Accounting 
Service, is responsible for analyzing applicable surcharge rates. Also, as discussed in the response 
to Recommendation A.2., mere is no need to redistribute past collections. To the extent that 
future rates need to be adjusted, they can, and should, be adjusted. 

FINDING B. FUND BALANCES WITH THE TREASURY 

The DFAS-DE did not have reasonably accessible audit trails to track about $13 4 billion of 
disbursements, and $3703 million of undistributed disbursements. Audit trails were inadequate 
because the Defense Integrated Financial System (DIFS) did not have disbursement voucher 
numbers and dates traceable to DFAS, Columbus, records. Additionally, the DFAS-DE did not 
follow up and research undistributed disbursements, and the DSAA had not established a time- 
phased plan to resolve the undistributed disbursements. As a result, the DFAS-DE internal 
controls were not adequate to provide reasonable assurance that the $53 billion reported in the 
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Final Report 
Reference 

fund balances with the Treasury was accurate; therefore, that account balance may be materially 
misstated. 

OUSD(C) Comments: 

This office strongly disagrees that the audit findings, as reflected in the draft «port, 
support the conclusion that the Treasury FMS Trust Fund balance may be materially misstated. 
The DFAS-DE balances to Treasury cash, to the penny, each month. The fact that some 
disbursements are not distributed to a specific country/case for a period of time, and the lack of an 
easily accessible audit trail, does not support the conclusion mat the account balance may be 
materially misstated. Further, whether the audit trail for disbursements-from the Departmental 
level accounting system to the source or installation level disbursing system-was not easily 
accessible is a subjective determination 

This office disagrees with the statement that the DFAS-DE does "not follow-up on 
undistributed disbursements." The auditors misconstrued the monhorship by the DFAS-DE of 
undistributed disbursements in the Departmental level system as a lack of emphasis in this area. 
The Department has a major financial management initiative to resolve problem disbursements. 
Specifically, in the security assistance area, listings of undistributed disbursements are sent to 
installation level accounting offices each month. Personnel at the DFAS-DE are assigned to 
specific activities to assure problem disbursements are worked, and a special projects office has 
been created to resolve problem disbursements. Significant accomplishments have been made, 
especially in the past year. 

The OIG description of how the disbursement process works in the Department of 
Defense, as described on page 17 of the draftaudit report, is materially misstated. TheDoD 
accounting systems are designed in a hierarchical manner, with source level (book of original 
entry) in installation level systems. Data is consolidated and reported to intermediate or 
Departmental level systems, and for FMS, data is further consolidated and reported to an FMS 
Departmental level system. The OIG auditors failed to confirm with senior DFAS management 
personnel their concept of how the accounting process works prior to performing the audit 

The OIG description on page 17 of the draft report clearly shows a continued 
misunderstanding of the disbursing, accounting and reporting process by the OIG. Disbursing 
stations do not input disbursement data into the DIFS. Additionally, the DFAS-Columbus does 
not repon disbursement data to the DIFS. The DFAS-Columbus operates the installation or 
source level system. It reports, not to the DIFS, but to one of the three Military Departmental 
level systems. The disbursement data for all disbursing stations, for each Military Department, is 
consolidated into Military Department level disbursement reports, which are reported to the 
Departmental level accounting system, DIFS, and the Treasury. The DFAS personnel were able 
to locate most of the vouchers by using these Military Department level systems and some 
research. The DFAS concedes that the audit trail was not conveniem tor the auditors; however, 
the audit trail does exist. In addition, enhancements are being made to assure voucher numbers 
will be in the Military Department level systems to assist in future audits. 

Changed, 
page 17 
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Additionally, the OIG auditors frequently went to personnel in junior level positions, or 
personnel who did not have adequate knowledge in the area, and asked questions of corporate 
DFAS policies, systems or procedures. For example, statements such as that on Page 19 that 
"DFAS-DE personnel informed us that they have authority over neither the DoD implementing 
agendes arid tnedisbtrrsingstatiora, nor aU the Defense Ac^^ The 
DFAS has control over all Defense Accounting Offices. Statements of this nature should be 
verified before being placed in an audit report. Also on page 21 of the draft report, it is stated 
that someone at the DFAS-DE did not believe they had authority over some Defense Accounting 
Offices. The DFAS has procedures to assure centers, DAOs and other network activities 
cooperate to resolve problem disbursements. This portion of the report also discusses the 
Departmental level system undistributed account where detail disbursing and accounting station 
transactions cannot be matched one to one. The DFAS-DE personnel explained to the OIG 
auditors that the transaction level disbursement clearance process was in the intermediate 
(MILDEP) and installation level accounting systems, not at the Departmental level DIFS. 

Recommendations for Corrective Action: 

OIG Recommendation B.l.a.: We recommend that the Director, Defense Finance and 
Accounting Service, Denver Center, modify the applicable subsystems of the Defense Integrated 
Financial System to retain the disbursement voucher number and the disbursement day mat are 
transmitted to the DFAS-DE Center by disbursing stations. 

OUSD(C) Response B.l .a: Concur. The DFAS will work with system managers to modify the 
applicable DIFS supporting feeder subsystems to retain the disbursement voucher number and 
disbursement date. Required changes to MOCAS, CPAS and CMCS will be documented by 
September 30,1996, and implemented as resources are available. 

OIG Recommendation B.l.b: We recommend that the Director, Defense Finance and 
Accounting Service, Denver Center, establish management controls to ensure that the Defense 
Finance and Accounting Service, Denver Center, identify the agencies causing the undistributed 
disbursements, follow up with those agencies to resolve the amounts in suspense, and implement 
guidance contained in the USD(C) memorandum, subject: Procedures for Researching and 
Correcting Unmatched Disbursements and Negative Unliquidated Obligation Transactions. 

OUSD(C) Response B.l.b: Concur. Actions are being taken to resolve problem disbursements. 
On May 6,1996, the Office of the Under Secretary of Defense (Comptroller) granted the DSAA 
an extension until September 30,1996, to obligate amounts for problem disbursements. The 
DSAA and DFAS were tasked in May 1996 to develop specific plans to better identify and 
resolve undistributed disbursements. Those plans include the following specific objectives: 

«   Individual expenditure authorizations (EA) issued to disbursing offices must be 
reconciled monthly by the DFAS-DE to the detail payments that are issued. 
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• Reduce the DTFS undistributed disbursements balance to, at most, $200 million. 

• The DIFS must begin providing the DSAA with monthly reports that accurately report 
the statistics of problem disbursements stratified by Component and fund holder. 

• The DSAA will institute a management process that highlights and resolves problem 
disbursements. 

• Reduce the January 1996 reported problem disbursements balance by 50 percent 

OIG Recommendation B.2.: We recommend that the Director, Defense Finance and 
Accounting Service, establish management controls to ensure that disbursing stations identify a 
valid foreign military sales country, case or surcharge account before processing a disbursement 
to the Foreign Military Sales Trust Fund. 

OUSD(C) Response B.2.: Concur. Actions are being taken to change procedures to assure 
disbursement transactions identify the foreign customer or surcharge account before 
disbursements are processed. Systems also have been revised to prevalidate disbursement 
transactions for certain dollar thresholds. Policy guidance will be issued, by June 30,1996, to 
disbursing activities directing that all FMS disbursements must be identified to a valid foreign 
customer or surcharge account. Systems will be changed to prevalidate disbursement data by 
September 30,1996. 

OIG Recommendation B3.: We recommend that the Director, Defense Security Assistance 
Agency, establish a time-phased plan to resolve the undistributed disbursements. 

OUSD(C) Response to B J.: Concur. See the OUSD(C) response to Recommendation B.l. 

FINDING C. LIABILITIES 

The DFAS-DE did not have an adequate audit trail to track the accounts payable - transactions 
with Federal (government) entities, accounts payable - transactions with non-Federal 
(government) entities, and unearned revenue - advances from public - other non-Federal 
(government) liabilities, and did not properly accrue accounts payable. The audit trail was 
inadequate because the DFAS-DE did not ensure inclusion of the Navy accounts payable in DIFS, 
maintain subsidiary ledgers for the accounts payable and the unearned revenue account, and 
perform monthly reconciliation with the general ledger. Additionally, the DFAS-DE did not 
accrue incurred expenses, because it was not required to maintain expense accounts for the FMS 
Trust Fund. As a result, the DFAS-DE internal controls were not adequate to provide reasonable 
assurance that the $182 million of accounts payable, and $13.1 billion of unearned revenue were 
accurate; therefore, those account balances may be materially misstated. 
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OUSD(C) comments: 

This office agrees that the DIFS system did not contain Navy accounts payable data; 
however, corrective action is being taken to obtain Navy accounts payable information by 
September 30,1996. Audit trails for other payables were in place and adequate. This office 
partially agrees that monthly reconciliations of detail data to general ledger accounts did not 
occur. This office concurs with the inadequacy of the monthly reconciliations; however, 
reconciliations of current fiscal year changes to account balances did occur. Procedures have 
been developed and were implemented for the accounting month of May 1996. However, this 
office disagrees that subsidiary data for accounts payable and the unearned revenue account were 
not maintained. 

Audit Trail for Accounts Payable: The DFAS advises that the OIG auditors went to the wrong 
individuals and asked the wrong questions. Further, the auditors did not appear to understand, or 
accept, that detail, source level transactions are not maintained in any DoD Departmental level 
accounting system, nor is it practical to do so. The OIG was given a list of summary accounts 
payable transactions that identified payables to country, case, line, and activity, where the detail 
data was located. Further, the auditors were shown how to obtain contract/vendor level data on 
those payables. The individual contacted by the auditors, at the DAO Boiling, either did not 
understand the question, or did not understand the payables audit trail The auditors were given a 
sample of the installation level audit trail and proof that vendor identification can be obtained 
without element of expense. Again, the information the auditors received from lower level staff 
personnel was not validated with DFAS management. Had the OIG audit staff come to senior 
level DFAS personnel early-on in the audit, many of the problems encountered during the audit 
could have been avoided. 

Audit Trail for Unearned Revenue: During the OIG field visit, the auditors jumped to some 
invalid conclusions, because questions were asked of the wrong people. On March 15,1996, the 
OIG auditors met with the DFAS-DE and DFAS-HQ personnel, this represented the first time any 
issues were presented to the DFAS management level. The DFAS-DE provided detailed audit 
trails to the auditors. Subsequent to that meeting, the DFAS explained to the auditors how 
subsidiary data can support more than one account There is no requirement for separate 
(duplicative) transactions for every account a subsidiary record supports. In addition to the detail 
audit trail, the DFAS provided the beginning Unearned Revenue value, current fiscal year debits 
and credits, and OK ending fiscal year values. This information was provided in the format, and at 
the level, asked for by the auditors. The general ledger balance did agree, to the penny, to the 
supporting detail, once the proper DFAS personnel were notified of the request, and the correct 
data was provided. This element of the finding is inaccurate, and it has previously been discussed 
with the OIG auditors. 
Accrual Basis of Accounting: The DFAS agrees that Navy accounts payable were not included in 
the financial statements. The DFAS is taking action to obtain Navy accounts payable for future 
reports by September 30,1996. The DFAS-DE did post all accrued payables known at the 
central cite on a monthly basis. The DFAS is reviewing possible ways to obtain information about 
vouchers due and not yet paid from feeder systems. This review will be completed and 
procedures issued by September 30,1996. 
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Accounts Payable Reconciliation: The DFAS advises that DFAS personnel did validate the 
accounts payable account; however, only the current fiscal year change was validated each 
accounting period. Existing systems were designed, prior to CFO reporting requirements to 
accommodate budget execution DD Form 1176 reporting, which uses current year change in 
payables. This technique assured the validity of the current year change, but railed to »validate 
the initial account balance. Procedures have been changed to assure monthly validation of the 
entire account balance. It is recognized that accounts payable were not aged at the Departmental 
level, as described in DoD 7000.14-R, Volume 15. A revision to DoD 7000.14-R, Volume 15 
will reflect a change that detailed payable records are only maintained in installation level systems 
and therefore, can only be aged at that level. Monitoring payables, and assuring specific vendors' 
are paid promptly, is a function of the installation level accounting activity. Duplicating detail 
contract and vendor level data in intermediary and Departmental level systems would not be 
practical and would be very costly. 

Unearned Revenue Reconciliation: The OIG auditors were provided a detail audit trail to the 
Unearned Revenue Account that balanced to the penny. The major issue with mis account does 
not seem to be the DFAS practices, but rather the DoD policy that the FMS Trust Fund does not 
have revenue, expense or equity. Because the account does not have equity, the DFAS 
recognizes all cash received as unearned revenue and reduces unearned revenue, as disbursements 
are made on behalf of the foreign customer. 

Key Accounting Requirements: General ledger accounts are balanced to detail source level data 
in installation level systems frequently. Financial transactions recorded in source level systems are 
supported with pertinent documents and source records. Data in intermediary and Departmental 
level systems are supported by detailed transactions and source documents at the installation level 
accounting office. An audit trail to this data is available in the Departmental level system. While 
source data is not available in the Departmental level system, as desired by the OIG such source 
data should not be duplicated in the Departmental level system. For most data elements, 
Departmental level systems are only updated monthly as feeder reports are received from 
subordinate level systems. The OIG auditors attempted to audit the accounts by looking only at 
the Departmental level systems and not the feeder systems. 

Audit Trail for Unearned Revenue: The DFAS-DE provided the OIG auditors documentation 
mat identifies the specific dollar amounts received from each foreign customer. There is no 
requirement to duplicate subsidiary records for each general ledger account that the data supports 
The unearned revenue account has detailed supporting data, and the account is maintained in 
accordance with DoD policy. The DFAS management explicitly told the OIG auditors that 
unearned revenue is an account that has supporting subsidiary data that identifies specifically the 
amount unearned for each customer. 

Recommendations for Corrective Action: 

OIG Recommendation C.I.: We recommend mat the Assistant Secretary of the Navy (Financial 
Management and Comptroller) report to the Defense Finance and Accounting Service, Denver 
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Center, the Navy's foreign military sales accounts payable applicable to transactions with Federal 
(governmental) entities, and transactions with non-Federal (government) entities, in compliance 
with the DoD Financial Management Regulation, Volume 15, "Financial Management Regulation; 
Security Assistance Policy and Procedures," March 1993. 

OUSD(C) Response C.1: Concur. The Navy accounts payable should be reported and action is 
being taken to receive this data by September 30,1996. However, accounts payable data, if 
available, should be in accounting systems maintained by the UFAS. The DFAS will make 
system, or procedural, changes, and work with the Navy, to better ensure that accounts payable 
information for the Navy is reported. 

OIG Recommendation C2 .a: Report the Navy accounts payable in the Defense Integrated 
Financial System, and the financial statements. 

OUSD(C) Response C2.a: Concur. Action is being taken to receive this data by September 30 
1996. 

OIG Recommendation C2.b: Maintain a subsidiary ledger for the accounts payable to allow 
identification and testing of audit trails, as required by DoD 7000.14-R, Volume 15. 

OUSD(C) Response C2.b: Concur. With the exception of Navy accounts, which were not 
reported, an audit trail from the Departmental level system to the installation level accounting 
system exists today. Examples, of how this audit trail works, were given to die OIG auditors. 
This audit trail requires that one go to the installation level accounting activity, in order to find 
aged payables and contract or vendor identification. In Departmental level systems, accounts 
payable is an overlay figure for each country, case, line, and reporting entity. Changes will be 
prepared by September 30,1996, and included in the next revision of DoD 7000.14-R, 
Volume 15, to recognize that aging and vendor identification is at the installation level. 

OIG Recommendation C2.c. Request accounts payable aging lists by vendor from those DoD 
organizations implementing Letters of Offer and Acceptance, summarize those lists at the FMS 
Trust Fund level, and perform needed analysis to ensure fulfillment of the task assigned bv DoD 
7000.14-R, Volume 15. 

OUSD(C) Response C2.c: Partially Concur. Payables information is not available from me 
Military Departments. Payables can be obtained only from installation level accounting systems 
maintained by the DFAS. In addition, as mentioned above, DoD 7000.14-R, Volume 15 will be 
changed to reflect the aging and vendor identification function as an installation level function 
Policy changes will be prepared by September 30.1996, and included in the next revision of 
DoD 7000.14-R, Volume 15. 
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Filial Report 
Reference 

OIG Recommendation C2.d.: Reconcile accounts payable balances with the supporting 
documentation or subsidiary records before the preparation of the trial balance as required by 
DoD 7000.14. Volume 15. 

OUSD(C) Response C2.d.: Concur. Procedures already hive been changed to assure the 
accounts payable account is reconciled to supporting subsidiary data on a regular basis starting 
with the May 1996 business month. 

OIG Recommendation C2*z Implement die DoD 7000.14-R, Volume 15, requirement that 
subsidiary ledgers be maintained and reconciled nunttty far the imearned revenue-advances from 
public-other non-Federal (government) liabilities account 

OUSD(C) Response C2JK Concur. Subsidiary data already exists in support of the unearned 
revenue account. The DFAS will assure mat this data is reconciled to the general ledger account 
monthly, starting with the June 1996 accounting period. 

OIG Recommendation C2.f.: Establish procedures at the Defense Finance and Accounting 
Service, Denver Center, to properly accrue the anticipated expenses attributable to the accounts 
payable at the end of each month. 

OUSD(C) Response CZ£: Partially Concur. The DFAS will take action to obtain data on 
payment requests received and due at each month end and not yet paid (accrued accounts 
payable). Procedures will be issued and implemented by September 30,1996. Specifics on what 
is meant by anticipated expenses attributable to the accounts payable is not explained in the audit 
report. The DoD policy is to report accrued payable based on documented evidence. Further, the 
Department policy is that there are no expenses in the FMS Trust Fund. 

FINDING D. ACCOUNTS RECEIVABLE 

The DFAS-DE erroneously classified overcollections from customers as negative accounts 
receivable - transactions with non-Federal (government) entities, and did not age accounts 
receivable. The conditions occurred because the DFAS-DE did not periodically review country 
accounts receivable balances to identify credit balances, and did not implement DoD Financial 
Regulation Volume 15, regarding aging of receivables. As a result, the DFAS-DE internal 
controls were not adequate to provide reasonable assurance that the $2 3 billion of accounts 
receivable reported in the FY1995 statement of financial position was accurate; therefore, that 
account balance may be materially misstated 

OUSD(C) Comments: If a customer (country) pays more than it owes, at the country account 
level, that amount should be posted as a liability. Action is being taken to accomplish this. 
However, the facts, as stated on page 32 of the draft report, describe adjusting a customer's 
accounts receivable when it has overpaid on one agreement and underpaid cm another agreement 
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Final Report 
Reference 

Deleted 
Page 35 

below the country level. By regulation, country cash, and therefore receivables, is accounted for 
at country-and not subordinate agreement-level. Adjusting customer accounts receivable for 
variances within a country program should continue. 

Aging of Accounts Receivable: The DFAS-DE does age accounts receivable. The aging 
technique, as described in DoD 7000.14-R, Volume 15. needs to be changed to more ckarry 
identify a "true receivable" and a "delinquent receivable." A revision to Volume 15 will be 
prepared by September 30,1996. In the corporate world a receivable is recognized when goods 
«services are delivered and is reduced when payment is received. For the Foreign Military Saks 
Trust Fund, a receivable includes goods and services delivered but not yet paid for, and also 
includes payments made on behalf of the customer (progress payments), termination liability and 
the current estimate of future cash needs. Estimates for future cash needs are always a current 
period value and should not be aged or considered as any pan of a delinquent account. The only 
delinquent accounts are those country accounts, where goods and services have been delivered, 
payments have been made from the FMS Trust Fund on behalf of the applicable country, and/or 
the amount of termination liability is in excess of the amounts paid. There are currently two such 
accounts, and those accounts were reported. 

Another statement in mis section states "personnel at DFAS-DE, however, stated that 
they do not intend to age the accounts receivable because aging was not required." This is not die 
DoD policy, nor is it the position of the DFAS-DE management. Because one employee of the 
DFAS-DE does not understand the question being asked, or die complex procedures in this area, 
does not make the statement factual. Again, this data was not verified by the auditors. 

Recommendations for Corrective Action: 

OIG Recommendation D.I.: Review the accounts receivable - transactions with non-Federal 
(governmental) entities subsidiary balances periodically, as required by DoD Financial 
Management Regulation 7000.14. DoD Financial Management Regulation. Volume 15, "Security 
Assistance Policy and Procedures." March 1993, to ensure net over-collections from customers 
are reported as a liability of the Foreign Military Sales Trust Fund at the general ledger level. 

OUSD(C) Response D.I.: Concur. Any country level credit accounts receivable will be posted 
as a liability effective with the June 1996 accounting period. However, the DFAS will continue to 
make adjustments to net overpayments or underpayments at case level within a country's program 
(vice report as a liability). This is consistent with the policy of managing FMS cash at country 
level. 

OIG Recommendation D.2.: Implernem DoD FuiancialManagemem Regulation 7000.14, 
Volume 15, requirement to age accounts receivable. 
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OUSD(C) Response D.2.: Partially Concur. Accounts receivable currently are being aged To 
clarify the aging criteria, a policy change will be prepared by September 30,1996, and included in 
tbe next revision of DoD 7000.14-R, Volume 15. 

E. ELECTRONIC DATA FROCFSSING CONTROLS 

The DFAS-DE did not adequately restrict user and programmer access to the accounting system, 
and did not follow up to verify that all transactions rejected and suspended by a performance 
control subsystem of the DIFS were corrected. The review and follow up were inadequate 
because DFAS-DE did not periodically review eligibility for access, and because managers in 
charge of monitoring case performance did not implement the policy requiring follow up and 
resolution of suspended transactions. As a result, unauthorized users had access to sensitive 
financial information, which may diminish the ability of the internal control structure to provide 
reasonable assurance of financial and case data processing integrity. Additionally, there was no 
assurance that reported case performance data were accurate. 

OUSD(C) Comments: The security software, user profiles and security policy and procedures 
conform to DoD Directive 5200.28. No additional limitations are required for the DIFS, and the 
Financial Systems Activity - Denver is compliant with current rules, regulations, policies, and 
directives in the areas of internal control and system security and protection of mission critical 
programs and data. 

Controls Over Access to DIFS: The OIG identified over 635 users as remote users having access 
to financial management ledgers (view only); however, further review by the DFAS established 
mat this is a list of all remote users, not just those users with access to the financial management 
ledgers. Only ten remote users, all high officials of the DSAA, had access to view this data. 
Those users will continue to be given access to view mis data. The DIFS handbook will be 
modified to recognize the need for the DSAA to have view only access to financial management 
data. All other remote users always have been, and will continue to be, restricted from access to 
mis data. 

Unauthorized Access to the Electronic Data Processing System: Only ten high ranking DSAA 
officials had access to view this data. This is a requirement of their position. No breach of 
security existed. The OIG auditors failed to realize that of the list of remote users they obtained, 
only 10 users, all with valid need, had access to the data in question. 

The policy and procedures for maintaining computer programs are outlined in various 
Financial Systems Organization policy statements, to include internal control procedures. 
Mainframe based computer security software prevents general access to computer program 
source code libraries and production data sets. 

The OIG auditors did not review internal control and security features, which have been 
established at the Defense MegaCenter Oklahoma City, to prevent unauthorized access to both 
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computer program source libraries and production data sets. A review of those policies, 
procedures and software would have shown that the general programming population of the 
Financial Systems Activity - Denver cannot directly modify production source programs. 
Mainframe based security access software (Computer Associates Top Secret) provide a locked 
and controlled program library system. Only trusted employees, following restrictive and 
controlled procedures, can generate auditable routines that will update production source code 
libraries. 

The DIFS programming staff does not have direct access to source programs turned over 
to me DIFS Systems Test office for Quality Assurance testing. Following established procedures, 
programmers make modified program object code available to the system test office. Test 
program source code is moved to a locked and controlled library. Only trusted employees have 
the necessary authorization and access to this library system. As in the production environment, 
mainframe security software prevents the unauthorized access to the library system. 

Access to production data files also is restricted via mainframe computer based security 
software. The general programming population and the user community cannot modify 
production data without proper authorization. Trusted employees do have limited access to 
production data files for the purpose of providing production support. 

Effectiveness of the DIFS Positive Transaction Control Subsystem- Action has been taken to 
assure monitoring and correcting of these transactions on a regular basis. Procedures will be 
developed and implemented by September 30,1996. 

Recommendations for Corrective Action: 

OIG Recommendation £.1.: Limit the number of the Financial System Activity programmers 
with access to the production version of the application software of the financial management 
ledger, to the minimum number needed to service the software as required by DoD Directive 
5200.28, "Security Requirements for Automated Information Systems,*'March 21,1988. 

OUSD(C) Response E.I.: Concur. The DIFS programmers at the Financial Systems Activity - 
Denver currently are restricted from general access to both production program source code and 
production data sets. The security software, user profiles and security policy and procedures at 
the Defense MegaCenter Oklahoma conform to DoD Directive 5200.28. No additional 
limitations are in order at DIFS, and the Financial Systems Activity - Denver is compliant with 
current rules, regulations, policies, and directives in the areas of internal control and system 
security and protection of mission critical programs and data. 

OIG Recommendation EJ!.: Ensure implementation of Department Operating 
Instruction 177-39, "Suspended Disbursement, Budget, Performance, and Notification 
Transactions," March 4,1992, to monitor lists of suspended transactions and contact and follow 

16 

268 



Under Secretary of Defense (Comptroller) Comments 

up cm actions by DoD implementing agencies to clear performance transactions rejected by the 
Positive Transaction Control subsystem of the Defense Integrated Financial System. 

OUSD(C) Response E2.: Concur. Procedures are being changed to assure performance rejects 
are monitored and corrected by September 30,1996. 
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Assistant Secretary of the Navy (Financial 
Management and Comptroller) Comments 

DEPARTMENT OF THE NAVY 
OFFICE OF THE ASSISTANT SECRETARY 

(FINANCIAL MANAGEMENT AND COMPTROLLER) 
1000 NAVY PENTAGON 

WASHINGTON, D.C. 2033O-I0O0 

2 1 JUN 1996 

MEMORANDUM FOR THE DEPARTMENT OF DEFENSE ASSISTANT INSPECTOR 
GENERAL FOR AUDITING 

Subj:  DRAFT DODIG AUDIT REPORT ON IHTBRNAL CONTROLS AND 
COMPLIANCE WITH LAWS AND REGULATIONS FOR THE FY 1995 
FINANCIAL STATEMENT OF THE DEFENSE SECURITY ASSISTANCE 
AGENCY (PROJECT NO. 5LG-2029.01) 

Ref:   (a) DODIG memo of 10 May 96 

End:  (l) Department of the Navy Comments. 

1. We have reviewed the subject report provided by 
reference (a). We concur with recommendation C.l to report to 
the Defense Finance and Accounting Service, Denver Center, the 
Navy's foreign military sales accounts payable applicable to 
transactions with Federal (governmental) entities, and 
transactions with non-Federal (governmental) entities. 

2. Our detailed comments are in enclosure (l). 

Principal Deputy 
AMtatant SwrMMyaf «w NMT 
(Financialr*  -- 

Copy to: 
NAVINSGEN 
FMO-31 
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Comments 

DEPARTMENT OP THE NAVY COMMENTS 
ON 

DODIG DRAFT AUDIT REPORT OF 10 MAY 1996 
ON 

INTERNAL CONTROLS AND COMPLIANCE WITH LAWS AND REGULATIONS FOR 
THE FY 1995 FINANCIAL STATEMENT OF THE DEFBNSE SECURITY 

ASSISTANCE AGENCY 
(PROJECT NO. 5LG-2029.01 

Recommendation 

C.l We recommend that the Assistant Secretary of the Navy 
(Financial Management and Comptroller) report to the Defense 
Finance and Accounting Service, Denver Center (DFAS-DE), the 
Navy's foreign military sales accounts payable applicable to 
transactions with Federal (governmental) entities, and 
transactions with non-Federal (governmental) entities, in 
compliance with DOD Financial Management Regulation Volume 15, 
"Financial Management Regulation: Security Assistance Policy and 
Procedures," March 1993. 

SON Comsat: 

Concur. Based on conversations with the DODIG auditors and DFAS- 
DE (IFRE) representatives regarding the requirements, we believe 
that reporting of accounts payable is feasible. We will meet 
with DFAS-DE representatives by 30 July 1996 to develop 
specifications to meet this requirement. 

It is our opinion that the Volume 15 chapter dealing with the 
accounts payable reporting process should be modified to clarify 
the requirements to ensure that all military departments utilize 
the same methodology on reporting accounts payable. 
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DEFENSE SECURITY ASSISTANCE AGENCY 

WASHINGTON,!« 30301-2100 
J 9 JUN 1996 

In reply refer to: 
1-004366/96 

MEMORANDUM FOR DIRECTOR, LOGISTICS SUPPORT DIRECTORATE 
OFFICE OF THE INSPECTOR GENERAL, DOD 

SUBJECT: Audit Report on Internal Controls and Compliance with 
Laws and Regulations for the FY 1995 Financial 

■ Statement of the Defense Security Assistance Agency 
(Project No. 5LG-2029.01) 

REFERENCE: DODIG Memorandum dated May 10, 1996 

The referenced correspondence requested our comments on the 
subject draft audit report.  Our comments are limited to the 
findings and recommendations addressed to DSAA and we defer to 
OUSD Comptroller response. 

We object to the finding on DSAA's lack of internal controls 
in (a) the executive summary (page ii) and (b) the reportable 
conditions and material weaknesses section on internal controls 
(page 7). DoD policy is to execute FMS transactions through 
existing DoD systems, including the DoD accounting system. 
Inherent internal controls of those systems are assumed to be 
valid for FMS. Recommend deletion of the finding that DSAA's 
internal control for the FMS Trust Fund needs improvement. 

We recommend a minor correction on page 10 concerning 
contract administration services. The last sentence should read 
(new wording italicized):  "DSAA may waive all or part of those 
charges when there is a reciprocal agreement concluded by the 
OUSD Acquisition." 

With respect to the recommendations addressed to DSAA, we 
offer the following: 

a. Recommendation A.3., we concur with the intent. DSAA 
will continue to analyze and monitor the surcharge account 
balances, and annually, review the rates for recommended rate 
adjustments or account balance redistribution. For the record, 
there have been rate adjustments — the most recent being the 
attrition charge on training cases. There have also been 
distributions between surcharge account balances — the most 
recent being excess transportation collections to the 
administrative surcharge account. 
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The audit findings and recommendation give the impression 
that compliance with profit or loss determinations is possible on 
an FMS case by FMS case basis in the surcharge accounts.  It is 
not possible to determine profit and loss to compare surcharge 
revenue from a specific FMS case to expenses paid from a 
surcharge account. More specifically, the administrative 
surcharge revenue from a specific case is not and cannot be 
matched to the year in which the expense is incurred. 

b. Recommendation B.3., we concur. As a minimum, final 
reconciliation of cost(including disbursements) and performance 
will be conducted at case closure. 

We appreciate the opportunity to review and comment on the 
draft audit. 

[A. McQuality 
tiptroller 
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