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INTRODUCTION

TO

THE CONTRACTING OFFICER'S GUIDE

ON

FUNDAMENTALS OF FINANCIAL MANAGEMENT

1.   
Why is it important for contracting officers to understand the fundamentals of financial management?  Well first and foremost, because contracting officers obligate funds, they can potentially be held as responsible individuals in Antideficiency Act violations. Therefore it’s essential for contracting officers to understand the laws affecting the use of funding. Second, providing realistic impact statements and developing accurate execution plans are just two activities of critical importance in program execution. How many programs have needlessly suffered funding cuts because a contracting officer did not understand or participate in the programming or budget process, and a Program Manager committed to more than a contracting officer could legally deliver. In today’s environment, programs that are not prudently managed and executed can result in a termination or being the source of funds for other programs. This makes cost estimating and protecting a program’s budget a paramount concern to everyone, regardless of whether the program is an acquisition, modification, depot repair, or base operating effort. To make this happen it takes a team effort which includes the contracting officer.

2.  This guide provides basic information on selected subject areas in Financial Management. It was designed primarily for AFMC's contracting workforce to obtain an understanding of the fundamental fiscal principles essential to performing day-to-day contracting activities.  The information in each section provides a general overview of the subject area, and a summary of the basic philosophy, concepts, and terminology essential to understanding the subject. The environment we all work in is constantly changing as DoD seeks new and different ways to improve and streamline its operations. This has resulted in some significant changes in the area of financial management since this guide was first developed in 1984. These changes include:

 - Elimination of the ‘M’ Account and fundamental changes to the life cycle of appropriations



-  Creation of the Defense Working Capital Fund



-  Creation of a separate Defense Finance and Accounting Service

- 
Changes to the types of requirements that can be funded with various appropriations, such as Program Management Administration costs



- Changes 
intended  to clarify the nature of work definitions, such as the various 


categories of  weapon system engineering costs.



- A new emphasis on Managerial Accounting techniques and data, to help focus 


management attention and decisions based on understanding the total cost of the 


output, versus the cost of inputs.


- A high level of interest in Antideficiency Act (ADA) investigations to determine the responsibility for the violation, and also in administering appropriate disciplinary action.

3.  In executing their responsibilities, contracting officers must fully comprehend the closely interrelated disciplines of contracting, financial management and fiscal law as these areas relate to contracting. These functional areas can be some of the more complex, technical subject areas to fully understand. Given these complexities and the constantly changing environment, it’s not possible for this guide to be all-inclusive on subject matters or fully current relating to all on-going changes. Therefore, this guide is not an alternative for researching and fully understanding current regulations, directives, instructions and policies that are integral to accomplishing your work. Nor is this guide intended as a substitute for maintaining a close working relationship or obtaining functional expertise from either financial management or legal personnel. The goal of this guide, is to foster effective communications and working relationships, through a better understanding of the financial management environment, between contracting personnel, their financial management, and legal counterparts.

THE PLANNING, PROGRAMMING, AND BUDGETING

SYSTEM (PPBS) CYCLE

Process Overview
1.  The Department of Defense (DoD) Planning, Programming, and Budgeting System (PPBS) is the resource management system for the Secretary of Defense (SECDEF).  The function of the PPBS is to develop a plan, formulate a program to implement the plan, and price the program, which results in the DoD budget request.  The DoD budget is forwarded to the President for approval.  Upon approval, the DoD budget  becomes part of the President's Budget (PB) which is submitted to Congress.  Congress authorizes and appropriates money thus allowing DoD to acquire the goods and services requested in the budget.

2.  Prior to 1986, the PPBS was an annual cycle resulting in a single fiscal year's budget being submitted to Congress each January.  This was changed by a National Security Decision Directive which implemented biennial PPBS (BPPBS) for DoD and requires a two-year budget submission to Congress in January of the odd-numbered years.  However, Congress currently appropriates funds for only the first year of the two-year budget request.  This normally results in an update being submitted to Congress for the second year of the two-year budget.  This process is called an Amended President's Budget (APB) submission and is done in January of the even numbered years.

3.  The entire PPBS cycle is an extremely complex integration involving a multitude of inputs. This process generally requires over three years from the start of the planning  phase to budget execution.  For the purpose of this guide, we'll briefly discuss the Planning, Programming and Budgeting steps of the cycle. A PPBS Primer, which contains a more detailed explanation of the PPBS process, is available on the WEB, through HQ USAF/XP.   

Planning. 

4.  The Joint Strategic Planning System (JSPS) is the formal means for the Chairman of the Joint Chiefs of Staff (in consultation with the Service Chiefs and CINCs) to provide strategic plans and direction to complement the PPBS and provide advice to the SECDEF.  The JSPS process, and the documents produced, provides the basis for the first step in the PPBS cycle, which is planning.  Planning assesses the threat and determines the resources needed to meet national security objectives.  Planning highlights for the next 5 to 15 years critical needs, establishes priorities, and measures the risk of not meeting recommended goals.  A comprehensive planning phase is critical in DoD’s ability to translate top-down guidance into meaningful requirements.  Planning documents help prioritize objectives, assess strategies, and provide the link between planning and programming. The major planning document resulting from this phase of the PPBS cycle is the Defense Planning Guidance (DPG).  National security policy (as well as its interpretations in national military strategy and other inputs from the Joint Staff, CINCs, and Services) provides the basis from which OSD develops the DPG.  The DPG contains the SECDEF’s fiscally constrained guidance on policy, strategy, force planning, and resource planning for all DoD organizations.  The DPG is provided to the Services for the Program Objective Memorandum (POM) development, making the DPG the OSD link between the Planning and Programming phases. The DPG is an important document in that it is the yardstick for making programming and budgeting decisions by the Services as they develop their program proposals. It is also used by OSD and the Joint Staff as the baseline for program reviews.

Programming. 

5.  The POM identifies total program requirements for each Service covering the next six years and includes rationale for planned changes to the FYDP.  It is based on the DPG’s strategic concepts and guidance, and must include an assessment of the risk associated with the current versus proposed forces and related support programs.  A key objective of the POM development is to provide requisite capabilities, which meet critical needs within a balanced program, weighted by mission area needs.  This includes examining the balance between mission area needs, such as force structure versus support and the balance between current and future capabilities. It expresses the views of Air Force’s senior leadership stated in terms of a Future Years Defense Program (FYDP) recommendation to OSD to meet the objectives of the DPG. Each military department and defense agency biennially prepares and submits its POM to the SECDEF. Therefore, the programming phase brings the entire Air Force program together and strives to achieve a balanced corporate review of the total force needs.

6.  The POM process has undergone significant changes during the past several years.  The current process calls for MAJCOMS to submit a prioritized list of program disconnects and initiatives. During the POM process MAJCOMS communicate the impact of initiatives and disconnects along with their proposed offsets to pay for these requirements. The Air Staff corporate review process evaluates these inputs and presents the results to senior Air Force leadership. At the conclusion of the POM exercise, the Air Force submits it’s POM to OSD and all approved changes are incorporated into the Air Force FYDP. The Air Force  POM becomes the new baseline for subsequent phases of the PPBS process. 

7.  After the Services’ POMs are submitted to OSD, their review begins. Objectives of this review include determining Service compliance with the DPG and developing more cost-effective alternatives to the Services proposed programs.  These proposals usually take the form of issue papers presented to the DEPSECDEF and the corporate defense resource board structure for consideration and resolution. The SECDEF provides the final decisions to each Service in a Program Decision Memorandum (PDM). The PDM modifies the Service POM and provides the  baseline for beginning Budgeting, the next phase of the PPBS process. 

Budgeting.  

8.  The third step in the PPBS cycle involves development, refinement, and approval of  the total costs of the approved programs. There are several key activities  in this phase of the PPBS cycle: The Budget Estimate Submission (BES);  Budget Reviews/ Program Budget Decisions (PBD); and the President's Budget (PB).

a.  Budget Estimate Submission (BES).  The BES represents the Services estimate of the cost of the approved program; that is the POM as adjusted by the Program Decision Memorandum (PDM).  This may include items such as fact-of-life adjustments, pricing updates, inflation estimates, etc.  The BES can only reflect the cost of the approved POM program and cannot include new programs or content.  The Services submit their BES to OSD who will hold budget hearings to review and approve the Service's budget.

b.  Budget Review & Program Budget Decisions (PBD).  During the Budget review, OSD and OMB budget analysts evaluate the BES by reviewing pricing and identifying lower cost alternatives. These reviews result in a Program Budget Decision for comment, and when necessary, reclama by the Services. At the end of this process, and resolution of any Major Budget Issues (MBIs) from the Services, all final decisions are incorporated into the FYDP database.  Completion of this activity culminates in the AF baseline for the DoD input to the President’s Budget.

c.  President’s Budget (PB).  As the final major budget issues and decisions are resolved, the budget review process culminates as the DoD budget is provided to the President for review and inclusion in the President's Budget submitted to Congress.  The President reviews the DOD budget, balances defense requirements with domestic and other national programs, and decides on final program adjustments and funding levels.  The President's Budget is submitted to Congress with supporting justification materials. Following this submission, various meetings, briefings, and hearings are held as Congress goes through their enactment process. More about the congressional enactment process follows in the next section.  The end result of this phase of the PPBS process ultimately leads to making funds available to Commanders and Program Managers, which they execute against the approved  programs. 

9.  The PPBS cycle is a complex and constantly evolving process that generally requires over three years from the start of the planning phase to the actual execution of the approved budget  to complete a full cycle.  This results in overlap occurring during the various stages of the PPBS process.  For example, at any one point in time, the DoD will be executing the approved budget for that fiscal year, and either programming or budgeting for upcoming future years. This process is probably the most all-encompassing activity in the DoD.  Since all organizations and activities require resources to function and perform their missions, nearly everyone at every organizational level is involved to some extent in the PPBS cycle.  The PPBS process is the vehicle through which these mission resource requirements are planned programmed, budgeted and approved.

10. At this point you may be wondering, what does all this mean to me? Well, consider that all efforts funded in DoD must participate in this PPBS process to not only obtain their resources, but are also subjected to budget cuts during this same process. Make no bones about it, the PPBS process to obtain resources, is a highly competitive process. Many a program has suffered cuts as a result of either not understanding or participating in this process. Also, current execution is often a basis for evaluation of program needs. Because what was previously programmed, budgeted and approved in this process could not be effectively executed by program managers, (to include contract award),  or where providing critical impact statements was not properly or fully assessed for credibility, program funding suffered the consequences.

THE BUDGET PROCESS

Process Overview
1.  The budget process is generally viewed as consisting of formulation, enactment, and  execution.  However, due to several recent changes in the availability of appropriations, efforts to reduce Defense spending levels and renewed emphasis on accountability for execution of public funds, the budget process has taken on an expanded scope. 
Formulation.  

2.  As described in the last section, the transmittal of the President's Budget to the Congress is the result of many months of planning, programming, and extensive analysis through the PPBS cycle, involving many players in the Air Force and DoD.  The budget formulation stage is typically viewed as starting with the conclusion of the POM.  The Budget Estimate Submission (BES), Budget Review & Program Budget Decisions (PBD), and finally the President's Budget Submission to the Congress, are all major events in the budget formulation phase.  The budget formulation phase is an extremely important stage of the process, in that rarely is money ever made available by Congress for items that are not included in the President's Budget submission.

Enactment.  

3.  The enactment phase is the process in which Congress makes funds available against the requirements identified in the President's Budget.  It is also a long, involved process.  A chart that outlines the Congressional Budget Timetable is included in this section as an overview of the process.

4.  The first stage of the Congressional enactment process is the Concurrent Resolution which provides a budget target for the overall Federal budget and each of the appropriation Bills to be acted on.  Based upon inputs from the Congressional Budget Office (CBO) and the revenue and appropriations committees, the House and Senate Budget Committees formulate budget targets in a Concurrent Resolution, which must be approved in identical form by both Houses.  The Concurrent 
Resolution is not signed by the President and does not have the force of law.  However, it sets the budget targets Congress will work towards during the authorization and appropriation process.

5.  Congressional review of the Defense portion of the President’s Budget is conducted in a two-step process consisting of the authorization of programs and then the appropriation of funds.  Air Force requirements, regardless of whether they are RDT&E, Major Procurement, MILCON, Operation and Maintenance (O&M), or military/civilian end strengths, must be approved and included in both the Defense Authorization and Appropriation Bills before it is legally appropriate to obligate funds for obtaining these requirements.

6.  The authorization process begins in the House National Security Committee (HNSC) and the Senate Armed Services Committee (SASC).  The HNSC, SASC, and their established subcommittees hear testimony from Air Force witnesses.  The hearings are very detailed, involving specific questions on individual programs, and can extend over a period of several months to complete.

7.  Because of the shortage of time, as well as the desire for independent analysis, the HNSC and SASC review is nearly concurrent.  The HNSC usually completes its review first and presents a marked-up Authorization Bill to the full House for debate.  The House votes on the Bill after the debate.  DoD may be requested to explain the potential impacts of various aspects or changes voted on in the House Bill (sometimes referred to as an appeal). After considering the House Bill, the DoD appeal, and its own analysis, the SASC submits its version of a marked-up Authorization Bill to the full Senate.  The Senate then votes on the marked-up Authorization Bill approved by the SASC.

8.  Separate House and Senate actions normally result in two different Authorization Bills.  A Joint Conference Committee made up of a small number of  HNSC and SASC members resolve differences.  Since the Joint Conference Committee may only address differences between the two Bills,  compromises  usually will not exceed the higher level approved by the Senate or House; nor will they go back to the President's Budget level.  If the Senate and House Bills reduce a program by the same amount, no committee action is warranted.  The proceedings of the Joint Conference Committee result in a conference report referred to both the House and Senate.  Adoption of the conference report by both Houses results in passage of the Authorization Bill.  The final enacted Bill is signed by the President to complete the authorization process.

9.  The Appropriations Bill follows the same general procedures, except the committees involved are the House Appropriations Committee (HAC), the Senate Appropriations Committee (SAC), and their subcommittees.  In the interest of time, the appropriations committees normally begin their review of the President's Budget before the Authorization Bill has been enacted.  Hearings are held and Air Force witnesses again testify as requested.  The HAC and SAC will not normally present an Appropriations Bill to the full House or Senate until the Authorization Bill has been enacted.  When the Authorization Bill is approved, the HAC and SAC will normally recommend appropriations equal to, or less than, authorized sums of money for programs contained in the Authorization Bill.  (Although it is an unusual occurrence, there are instances when the amount appropriated for a program is greater than that authorized.  If this happens,  it is Air Force policy that the program is limited to the lower funding level until the issue is resolved with Congress).  As occurred in the authorization process, the House and Senate will normally pass different Bills, which will require a Joint Appropriations Conference. The conference report will be recommended to both Houses, and when approved, the Appropriations Bill will be passed.  The resulting Appropriations Bill is sent to the President for action.  The President can either sign the Bill into law or veto it.  Upon signature, the Bill becomes an Act and is assigned a public law number for identification.

10.  The passage of Authorization and Appropriation Bills are supposed to be completed prior to October of each year in order that these Bills provide the authority and funds needed to begin timely operations of the new fiscal year.  However, the Bills are sometimes not passed by the start of the new fiscal year.  This requires Congress to pass a joint resolution to provide authority to continue operations pending passage of an Appropriations Bill.  This authority is called Continuing Resolution Authority (CRA).  A CRA must be signed by the President to become law.  The rate of expenditure authorized by the CRA is normally limited  to the lesser of last year's rate or that reflected by any congressional action on this year's budget request.  Specific guidance and details on how to work under a CRA are normally provided each year a CRA is in effect.

Congressional Budget Timetable

	On or before.
	Action to be completed:

	
	

	First Monday 

after January 3
	President submits budget, along with baseline estimates, to Congress for fiscal year beginning October 1

	
	.

	February 15
	CBO submits report to Budget committees.



	February 25
	Committees submit views and estimate reports to Budget committees.



	April 1
	Senate Budget Committee reports concurrent resolution on the budget.



	April 15
	Congress adopts concurrent resolution on the budget; reconciliation instructions usually are included in the budget resolution.



	May 15
	Annual appropriation Bills may be considered in the House.*



	June 10
	House Appropriations Committee reports last annual appropriation Bill.



	June 15
	Congress completes action on reconciliation legislation.



	June 30
	House completes action on all annual appropriation Bills. 



	August 25
	President issues initial OMB sequestration order.



	October 1
	Fiscal year begins.



	October 15
	President issues final OMB sequestration order; cuts are effective immediately.


*After May 15, the House may consider appropriation Bills even if the budget

resolution has not been adopted .

Execution. 

11.  After Congress has approved the budget by authorizing and appropriating funds, it becomes the financial basis for the operations of Air Force agencies during the fiscal year.  The budget execution phase involves the process of releasing moneys for use in funding Air Force activities and acquiring the goods and services for which they were authorized.
12.  A number of actions occur before the funds appropriated by Congress to the Air Force actually end up in the hands of the individual resource managers and are legally available to them for obligation purposes.  First, the Treasury Department must issue an Appropriation Warrant.  The Treasury Appropriation Warrant is the document, which establishes the individual amounts appropriated by the Congress on the books of the Treasury so that checks can be written to pay bills.  Simultaneously, the process begins for the appropriation to be apportioned by the Office of Management and Budget to the Department of Defense, through the Air Force, and finally to the organizations which will actually execute them.  The funding made available in Appropriations  contain specific limitations on the amount of funds which may be used; the purposes to which they may be applied; and a time limit for their obligation.  These aspects are discussed in greater detail in the next two sections of this guide concerning Types of Appropriations and Fiscal Law Tenets.  The system that implements these various limitations and provides administrative control of funding is embodied in a series of Budget Authorization/Allocations (BA) and Program Authorization/Procurement Authorization (PA) documents.  In general terms, Budget Authorization/Allocations provide the legal restrictions and authority to obligate funds, whereas, Program/Procurement Authorizations provide program direction and guidance on how the funds should be used.  This system is intended to provide the necessary checks and balances to ensure expenditures are not made in excess of authorized amounts or for unauthorized purposes. 

Closeout.  
13.  Each of the Appropriations has a distinct life cycle regarding its availability for incurring new obligations and then liquidating those obligations. Because of this, a significant level of activity takes place in ensuring these funds are properly used against their approved requirements before they are no longer available for obligation or expenditure. A follow-on section in this guide will explain in more detail the fiscal laws regarding the availability of funds. The important point to remember is that the thought of having to go through the entire PPBS process to ask Congress to re-authorize and appropriate money for a previously approved requirement does not thrill many resource managers or Commanders. 
Audit and Oversight.  

14.  Each agency is responsible for ensuring that the obligations they incur and resulting outlays are according to current laws and regulations.  The continuous review of program and financial reports, along with the various internal controls, Inspector General, and Audit Agencies form the basis for this final phase of the budget process. This element of the budget and financial management process continues to receive increased scrutiny. As Defense budgets continue to decline, the emphasis continues not only on ensuring that these limited funds are being spent properly against only authorized items, but also that the people responsible for these funds are spending them efficiently and retain accountability for their use.  (See sections on Fiscal Law Tenets and Antideficiency Act) 

TYPES OF APPROPRIATIONS

General Overview
1.  Congressional review and approval of the DoD (and subsequently Air Force) budget is conducted in a two step process involving (1) authorization of programs and (2) appropriations of funds.  Authorization Acts approve the purposes for which money can be used and can limit the total number of items (aircraft, missiles, etc.) which can be acquired during a particular fiscal year.  Appropriations Acts make available specific sums of money for the approved (or authorized) purposes.

2.  Funds appropriated for Air Force operations are made available by Congress through a variety of appropriations (or account codes) used to identify its designated purpose.  These include appropriations such as Aircraft Procurement (3010), Procurement of Ammunition (3011), Missile Procurement (3020), Other Procurement (3080), Military Construction (3300), Operations and Maintenance (3400), Military Personnel (3500), and Research, Development, Test and Evaluation (3600).  These individual appropriations permit Air Force managers to purchase goods and services for the approved or designated purpose, but only within the statutory obligation (or time) period of the appropriation. (A detailed discussion relative to time is included in the section covering Fiscal Law Tenets.) Appropriations generally encompass broad designations of purpose. Therefore a series of budget codes and sub-elements for each appropriation has been developed which provides successive levels of detail regarding the more specific application of these resources to their authorized purposes. This section provides the basic description of the major appropriations used by AFMC and their specific subdivisions. The next section of this guide provides a description of the more detailed budget codes and sub-elements, which are common to several appropriations.

Procurement Appropriations:

3.  Aircraft Procurement (3010) 

Provides funds for aircraft weapons systems; modifications; aircraft common support equipment; aircraft industrial responsiveness; spares and repair parts; war consumables; miscellaneous aircraft requirements; technical data; special purpose automatic data processing equipment (ADPE); predelivery fuel; simulators and training devices and program management administration (PMA) requirements.  Its sub-elements are:

10 0000   Aircraft Weapon System

11 0000   Modifications

12 0000   Aircraft Common Support Equipment


13 0000   Post-Production Charges

14 0000   Aircraft Industrial Responsiveness

15 0000   Aircraft Replenishment Spares and Repair Parts

16 0000   Aircraft Initial Spares & Repair Parts

17 0000   War Consumables

18 0000   Procurement, Other than Air Force

19 0000   Miscellaneous Production Charges

4.  Procurement of Ammunition (3011)

Provides for procuring direct and indirect munitions and associated equipment (except guided missile warheads). This includes items such as rifles, pistols, bombs, ammunition, and certain rocket motors. There are currently no sub-elements designated with this appropriation.

5.  Missile Procurement (3020) 

Provides funds for missile weapon systems, including remotely piloted vehicles (RPV); operational space systems; modifications, modernizations, retrofit, and update; spares and repair parts; war consumables; missile industrial responsiveness; miscellaneous missile 

requirements; site activation; technical data; special purpose ADPE; launch vehicles; and program management administration (PMA) requirements.  Its sub-elements are:

20 0000   Missile Weapon System

21 0000   Missile Modifications

22 0000   Missile Support Equipment

23 0000   Space Programs

24 0000   Missile Industrial Responsiveness

25 0000   Missile Replenishment Spares and Repair Parts

26 0000   Missile Initial Spares and Repair Parts

27 0000   Guided Bombs and Munitions

28 0000   Procurement Other than Air Force

29 0000   Other Charges

6.  Other Procurement (3080) 

Provides funds for vehicular equipment; electronic and telecommunication equipment; other base-procured maintenance and support equipment; and initial and replenishment spares and repair parts.  The Electronic and Telecommunications Equipment area, (Budget Activity 83), encompasses a rather broad range of requirements of interest to AFMC activities. For example, it further provides for: installation and emplacement of equipment in direct support of the electronic and telecommunications equipment, production product improvement, including technical data, preproduction models on production contracts, testing of production items, technical data and handbooks procured with the end item, base procurement of investment equipment, permanent modification kits for in-service or in-production equipment and components; engineering data; Type I Training; Interim Contract Support; Major End Items procured on a turn key basis; and Program Management Administration (PMA) for ACAT I and II programs only.

82 0000
Vehicular Equipment

83 0000
Electronic and Telecommunications Equipment

84 0000
Other Base Maintenance and Support Equipment

87 0000
Procurement, Other than Air Force

Research, Development, Test and Evaluation (RDT&E) (3600)

7.  This appropriation provides funds for Research, Development, Test, and Evaluation, Initial Operational Test and Evaluation (IOT&E), and the operation and maintenance of R&D facilities. The Air Force Research and Development (R&D) program is designed to explore the most promising approaches in science and technology that respond to the broad areas of the Air Force mission.  The R&D program is designed to maintain a technological base that will support the development and advancement of military systems that can counter any threat to our national security. It includes the following activities, (a complete description of each category is included in the following section on Budget Codes and Sub-elements): 


Research Category 6.1  Basic Research 


Research Category 6.2  Applied Research


Research Category 6.3  Advanced Technology Development


Research Category 6.4  Demonstration and Validation


Research Category 6.5  Engineering and Manufacturing Development


Research Category 6.6  Management Support


Research Category 6.7  Operational Systems Development
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Operations and Maintenance, O&M (3400) 

8.  Provides funds for financing the day-to-day operations and maintenance costs of Air Force activities.  This includes costs such as: civilian pay, contract services for maintenance of equipment and facilities or miscellaneous purchased services; utilities; communications; aircraft fuel, supplies and expense equipment, and repair of parts for weapon systems procured from base supply. The sub-element budget structure within this appropriation was the Major Force Program, as used in the building of the Future Year Defense Program. However, the O&M appropriation is now structured into four Budget Activity areas. The O&M appropriation still uses the Program Element/Element of Expense Investment Codes  (PE/EEIC) structure for budgeting and recording of obligations. The Program Element and Element of Expense Investment Code structures each provide a successive layer of detail in identifying specific missions and related costs. A description of these various sub-elements in contained in the following section on Budget Codes and Sub-elements. The basic Budget Activity (BA) structure is: 

01  Operating Forces - This BA consists of three subactivity groups:  air operations, combat related operations, and space operations.  

02  Mobilization - The Mobilization activity group consists of mission areas such as   Airlift operations, control, communications and intelligence (C3I) and Mobilization preparedness.  

03
Training and Recruiting - The training and recruiting activity consists of three broad mission areas:  accession training, basic skills and advance training, and recruiting and other training and education.

04
Administration and Service-wide Activities - This group consists of four broad mission areas:  Logistics Operations, Service-Wide Support, Security Programs, and Support to Other Nations.

Military Construction (MILCON) Appropriation (3300)
9.  Provides for acquiring, constructing, installing, and equipping temporary or permanent public works, military installations, and facilities for the regular Air Force. This appropriation only provides for costs defined as real property investment costs. Real property is defined as land and any improvements thereto, and anything permanently attached to, including structures and equipment installed in and made a part thereof, thus becoming an integral part of the structures. Equipment that is moveable and not permanently attached to the land, and which is readily severable without either impairing or defacing the structure or land, is not real property. This appropriation funds projects for planning and design, major construction inside and outside the United States, minor construction, and support activities.  MILCON funds are provided through the budget enactment process under a separate law from other Air Force appropriations.  However, the congressional procedures for authorizing and appropriating MILCON funds are similar to those for all other Defense appropriations.  The MILCON program is authorized and appropriated by individual line item.  Its sub-elements are:

310
Project Planning and Design

320
Major Construction Inside the United States

330
Major Construction Outside the United States

340
Unspecified Minor Construction

350
Support Activities

Military Family Housing (MFH) Appropriations (7040, 7045) 

10.  Military Family Housing Construction (7040) provides for the cost of the Air Force housing construction program.  Its Subelements include:


710
Construction


711
New Construction


713
Post Acquisition Construction


714
Advance Planning and Design

11.  Family Housing Operations and Maintenance (7045) provides for O&M of family housing.  This includes leasing of housing facilities; reimbursement to other US agencies for family dwelling units; initial outfitting, maintenance, repair, and replacement of appliances and furnishings; utilities and other services, administration and support services at installation-level housing facilities; transportation; supplies and materials; maintenance and repair-of buildings, utility systems and grounds; and minor alterations and additions to housing units.  Its Subelements include:

720
Operations & Maintenance

721
Operations

722
Maintenance of Real Property Facilities

723
Operation of Leased Foreign MFH

724
Maintenance of Leased Foreign MFH

725
Operation of Leased Domestic MFH

726
Maintenance of Leased Domestic MFH

728
Utilities

Military Personnel Appropriation (3500) 

12.  Provides for military personnel costs, such as pay and allowances for officers, enlisted and cadets; basic allowance for subsistence of enlisted personnel; permanent change of station moves; and other military personnel costs.  This appropriation is unique in that it is centrally managed and executed by the Air Staff and as such, no funding is issued below that level.

Reserve Personnel (3700) Appropriation 

13.  Provides for pay and allowances and other related expenses for personnel of the Air Force Reserve. This appropriation is similar to the military personnel appropriation, but includes both centralized costs paid directly from DFAS-DE and decentralized costs that are managed at Base level.

Non-Appropriated Funds (NAF)

14.  There are two significant areas of activity within the Air Force and AFMC that are not funded through the process in which Congress appropriates and authorizes funds.


a.  Defense Working Capital Funds (DWCF) AFMC has a rather significant portion of their day to day operations funded from the DWCF. It’s important to understand that the DWCF is not an appropriation provided by Congress on an annual basis. Instead, DWCF is a revolving fund, which sells its services and supplies to customers. These customers pay the DWCF for these services and supplies. The DWCF is authorized to retain these funds and use them to pay for their operating costs, to include procuring new supplies and services to continue providing services and supplies to the next customer, thus forming a revolving fund operation. Profits and losses incurred by the DWCF are taken into account each year. Based on this analysis, their budgets and future prices to customers are adjusted so that the DWCF, in total and over time will break even. A more detailed explanation of the DWCF and it’s related financial peculiarities are discussed in a later section.


b.  Nonappropriated Funds as related to Air Force Morale, Welfare and Recreation (MWR) Programs and Nonappropriated Fund Instrumentalities (NAFI).  The Air Force promotes and provides a well-rounded MWR program to ensure the mental and physical well-being of its personnel. MWR activities are classified into three categories for determining the source of funding support authorized for each. Category A, Mission Sustaining Activities; Category B, Basic Community Support Activities; and Category C, Revenue-Generating Activities. Depending on the category, some MWR activities may be fully supported with appropriated funds and others with a combination of appropriated and non-appropriated funds. Category C activities receive no appropriated funds and must  be self-sustaining, capable of funding their operation and expenses through member dues and service fees. Financial support provided to NAF activities is available only as authorized by law and Air Force Instruction. This is an area that receives constant audit scrutiny, and you would be well advised to ensure any contractual actions that appear to be in support of or related to NAF activities are fully coordinated. Improper use of appropriated funds for a NAF activity continues to surface as a primary cause of Antideficiency Act violations.

BUDGET CODES & SUB-ELEMENTS 
General Overview
1.  Budget Codes and sub-elements serve as a sub-division of the appropriation and identify the purposes and amounts in which funds are used.  Through the budget code structure, data is accumulated via the accounting system for use in meeting reporting requirements, budget formulation/justification, and audits.  Budget codes and sub-elements can vary for each appropriation due to the unique nature of the appropriation.   In general, the budget code structure is designed to provide successive levels of visibility and accountability into the actual use of funds.  A listing of the major budget               sub-elements for each appropriation is contained in the section in this guide on Types of Appropriations.  This section provides a description of these and additional major budget codes commonly used and referred to in budget and accounting documents.









Major Force Program (MFP).  

2.  The MFP is the basic structural element of the Future Year Defense Program (FYDP).  There are eleven MFPs, which provide visibility to management for decisions on the size and magnitude of force-related and support-related activities.  The use of this structure allows funding to be directly correlated to the national defense missions.  MFPs were used primarily in the Operations and Maintenance (3400) appropriations before the use of Budget Activities.  A complete list and description of the Major Force Programs is provided for reference: 
MFP 1 - Strategic Forces.  Consists of strategic offensive forces and strategic defensive forces, including operational management headquarters, logistics, and associated support organizations.
MFP 2 - General Purpose Forces.  Consists of combatant force-oriented program elements other than those in MFP 1, including the command organizations associated with these forces, the logistics organizations organic to these forces, and the related support units deployed or deployable as part of the military forces and field organizations.
MFP 3 - Intelligence and Communications.  Consists of intelligence, security, and communications program elements, including resources related primarily to centrally directed DoD support functions, such as mapping, charting, geodetic activities, weather service, oceanography, aerospace rescue and recovery, nuclear weapons operations, space boosters, satellite control, and aerial targets.
MFP 4 - Airlift and Sealift Forces.  Consists of airlift, sealift, traffic management, and water terminal activities, both industrially funded and non-industrially funded units (including command, logistics, and support).
MFP 5 - Guard and Reserve Components.  Consists of National Guard and Reserve training units and individuals in support of strategic offensive, strategic defensive, general purpose, airlift and support forces.
MFP 6 - Research and Development.  Consists of all research and development programs and activities that have not yet been approved for operational use.
MFP 7 - Central Supply and Maintenance.  Consists of resources related to supply, maintenance, and service activities, both industrially funded and non-industrially funded, and other supporting activities such as first and second destination transportation, overseas port units, industrial preparedness, commissaries, and logistics and maintenance support.
MFP 8 - Training, Medical, and Other Personnel Activities.  Consists of resources related to training and education, accessions, personnel services, health care, permanent change of station travel, transients, family housing, and other support activities associated with personnel.  It excludes training specifically related to and identified with another major program.  Also excludes housing, subsistence, health care, recreation, and similar costs and resources in a program element, such as base operations of another major program.  This MFP is further subdivided into MFP 8A, for the training and general personnel related activities and MFP 8B for the medical activities.

MFP 9 - Administration and Associated Activities.  Consists of resources for the administrative support of departmental and major administrative headquarters, field commands, administration, and associated activities not accounted for elsewhere.  It also includes construction support and other miscellaneous activities.  
MFP 10 - Support of Other Nations.  Consists of resources in support of international activities, including service support to the Military Assistance Program (MAP), Foreign Military Sales (FMS), North Atlantic Treaty Organization (NATO), etc.
MFP 11 - Special Operations Forces (SOF).  Consists of resources identified with SOF forces, including acquisition, operating and support costs.  Also included are resources for Air Force Reserve and Air National Guard SOF units.
Program Elements (PE).  

3.  Because of the broad spectrum of the Air Force missions, there is a need to be able to identify the various elements of these programs into a structure that conforms to the DoD Planning, Programming, and Budgeting System (PPBS).  Therefore, a Program Element  is designated to each project.  Program elements typically represent further sub-elements of MFPs.  The PE is also an element of the FYDP, and is the "common denominator" that ties everything together in the PPBS and accounting system.  Program elements are used throughout the DoD and identify every type of mission in existence and are used in almost every appropriation.  PEs correspond closely to base level organization entities, weapon systems, or various mission related program requirements.  Each of these items represent key elements in being able to track, justify and relate the costs of the multitude of Air Force programs to the mission it supports.  A PE is a seven digit code (it was previously five digits), followed by the letter F.  The letter F signifies Air Force.  Each Service has its own identifier, for example, A for Army and N for Navy.  In the current seven-digit structure, the first two digits indicate the MFP associated with it.  For example, PE 0305171F is for Space Shuttle Operations.  Therefore, costs for Air Force operations associated with Space Shuttle activities would be collected in this PE, and would be supporting a MFP 3 mission.  In another example, PE 0101126F is titled B-1B Squadrons, while PE 0604226F is titled B-1B.  In this case, PE 0604226F was used for funding the research and development efforts on the B-1B aircraft, since the first two digits being 06, indicate MFP 6, Research and Development.  Whereas, PE 0101126F would be used to fund the actual procurement of this strategic aircraft, and follow-on operational costs associated with this weapon system since these costs would be associated with its MFP 1, Strategic Mission.


4.  The chart that follows, using the ICBM Modernization program as an example, shows the basic structure of a Program Element.

PROGRAM ELEMENT NUMBER STRUCTURE

PE 0604312F ICBM MODERNIZATION--EXAMPLE

	MAJOR FORCE PROGRAM


	UNDESIGNATED POSITION
	CATEGORY
	ACTIVITY
	SERIAL NUMBER
	COMPONENT

	06
	0
	4
	3
	12
	F


	
	COMPONENT

	
	A   Army

	
	N   Navy

	
	M  Marine Corps

	
	F   Air Force



	
	SERIAL NUMBER

In combination with the second  & third letter, identifies the specific program element.



	
	BUDGET ACTIVITY

1        Technology Base

2
Advanced Technology Development

3
Strategic Programs

4
Tactical Programs

5
Intelligence and Communications

6
Defense-wide Mission Support



	
	CATEGORY

1
Basic Research

2
Applied Research Development

3
Advanced Technology Development

4
Demonstration and Validation

5         Engineering & Manufacturing Development

5
Management Support

6
Operational Systems Development

	
	PROGRAM

01
Strategic Forces

02
General Purpose Forces

03
Intelligence and Communications

04
Airlift/Sealift

05
Guard and Reserve Forces

06
Research and Development

07
Central Supply and Maintenance

08
Training, Medical and other General Personnel Activities

09
Administration and Associated Activities

10
Support of other Nations

11
Special Operations Forces


 Budget Activity (BA).  
5.  The Air Force Operations and Maintenance (O&M) appropriation is categorized into four basic BAs to relate costs to specific mission areas. Each Budget Activity is focused to provide at the aggregate level the consolidation of the Air Force’s budget that is devoted to it’s major segments of operational forces and supporting activities.


Budget Activity 01: Operating Forces.  This BA consists of three subactivity groups: air operations, combat related operations, and space operations. This budget activity group principally funds the Air Combat Command and includes three subactivity groups: Air Operations, Combat Related Operations, and Space Operations.  The Air Operations subactivity group includes overall support for all fighter and bomber forces, intercontinental ballistic missiles, air launched strategic and tactical missiles as well as support ranges, command and base support personnel and activities.  The Combat Related Operations subactivity group comprises the support element for combat forces and employs a wide range of assets to accomplish a myriad of missions.  The Space Operations subactivity group consists of assets and force structure to provide the capability to launch payloads into various earth orbits, communicate with these        space-based platforms, and worldwide network of sites and terminals to relay data gathered by satellite constellations. Other programs include personnel and infrastructure support for the manpower and facilities used to execute these missions.  It also provides personnel support functions and fulfills a broad range of essential needs to sustain capability, quality of life, workforce productivity, and the preservation of the physical plant.


Budget Activity 02: Mobilization.  The Mobilization activity group consists of mission areas such as Airlift operations, control, communications and intelligence (C3I) and Mobilization preparedness.  The mobilization activity group principally funds the Air Mobility Command and consists of the following mission areas: Airlift Operations; Airlift Operations Command, Control, Communications, and Intelligence (C3I); Mobilization Preparedness; Payment to the Transportation Business Area; and Base Support elements.  The Airlift Operations mission area supports the day-to-day mission activity of Mobility Operations, such as Tactical airlift, Air Refueling, and operational Support Airlift for the movement of personnel and cargo.  The Airlift Operations C3I mission area supports the core of Mobility Operations through the provision of Air Mobility Command, command and control systems.  These systems provide the capability to direct and control aircraft and aircrew forces for worldwide deployment, and provide in-transit visibility of cargo.  The Mobilization Preparedness mission area supports Mobility Operations with the capability to sustain crisis situations through the provision and pre-positioning of War Readiness Materials (WRM).  Other programs include personnel and infrastructure support for the manpower and facilities used to execute these missions.  It also provides personnel support functions and fulfills a broad range of essential needs to sustain capability, quality of life, workforce productivity, and the preservation of the physical plant.


Budget Activity 03: Training and Recruiting.  The training and recruiting activity consists of three broad mission areas: accession training; basic skills and advanced training, and recruiting and other training and education. The Training and Recruiting Activity group consists of three broad mission areas -- Accession Training, Basic Skill and Advanced Training, and Recruiting and Other Training/Education. The Accession Training mission area produces the enlisted and officer personnel needed to meet total force requirements. Basic Skill and Advanced Training provides Air Force personnel and individuals of other Services training and education essential to operate, maintain, and manage complex Air Force weapon systems and associated support structure. Recruiting and Other Training/Education includes personnel acquisition operations, voluntary education programs for active duty, and civilian professional development programs. Other programs include personnel and infrastructure support for the manpower and facilities used to execute these missions. It also provides personnel support functions and fulfills a broad range of essential needs to sustain capability, quality of life, workforce productivity, and the preservation of the physical plant.


Budget Activity 04: Administration and Servicewide Activities.  This group consists of four broad mission areas:  Logistics Operations, Service-Wide Support, Security Programs, and Support to Other Nations.  The Administration and Servicewide Activities activity group consists of four broad mission areas -- Logistics Operations, Servicewide Support, Security Programs, and Support to Other Nations. The Logistics Operations mission area principally provides for the Air Force Materiel Command operations, which includes Depot Maintenance, Engineering and Installation Support, Acquisition and Combat Support, and Second Destination Transportation.  The Servicewide Activities mission area cuts across the entire Air Force to ensure combat capability and maintain readiness, effective leadership, efficient management, and adequate support to Air Force units in diverse geographic locations.  The Security Program mission area includes the AFOSI and a series of classified programs.  The Support to Other Nations mission area includes security assistance, humanitarian assistance, US participation and multinational activities, the US share to the NATO, SHAPE, the NATO AEW&C Program, and other international headquarters support.  Other programs include personnel and infrastructure support for the manpower and facilities used to execute these missions.  It also provides personnel support functions and fulfills a broad range of essential needs to sustain capability, quality of life, workforce productivity, and the preservation of the physical plant.

RDT&E Research Categories


Research Category 6.1 Basic Research.  This activity includes all efforts of scientific study and experimentation directed toward increasing knowledge and understanding in those fields of the physical, engineering, environmental, and life sciences related to long-term national security needs.  It provides farsighted, high payoff research, including critical enabling technologies that provide the basis for technological progress.  It forms a part of the base for (a) subsequent exploratory and advanced developments in Defense-related technologies, and (b) new and improved military functional capabilities in such areas as communications, detection, tracking, surveillance, propulsion, mobility, guidance and control, navigation, energy conversion, materials and structures, and personnel support.  Programs in this category would involve all costs of Pre-Milestone
 Zero efforts.



Research Category 6.2 Applied Research.  This activity translates promising basic research into solutions for broadly defined military needs, short of major development projects.  This type of effort may vary from fairly fundamental applied research to sophisticated breadboard hardware, study, programming and planning efforts that establish the initial feasibility and practicality of proposed solutions to technological challenges. It includes studies, investigations, and nonsystem specific development efforts.  The dominant characteristics of this category of effort is that it be pointed toward specific military needs with a view toward developing and evaluating the feasibility and practicability of proposed solutions and determining their parameters.  Exploratory development precedes the system specific research described in DoDD 5000.1.  Program control of the Exploratory Development program element is normally exercised based on funding activities at a general level-of-effort, versus a discrete objective.  Program elements in this category would be for all costs involved in Pre-milestone Zero efforts.



Research Category 6.3 Advanced Technology Development.  This activity includes all efforts that have moved into the development and integration of hardware for field experiments and tests.  The results of this type of effort are proof of technological feasibility and assessment of operability and producibility rather than the development of hardware for service use. Projects in this category have a direct relevance to identified military needs.  Advanced Development is system specific (particularly for major platforms, i.e. aircraft, ships, missiles, and tanks) and includes advanced technology development used to demonstrate the general utility or cost reduction potential of technology when applied to different types of military equipment or techniques.  Advanced development also includes evaluation in a synthetic environment and proof-of-principle demonstrations in field exercises to evaluate system upgrades or new operational capabilities.  Program elements in this category would include all costs for Pre-Milestone One efforts.  COEA studies (Cost and Operational Effectiveness Analysis) are funded from this budget activity until the studies pass Milestone One.  Projects in this category do not necessarily have to lead to subsequent development or procurement phases, however, programmed budget justification must include a potential rough order of magnitude estimate of additional development and production costs consistent with the Department’s full funding policy.



Research Category 6.4 Demonstration and Validation.  This activity, the demonstration and validation (Dem/Val) phase, includes all efforts necessary to evaluate integrated technologies in as realistic an operating environment as possible to assess the performance or cost reduction potential of advanced technology.  The Dem/Val phase is system specific and includes advanced technology demonstrations that help expedite technology transition from laboratory to operational use.  Program elements in this category would include all costs involved in efforts between Milestone One and Milestone Two. 



Research Category 6.5 Engineering and Manufacturing Development.  This activity includes those projects in engineering and manufacturing development for Service use but which have not received approval for full-rate production. This area is characterized by major line items and program control will be exercised by review of individual projects.  Engineering development includes engineering and manufacturing development projects consistent with the definitions within DoDD 5000.1.  Program elements in this category would involve efforts between Milestone Two and Milestone Three. 



Research Category 6.6 Management Support.  This activity includes research and development effort directed toward support of installations or operations required for general research and development use.  Included would be test ranges, real property maintenance and services, operations and maintenance of test aircraft and ships, and studies and analyses in support of the R&D program. 



Research Category 6.7 Operational Systems Development.  This activity includes those development projects in support of development acquisition programs or upgrades, still in engineering and manufacturing development, but which have received approval for production through DAB or other action, or production funds have been included in the DoD budget submission for the budget or subsequent fiscal year. All items in this area are major line item projects that appear as RDT&E costs of weapon system elements in other programs. Control is exercised by review of individual projects. Program elements in this category would involve Post Milestone Three efforts. 

Budget Program/Budget Project Codes. 
6.  Budget Programs are prefixed by the letter “P,” and are normally three digits.  A Budget Project Code is simply a further sub-element of the Budget Program, and is designated by replacing the zero with an appropriate number.  For example, a Budget Program for Military Family Housing is P720, which is titled Operation and Maintenance.  Two Budget Projects within P720 would be P721 Operations and P722 Maintenance of Real Property Facilities.  The Budget Program/Project Codes are used primarily in the Military Construction and Family Housing Appropriations.
Budget Program Activity Code (BPAC). 
7.  In the RDT&E and Procurement appropriations a BPAC is used in lieu of Budget Program/Project Codes as used above for the Military Family Housing appropriation.  A BPAC is a six-digit code that identifies the specific system or research effort the funding is associated with.  The first two digits identify the general budget activity of the effort.  The last four digits represent the systems management code and specifically identify the appropriate system.  For example, in Procurement, a BPAC might be "112345.”  The "11" would identify that the budget activity was Aircraft Modification, while the '2345' would associate the modification effort with a specific aircraft, such as the F-15.  The same type of example would apply to RDT&E, by using the appropriate RDT&E budget activity codes. (Refer to section on Appropriation Types for a complete listing of commonly used budget activity code categories for each appropriation.) BPACs are typically used in conjunction with Investment type appropriations versus O&M type appropriations.

Material Program (MPC). 
8.  The MPC is a four-digit code used to identify the major elements of a weapon system.  It is used only in the procurement appropriation.  A MPC is used in conjunction with the BPAC to identify a lower level of accounting detail.
Responsibility Center/Cost Center Code (RC/CC). 

9.  The RC/CC code identifies a specific base organization or system program office that is responsible for the management or consumption of the financial resource.  The RC/CC is a six-digit code that is most commonly used in a fund cite when management support type requirements (travel, training, supplies, etc.) are involved.  The use of RC/CCs is primarily associated with the O&M appropriation.

Element of Expense/Investment (EEIC). 

10.  EEICs are a further breakdown of program elements.  EEICs are used to identify the type of resource consumed in carrying out a program.  In other words, it provides a numerical accounting code to show how much money has been spent in a specific cost commodity group.  The Air Force EEICs use a five-digit shredout.  The first three digits are standardized throughout the Air Force.  Each MAJCOM is authorized to specify the last two digits for their own use to enhance management capability and accountability.  For example, EEIC 480 is for Purchased Utilities.  EEIC 480.01 indicates the purchased utility is water, whereas, EEIC 480.02 would indicate electricity.  A chart follows which indicates the basic EEIC codes and structure. EEICs are most commonly associated with appropriations when they are being used to fund Operations and Maintenance type costs.

AF ELEMENT OF EXPENSE/INVESTMENT CODES (EEICs)

The following reflects the basic structure of the EEIC categories.  The ‘X’, when filled with a number, would specify a greater level of detail in the accounting structure.  This allows us to record exactly what the cost represents.  For a complete and current listing consult your financial management office.

	2XX.  XX
	AF Military Personnel Costs at Standard Rates

	39X.  XX
	Direct Hire Civilian Personnel Costs

	40X.  XX
	TDY Expense

	42X.  XX
	PCS-Civilian Employees

	43X.  XX
	Rental of Passenger Motor Vehicles

	45X.  XX
	Transportation via ASIF

	46X.  XX
	Transportation Costs-Other Than ASIF

	47X.  XX
	Rents & Leases

	48X.  XX
	Purchased Utilities

	49X.  XX
	Communications

	50X.  XX
	Printing and Reproduction

	51X.XX
	Foreign National Personnel, Civilian Personnel Costs and MFH Utilities/Equipment Rentals

	52X.  XX
	Facility Projects by Contract

	53X.  XX
	Civil Engineering Services by Contract

	54X.  XX
	Purchased Maintenance of Equipment (Within DoD)

	55X.  XX
	Education Services

	56X.  XX
	Purchase Maintenance of Equipment (outside DoD)

	57X.  XX
	Contractor Operated Installations, Health Care, and Logistics Support

	58X.  XX
	Data Processing Services

	59X.  XX
	Misc. Contractual Services

	60X.  XX
	Supplies and Materiel, AFSF

	61X.  XX
	Supplies and Materiel, Non-AFSF

	62X.  XX
	Expense Equipment, AFSF

	63X.  XX
	Expense Equipment, Non-AFSF

	64X.  XX
	Bulk & Utility Fuels

	65X.  XX
	Lands and Structures

	67X.  XX
	Other Costs

	68X.  XX
	AVPOL Reimbursements

	69X.  XX
	Aviation POL at Standard Rates

	
	


DEFENSE WORKING CAPITAL FUND

(AF WORKING CAPITAL FUND)

General Overview
1.  The Defense Working Capital Funds (DWCF) structure and its operation are a large, complex area of financial management. The DWCF has it’s own unique rules and peculiarities regarding financial management practices and legal limitations on uses of DWCF funding authority.  Attempting to gain an understanding of its operation is a challenge in itself. To add to this, it’s worthy to note that at that time of this writing, the DWCF is continuing to undergo transition in an effort to streamline and simplify it’s operation. This section is designed to provide a basic understanding of the differences in how the DWCF works, especially those that make this area fundamentally different from the rules applicable to appropriated funds. The Defense Working Capital Funds were previously called the Defense Business Operating Funds (DBOF).

2. AFMC has a rather significant portion of day-to-day operations funded from the DWCF. This includes much of the activity at the Air Logistics Centers (ALC) which range from providing major aircraft maintenance services to supplying the thousands of individual piece parts necessary for the Air Force’s day-to-day operations. It’s important to understand that the DWCF is not an appropriation provided by Congress on an annual basis. Instead, DWCF is a revolving fund, which sells its services and supplies to customers. These customers (who obtain their funds through the PPBS and appropriation enactment process described in previous sections), pay the DWCF for these services and supplies. The DWCF is authorized to retain these funds and use them to pay for their operating costs, to include procuring new supplies and services, thus enabling the DWCF to provide the next customer with the services and supplies they need. This continuing process is the basis of a revolving fund operation concept. Profits and losses incurred by the DWCF are taken into account each year, and their budgets and future prices to customers are adjusted so that the DWCF, in total and over time, will break even. 

3.  The Defense Working Capital Fund is a revolving fund financial structure used to provide necessary goods and services for the armed forces. A revolving fund, such as the DWCF, derives its name from the cyclic nature of the cash flow.  The revenue (or financial resources) of the organizations financed through the DWCF is derived from their level of operations and is available to finance their continuing operations without fiscal year limitation. Organizations financed through the DWCF, as business area providers, sell goods or services to “customers” with the intent of recovering the total cost of providing those goods or services. The DWCF business area providers use the income from these sales to replace or buy additional inventory or otherwise finance the production of goods and services.  The cycle continues for the life of their revolving fund. A DWCF business area provider, unlike a commercial business, is not profit oriented. The DWCF business area provider will either increase or decrease their prices in subsequent years to maintain an overall goal of zero profit.  The DWCF financial structure links cost and performance through total cost visibility and full cost recovery. The DWCF managers must be responsive to customer requirements while operating within cost goals established in operating and capital budgets.

The DWCF Activity Groups and Business Areas.  

4.  The DWCF structure is composed of many business operations across DoD. Each activity group is an aggregation of activities within a component that provides goods (e.g., consumable spare parts, supplies) and services (e.g., depot maintenance, transportation) on a reimbursable basis to other activities within DoD and to other authorized non-DoD activities. The DWCF activity groups include:



Commissaries  (DeCA)



Depot Maintenance (Air Force, Navy, Army)



Distribution Depots (DLA)



Financial Operations (DFAS)



Information Services



Printing and Publication Services



Reutilization and Marketing Services



Supply Management



Transportation

5.  For AFMC, there are three principle areas of activity encompassed within the DWCF.  A short description of each area follows: 


DMAG  - Depot Maintenance Activity Group


SMAG - Supply Management Activity Group


ISAG - Information Systems Activity Group


Depot Maintenance Activity Group (DMAG). This area provides depot level support, including the repair and modification of aircraft, missiles, and equipment; the overhaul of engines and exchangeables; local manufacture; and depot operations support. This area was formerly referred to as the Depot Maintenance Business Area (DMBA) under the DBOF.


Supply Management Activity Group (SMAG). At that time, the SMBA encompassed the separate operations of the General Support Division (GSD); Systems Support Division (SSD); and Repairable Support Division (RSD).  The GSD provided for the expense items procured by base level supply from sources other than Air Force depots, which are not managed by any other Air Force Supply business area. Sources of supply for the GSD are typically DLA, GSA, other Services and local purchase. The SSD provided for the expense items procured through the depot, which support Air Force weapon systems. The RSD procured spares, pays for their depot maintenance, and procures depot level repairable (DLR) spares for aircraft, missiles, vehicles, electronics, communications, and other base maintenance. In addition, the SMAG includes the Cost of Operations Division (COD). The COD provided for the day-to-day wholesale operating costs of the SSD and RSD. The COD managed the cost for manpower, travel, supplies, equipment, contractual services and certain other Depot costs. COD operating costs are reflected as a surcharge applied to each SSD and RSD item. In FY98, an initiative to consolidate the operation of the SSD, RSD and COD into a single operations division, the Materiel Support Division (MSD) was completed. The MSD incorporates new cost recovery methodologies and overall results in a simplified budget execution and requirements process. As a result of this change the MSD and GSD comprise the primary elements of AFMC’s SMAG business area. This area was formerly referred to as the Supply Management Business Area (SMBA) under the DBOF.


Information Systems Activity Group (ISAG). This area provides for the information technology facilities and central design activities (CDAs) of the Department that operates in the Defense Working Capital Fund. The ISBA provides information processing, software support, communications, and technical support services to customers both internal and external to DoD on a fee-for-service basis. For AFMC the ISAG business area is comprised of the Standard Systems Group (SSG) and the Materiel Systems Group (MSG), both organization elements of the Electronic Systems Center (ESC). This area was formerly referred to as the Information Systems Business Area (ISBA) under the DBOF. 

DWCF Funding Process. 

6.  Business areas receive their initial working capital through an appropriation or transfer from existing appropriation of funds and use those capital resources to finance the initial cost of goods or services.  Resources to replenish the initial working capital and permit continuing operations are generated by the acceptance of customer orders.  An exception to this is the contract authority in the Supply Management Area and the Capital Investment Program. Contract authority permits obligations to be incurred in advance of appropriations or in anticipation of receipts from customers but in accordance with an apportionment, allotment, or other limiting authority. All other DWCF obligations must be supported by budgetary resources that are immediately available.

 7.  The DWCF is managed through a DWCF Corporate Board.  The DWCF Board develops, reviews and recommends DWCF policies and procedures; and evaluates business performance and areas for inclusion / exclusion in the DWCF.  They also review and recommend actions to support the DWCF financial systems.  The Office of the Under Secretary of Defense (Comptroller) (OUSD(C)) establishes policy on DWCF operations based on recommendations of the corporate board.  OUSD(C) also provides oversight on all financial management matters to the operations of the DWCF; issues all necessary budget preparation, accounting, and reporting policies; reviews and approves operating budgets, monitors execution of the budget and analyzes the results thereof; and provides guidance to improve the efficiency of the DWCF. 

8.  The military departments and defense agencies which have business areas financed under the DWCF are responsible for the day-to-day management and operation of their respective DWCF business areas. They manage DWCF processes within approved funding limitations and designate a management agency or command to be responsible for effective management of each DWCF business area.

9.  Within each designated command, the management of the business area involves:


a.  Incurring necessary obligations and costs to perform the functional mission


b.  Controlling performance costs in line with the annual operating budget as 
 approved by the OUSD(C)


c.  Identifying to higher headquarters any impediments to achieving performance 
 and cost goals


d.  Identifying and justifying to higher management those improvements that will produce future gains in effectiveness and efficiency

DWCF and the PPBS Process. 

 10.  The PPBS is the vehicle through which customers obtain resources and the business areas obtain cost authority.  The DWCF is incorporated into the PPBS cycle at the POM level.  To integrate DWCF programming into the PPBS process, DoD Services, within their resource constrained guidance, quantify the appropriated funds they anticipate needing to purchase goods and services from the DWCF business areas.  Within the DWCF business areas, this ‘demand’, caused by anticipated customer orders, is the basis for determining workforces, facilities, and equipment investment levels.  The next phase of the PPBS process is budgeting.  During this phase, the Services are translating the approved POM into a budget submittal to Congress for execution.  It is also during this phase of budget formulation that Services are responsible for balancing DWCF business area budgets with the customers’ appropriated budget requirements and requests.  This also includes incorporating the current rates and prices from the various DWCF business areas that will go into effect when the Congress appropriates the financial resources to the DoD customers through the appropriation process.  It is normally during the PBD process that this budget integration comes together.  As you can see from a PPBS process perspective, even though the DWCF is not subject to the formal appropriation process, participation in the PPBS process is an integral element of successfully ensuring Service customers and DWCF business area budgets are fully integrated. 

DWCF Financial Operations.  

11.  The unique nature of the DWCF business areas results in some very fundamental differences regarding their processes and execution concerns as compared to normal Air Force financial management processes. For instance, these business areas depend on customer orders for their existence and size, and to permit more effective utilization of DWCF resources, the business areas will work together and/or develop stabilized rates to customers. These business arrangements can become quite complex at times. In addition, DWCF business managers receive their funding based on Unit Cost Targets (UCT) and work to achieve established Accumulated Operating Results (AOR) during the budget year.  Finally, given the nature of the DWCF, their financial structure requires them to manage both Operating and Capital budgets, and to be sensitive to cash management concerns, similar to issues that you’d expect a private business enterprise would face. These differences are also reflected in the restrictions applicable to the DWCF regarding the use of obligation authority (OA) and the Antideficiency Act statutes.  Given the unique, complex nature of this area of financial management, and what seems like an endless series of changes, only a cursory view is provided in this guide.  However, additional information is available through your local financial management personnel and in several references, such as the AFMC Financial Management Reference System and the Defense Business Operations Fund Handbook published by the Under Secretary of Defense (Comptroller). The important point to leave this section with is there is still a lot of new ground being plowed with the DWCF, and the continuing evolution in this area, coupled with the uncertainties facing DoD regarding privatization and competition of DWCF activities, together form a challenging environment. This places greater concern on obtaining coordination of actions affecting DWCF to ensure the most current and accurate information is incorporated, versus merely assuming that whatever was done previously is still correct.

FISCAL LAW TENETS

General Overview
1.  The budget process culminates with Congress passing an Appropriations Bill that is signed into law by the President.  This Appropriations Act makes funds available to the Air Force through a number of different appropriations.  Appropriations are statutory authority to incur obligations and to make payments out of the Treasury for specified purposes.  The details of an appropriation make specific amounts of money available for approved purposes during a given time frame.  Therefore, in determining appropriation availability there is generally three legal aspects to consider: Amount, Purpose, and Time.
Amount/Antideficiency Act  
2.  The most fundamental restriction on appropriations is that the Congress only makes each appropriation available, in a specific amount that can not be exceeded.  The Antideficiency Act states that amounts appropriated by Congress for general or specific purposes may not be exceeded through commitment, obligation, or expenditure action.  This aspect of appropriation availability is simply stated as, you can't spend more than you were told you have to spend.  The DoD Financial Management Regulation, (DoD 7000.14R, Volume 14, Administrative Control of Funds and Antideficiency Act Violations), and the Air Force implementing instructions, describe the system of administrative controls designed to prevent violations of the Antideficiency Act. A separate section of this guide is devoted to the Antideficiency Act

Purpose/Propriety of Funding Provision.  

3.  This provision of appropriations law is commonly referred to as propriety of funding.  The propriety of funding provision of appropriations law requires that the purpose of an expenditure must be one, which is authorized by the appropriation made available by Congress. Title 31 United States Code Section 1301 states this principle as: “Except as otherwise provided by law, sums appropriated for the various branches of expenditures in the public service shall be applied solely to the objects for which they are respectively made, and for no others”.  Funds to conduct the various Air Force missions are segregated into a variety of appropriations.  These appropriations include Aircraft Procurement (3010), Missile Procurement (3020), Other Procurement (3080), Military Construction (3300), Operations and Maintenance (3400), to name a few.  As the titles suggest, each appropriation has been designated for only specific purposes.  A description of the purpose for each appropriation is contained in the Types of Appropriations section of this guide. These descriptions, and usually other restrictive language, are contained in the annual appropriation bills.  The key point to remember is the purpose of an expenditure must be one, which is authorized by the appropriation, made by Congress. In addition, there may be further Congressional limitations, regulations, directives or instructions that restrict the use of money, and thus its availability.  Another key point to remember is that if the requirement is not provided for in the congressional budget process of authorization and appropriation, it may require specific approval before funds can be legally obligated against the requirement. 

Time/Bona Fide Need Rule. 

4.  This aspect of appropriations can be one of the more difficult to understand.  The underlying fiscal principle involved here is that appropriations have a specified life or period of availability which controls not only when they can be used, but also establishes a phased approach regarding status of their availability to liquidate or pay for the obligations which were incurred against them.  Let’s look at the first aspect of Time, which relates to when appropriations are available for incurring obligations.  When Congress appropriates funds, they specify a certain period of time in which those funds can be used for requirements as approved in the budget request submittals.  As discussed, the process to acquire these goods and/or services results in an obligation of these funds against this requirement.  The fiscal law tenet that comes into play here is referred to as the “bona-fide need” rule.  The bona-fide need rule states that the requirements of a specific fiscal year must be funded only with appropriations enacted for obligation in that year. (31 U.S.C. Section 1502)  In other words, you can only acquire those items that were approved for the purpose of that appropriation and within the time period Congress has made those funds available for that purpose.  In general, this means you can not acquire a future fiscal year’s need during this period, but may be able to acquire previous fiscal year’s requirements, depending on the authorization language of the specific appropriation. This concept takes on significant meaning, especially when funding contracts that cross fiscal years. When this occurs, the determination of which funds are proper, is often based on whether the contract is considered ‘severable’ or ‘entire’. The section in this guide on Financial Concepts contains more on this topic.  However, in general, determinations of what constitutes a bona-fide need of a fiscal year depend largely on the facts and circumstances of the specific case. There is no general rule applicable to all situations, but there are basic principles and precedents for determining bona-fide need that have developed over the years. As you might gather, this aspect of appropriation law can tend to be a bit more complicated, and is an area where the best advice is to consult with your financial or legal experts.
5.  To distinguish the different types of appropriations as they relate to Time, from the aspect of their availability to incur obligations, appropriations are generally categorized into either Annual, Multiple-Year, or No-Year Appropriations
a.  Annual Appropriation.  An annual appropriation is made available for a particular fiscal year and is available for obligation only during that fiscal year.  Routine activities necessary to operate the Air Force on a day-to-day basis are normally financed by annual appropriations.  Annual appropriations include the Operation and Maintenance (3400) and Military Personnel (3500) appropriations.  All appropriations are presumed to be annual unless the Appropriations Act states otherwise.
b.  Multiple-Year Appropriations.  Multiple-year appropriations are available for obligation for a specific period in excess of one fiscal year.  These appropriations normally are used to finance investment type costs or acquisition of weapon systems.  Multiple-year appropriations in the Air Force include RDT&E (3600) funds which are available for obligation for two years; Aircraft Procurement (3010), Missile Procurement (3020), and other Procurement (3080) funds which are available for obligation for three years; and Military Construction (3300) funds which are available for obligation for five years.

c. No-Year Appropriations.  A no-year appropriation is available for incurring obligations for an indefinite period, usually until the objectives have been accomplished.  No-year appropriations are usually not made available to finance Air Force requirements.   However, an example of a no-year appropriation is certain funds made available for financing the costs of DoD Base Realignment and Closure (BRAC) decisions resulting from the Base Closure Commission.  The BRAC FY93 funds are appropriated in this account and are available for obligation until expended.  A no-year appropriation is not the same as a revolving fund, such as the DWCF.  The DWCF is not subject to an authorization and appropriations act.  The DWCF obtains its funding authority from generating sales, which it uses to sustain its operations. This guide contains a separate section regarding the DWCF.
6.  Once the bona-fide need rule is considered, the second aspect of the Time criteria establishes a phased approach regarding the status of funding availability to liquidate or pay for the obligations, which were incurred against the appropriation.  When an appropriation is made available until a specified date, or for a definite length of time, the general rule is that the availability relates to the authority to obligate the appropriation, and does not necessarily prohibit payments of this money after the available date against the obligations which were previously incurred.  This aspect is normally referred to as the life cycle of the appropriation. In 1990, Congress enacted Public Law 101- 510, which fundamentally restructured the life cycle availability of appropriations
. These changes have forced us to manage not only obligations, but also now the availability of funds for expenditures against these obligations. There is three distinct phases funds progress through when referring to the period of time or availability of the appropriation.  “Current” - which means the funds are available for obligation; “Expired” - which means they are not available for obligation, only liquidation of previously incurred obligations or certain adjustments to these obligations; and “Canceled” - which means the funds are no longer available, and cease to exist for any purpose.  This law not only impacts Air Force organizations, but also directly affects procedures with industry. A brief description of the three phases of the new life cycle of funds follows.


a.  Current - Phase 1.  This stage is primarily for obligating or placing funds on contract for a specific purpose. Phase 1 lasts three years for procurement funds, two years for R&D funds and one year for O&M type funds.

b.  Expired - Phase 2.  This phase is for the expenditure (or payment) of funds against the obligations created in Phase 1. There is some flexibility to adjust previously made obligations.  These adjustments are generally limited to price adjustments or within-scope contract changes.  This includes such things as cost overruns, payment of claims, cost escalation, increases due to rate adjustments, and contract closeout costs.  Funding in this phase remains available for 5 years from the year the appropriation expires, regardless of the appropriation type. No obligations for new requirements can be incurred against expired funds during this phase.  As a result of this change in law, there has also developed a high level of interest and oversight concerning the use of expired account funds.  This resulted in a detailed and at times, lengthy review process that must take place prior to receiving permission to use these accounts.


c.  Canceled - Phase 3.   After the Phase 1 (obligation) and Phase 2 (expenditure) periods have passed, funds are no longer available to use for any purpose and are canceled.  Under PL 101-510, any use of canceled funds is prohibited and results in a violation of the Antideficiency Act. This includes incurring any new obligation or payment against a previous obligation.  The law now requires payments beyond Phase 2 to revert to currently available appropriations.  These payments are also subject to a one- percent limitation after which congressional approval is required. 
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7.  As you can tell, this change which restricts the availability of funds to pay liabilities, creates numerous challenges in the area of program management and contracting.  This is especially true when contracts extend over many fiscal years and increases the attention that must be given to timely contract closeout.  Congress does not provide any new authority or separate pot of money anywhere for payments once funds have canceled. This means that each program must use currently available funds, appropriated for the same purposes, to meet this financial liability. As you might expect, this directly takes away from the ability to obligate current funds for new requirements since it must now be applied again to a previously funded requirement. Given funding is always scarce, this is clearly not a situation anyone wants to find themselves facing.
8.  Therefore, it becomes extremely important when awarding contracts to fully understand clauses that may contain ongoing or open-ended contingent liability requirements, and avoid awarding contracts containing provisions where the award fee period of performance would extend beyond the life of the funds (phases one and two of the appropriation’s availability).  During the contract performance, we need a concerted effort to reduce the number of changes and contingent liabilities and strive for timely, accurate contract billings and corresponding payments.  The timely identification of discrepancies between government and industry records can avoid lengthy audit reconciliation delays.  As contracts near completion, we must intensify efforts to negotiate final overhead rate settlements and definitize outstanding contingent liabilities. This really takes a team effort to ensure contract closeout and accurate payments are completed within the new life cycle of funds.   
















9.  In closing this section on fiscal tenants and appropriation availability, it’s important to remember that all personnel whose duties require them to obligate Air Force funds are responsible for ensuring that sufficient funds are available in the appropriate account and administrative subdivision for that purpose, and within the legally established period of availability, before authorizing or incurring obligations.  In addition, these individuals must be aware of and comply with any statutory or regulatory limitation applicable to funds availability for specified purposes.  Any questions about the proper use of funds should be resolved before obligations are authorized or incurred.  Violations of the Antideficiency Act can result in disciplinary action and/or criminal penalties, regardless of whether they were committed knowingly or not. It is also important to consider the implications of accountability when performing inherently governmental financial management functions. The Office of Federal Procurement Policy (OFPP) Act policy letter 92-1, (dated September 23, 1992), is rather explicit in limiting accountability to government officials who are ultimately accountable to the President. Because of the importance of this aspect of managing funds, a special section in this guide is devoted to the Antideficiency Act, however, a word to the wise: 

“Whenever you're in doubt, 

always seek the assistance 

of your financial management 
and legal staff.”

ANTIDEFICIENCY ACT INTRODUCTION

Antideficiency Act Background
1.  The original Antideficiency Act was passed in 1870, was amended several times, and is now codified in various sections of Title 31 of the United States Code.  The Antideficiency Act is the principal law established by Congress to protect and preserve the congressional power of the purse.  The power of the purse means that DoD Components and Agencies may not enter into any obligation, regardless of the circumstances, unless Congress enacts an appropriation for the purpose of the debt.

2.  Under the Constitution, Congress has the basic power to determine whether or not to provide funds for a particular DoD program or activity.  For example, an Air Force major command may want to build a new headquarters at a certain base.  Unless Congress gives its funding approval, the Air Force may not build that headquarters.

3.  As a result, Congress uses the appropriation of funds process as a tool to accomplish policy objectives for DoD and establishes priorities among programs.  This power was built into the Constitution as a safeguard.  The Antideficiency Act helps ensure DoD and other Federal departments do not spend more money than Congress intends.  It places responsibility on DoD managers to control their funds to stay within congressional intentions.  It also provides for disciplinary action or criminal action for anyone who violates the Antideficiency Act statutes.

4.  For a long time after the founding of the Republic, the Executive Branch paid little attention to Congressional spending limits.  Managers in some departments spent their entire appropriations during the first few months of the year.  Time and again they went back to Congress during each fiscal year asking for more funds in order to continue operating.  Congress was trusting these government servants with the duty to spend taxpayer dollars properly according to Congressional wishes.  Still, some of these government servants did not follow legislative intentions.  Congress usually granted whatever extra funds were needed in order to keep the government operating.

5.  In 1870, Congress began considering a new legislative bill designed to clamp down on the free spenders.  The resulting Antideficiency Act is the Legislative Branch's primary legal means to carry out congressional financial desires and prevent careless fiscal management.  Congress strengthened and tightened the Act with amendments in 1905, 1906, and 1950.

6.  In 1982, Congress placed the Antideficiency Act into several sections of Title 31, United States Code.  This change did not alter the intent or purpose of the law.  It still places responsibility on all of us in DoD to stay within the spending limits Congress imposes; the Air Force may spend only the funds Congress says we may spend, and then only for the specific purpose Congress intends.

7.  Even if we have an appropriation, however, a DoD Component/Agency still does not have the authority to make an obligation to pay for something.  A lawful requirement also exists for departmental controls to manage apportioned funds.  These departmental controls help to further ensure compliance with congressional wishes.  All DoD Components and Agencies have these directives in place.

8.  Because there is a legal requirement for DoD financial controls, ignoring these administrative controls appearing in regulations, directives, funding documents, etc. can cause violations of the Antideficiency Act.  This is true even if obligations or payments are safely within the appropriation limits passed by Congress.  Simplified, this means Air Force leaders must observe Congressional, Department of Defense, and Air Force financial limitations when obligating or expending funds.

Antideficiency Act General Overview

9.  Antideficiency Act Violations - The Law

The core of the Antideficiency Act "violation rules" are formed by three sections in Title 31 of the United States Code: 31 U.S.C. § 1341, 31 U.S.C. § 1342, and 31 U.S.C. § 1517.


a.  Limitations on Expending & Obligating Amounts

31 U.S.C. § 1341, forbids any officer or employee of the United States from: (a) obligating, disbursing, or authorizing the use of funds exceeding the amount available in an appropriation or fund, (b) involving the government in any contract or obligation for the payment of money before an appropriation is made available, (c) obligating, disbursing, or authorizing of funds required to be sequestered, or (d) government involvement in any contract or obligation for the payment of money required to be sequestered.


The Law:

(a)(1) An officer or employee of the United States Government or of the District of Columbia government may not - (A) make or authorize an expenditure or obligation exceeding an amount available in an appropriation or fund for the expenditure or obligation; (B) involve the government in either a contract or obligation for the payment of money before an appropriation is made unless authorized by law; (C) make or authorize an expenditure or obligation of funds required to be sequestered under section 252 of the Balanced Budget and Emergency Deficit Control Act of 1985; or (D) involve either government in a contract or obligation for the payment of money required to be sequestered under section 252 of the Balanced Budget and Emergency Deficit Control Act of 1985. (2) This subsection does not apply to a corporation getting amounts to make loans (except paid in capital amounts) without legal liability of the United States Government. (b) An article to be used by an executive department in the District of Columbia that could be bought out of an appropriation made to a regular contingent fund of the department may not be bought out of another amount available for obligation.


(1).  In the majority of cases, the distinction between obligating in excess of an appropriation and obligating before an appropriation is enacted is clear, but occasionally this may become blurred.  For example, an organization trying to meet a current shortfall by 'borrowing" (obligating against) the unenacted appropriation for the next fiscal year. This is clearly obligating in advance of an appropriation.  However, it is also obligating in excess of the currently available appropriation.  Since both are equally illegal, determining which subsection of 31 U.S.C. § 1341 (a) has been violated should be of secondary importance.  The point to be made is that the law is violated beyond determining only if there are insufficient funds in an account when a payment is due.  The very act of obligating the United States to make a payment when the necessary funds are not already in the account is also a violation.


(2).  Some examples of violations created when an officer made or authorized an expenditure from, or created and authorized an obligation under an appropriation or fund in excess of the amount available in the appropriation or fund:

*   An overobligation by an Army activity that not only exceeds the allotment distributed to that activity but also causes the total Army appropriation to be exceeded when rolled up, i.e. a fiscal year 1993 allotment of $1,000,000 of Operation and Maintenance - Army, Treasury symbol 21 3 2020 was exceeded by $250,000.  When obligations were rolled up to the Army appropriation level the total Army appropriation was exceeded because of this specific overobligation.

*   An activity in the Air Force exceeds the statutory limit in section 2805 of Title 10, United States Code, on the use of Operations and Maintenance funds for minor construction.  Currently, in fiscal year 1998, the limit is $300,000.  A violation would occur if $329,000 in fiscal year 1998 Operation and Maintenance funds, Treasury symbol 57 8 3400, were obligated for a minor construction project.  If the project was estimated at $290,000, but obligations totaled $329,000, the project is $29,000 over the legal limitation.


(3).  Some examples of violations created when an officer involved the government in a contract or other obligation in advance of appropriations made for such a purpose:

*   A Navy activity used fiscal year 1994 Operation and Maintenance, Navy funds, Treasury symbol 17 4 1804, to obligate and make payment for training classes which will be given in the next two fiscal years (FY95 and FY96); obligating funds before an appropriation for those fiscal years.

*   A Defense Logistics Agency activity obligates and pays for next fiscal year's twelve-month lease of a building with this fiscal year's Operation and Maintenance funds.  For example, FY94 funds of $180,000 were used to obligate and pay for a FY95 building lease; obligating funds before an appropriation for that fiscal year.


b.  Limitation on Acceptance of Voluntary Services

31 U.S.C. § 1342 forbids the acceptance of voluntary services on behalf of the government except as it may be necessary in emergencies involving the safety of human life or the protection of property.

The Law:

An officer or employee of the United States Government or of the District of Columbia government may not accept voluntary services for either government or employ personal services exceeding that authorized by law except for emergencies involving the safety of human life or the protection of property.  This section does not apply to a corporation getting amounts to make loans (except paid in capital amounts) without legal liability of the United States Government.  As used in this section, the term “emergencies involving the safety of human life or the protection of property” does not include ongoing, regular functions of government, the suspension of which would not imminently threaten the safety of human life or the protection of property.


(1).  An example of where an officer violated the Antideficiency Act by accepting voluntary services:

*   Members of the Commission on Marijuana and Drug Abuse had, apparently at the chairman’s urging, agreed to waive their statutory entitlement to $100 per day while involved on Commission business.  The year after the Commission ceased to exist, one of the former members changed his mind and filed a claim for a portion of the compensation he would have received had it not been for the waiver.  Since the $100 per day was a statutory entitlement, the purported waiver was invalid and the former commissioner was entitled to be paid.  If insufficient funds remained in the Commission's now-expired appropriation, a deficiency would exist.


c.  Obligation and Expenditure Limits

31 U.S.C. § 1517 forbids the overobligation and overexpenditure of an apportionment or a limit imposed by regulation.  Additionally, it forbids any officer or employee of the United States from obligating, disbursing or authorizing the use of funds beyond those made administratively available by regulation or other administrative fund control.

The Law:

 (a)  An officer or employee of the United States Government or of the District of Columbia government may not make or authorize an expenditure or obligation exceeding (1) an apportionment; or (2) the amount permitted by regulations prescribed under section 1514(a) of this title.


(1).  The term 'apportionment' is defined in A Glossary of Terms Used in the Federal Budget Process as:
A distribution made by the Office of Management and Budget of amounts available for obligation... in an appropriation or fund account. Apportionments divide amounts available for obligation by specific time periods (usually quarters, activities, projects, objects, or a combination thereof).  The amounts so apportioned limit the amount of obligations that may be incurred.


(2).  Apportionment is required to ensure that there is not drastic curtailment of activity for which an appropriation is made.  In other words, the apportionment requirement is designed to prevent an agency from spending its entire appropriation before the end of the fiscal year and then putting the Congress in a position in which it must either grant an additional appropriation or allow the entire activity to come to a halt.


(3).  An example of where an officer violated the act by making an obligation or expenditure in excess of an apportionment or in excess of the amount permitted by regulation:

*   Assume that in a Service regulation, there is a restriction from spending more than $3,000 per military family housing unit per fiscal year for upgrading landscaping.  A base in the northeast has a particularly harsh winter, which kills a substantial portion of the grass and shrubs in the base housing area.  The base commander orders that within base budget constraints that this landscaping be replaced; this was done within the appropriation limits.  However, it was later discovered that the actual cost of this landscaping per housing unit was in excess of $5,000.  The excess amount would be an Antideficiency Act violation of section 1517.

VIOLATIONS CAUSED BY EXCEEDING LIMITATION

	A VIOLATION OCCURS WHEN:
	DESCRIPTION OF VIOLATION
	    TITLE 31 U.S.C. 

     SECTION

	In Fund Distribution:
	a. Total allocations, or operating budget authorities for Operation & Maintenance type funds, exceed the amount available for each apportion​ment period

b. Total suballocations, allotments or operating budget authorities and centrally managed allotments(CMAs)exceed the amount of the allocation or operating budget authority for each period 

c. Total allotments or operating budget authorities and CMAs exceed the amount of the available suballocation

d. Total suballotments exceed the amount of the allotment


	1517(a)(1)

1517(a)(2)

1317(a)(2)

1517(a)(2)

	Obligations Authorized or Incurred or Expenditures Made Exceed:


	a. The available amount of any appropriation or fund 

b. The available amount of any apportionment or reapportionment.  

c. The available amount of any administrative subdivision authorized by this directive

d. Any statutory restriction imposed on the use of an appropriation or fund, such as, limits on the use of operation and maintenance funds for unspeci​fied minor construction or for purchase of investment items

e. Any limitation imposed by an authorized official of DoD or a DoD compo​nent that is intended to restrict obligations of apportioned appropriations or funds


	1341(a)(1)(A)

1517(a)(1)

1517(a)(2)

1341(a)(1)(A)

1517(a)(2)



	In a Working Capital (Revolving) Funds Established Under 10 U.S.C. S 2208 when:


	a.
A working capital (revolving) fund or a part of it is apportioned, and obliga​tions of that fund or part exceed the available amount of the apportionment

b.
Amounts necessary at any time to cover cash disbursements exceed available cash in the total fund whether apportioned or not

(Annual DOD appropriation acts provide that cash balances in working capital may be maintained in ONLY such amounts as are necessary at any time for cash disbursements to be made from such funds, and authorize certain trans​fers between such funds and other DOD appropriation accounts.  Without this provision a violation of 1341(a)(1)(A) would occur if accounts payable exceed available cash in the fund.)


	1517(a)(1)

1341(a)(1)(A)



	Any Government Employee or Service Member:


	a. Involves the government in any contract or other obligation, for the payment of money for any purpose before appropriations are made for purposes, unless such contract or obligation is authorized by law

b. Makes or authorizes an obligation or expenditure of funds required to be sequestered under Section 252 of the Balanced Budget and Emergency Deficit Control Act of 1985

c. Involves the government in a contract or other obligation for the payment of money required to be sequestered under Section 252 of the Balanced Budget and Emergency Deficit Control Act of 1985 

d. Makes or authorizes an expenditure or obligation against an appropriation account that was closed pursuant to 31 U.S.C. 1552,1555, or 1557

e. Accepts voluntary service, or employs personal service, in excess of that authorized by law, except in cases of emergency involving the safety of human life or the protection of property
	1341(a)(1)(B)

1341(a)(1)(C)

1341(a)(1)(D)

1341(a)(1)(A)

1342














DEC 19 1994

MEMORANDUM FOR SECRETARIES OF THE MILITARY DEPARTMENTS

SUBJECT:  Violations of the Antideficiency Act

It has come to my attention that reports of violation of the Antideficiency Act are being submitted to my office advising that no disciplinary action has been taken against the individual(s) found responsible for the violation.  In some instances, the reports contain no justification as to why disciplinary action was not taken.  

A violation of the Antideficiency Act is a serious matter as it represents a violation of a Federal statute.  The fact that a violation was not willfully and knowingly committed does not, by itself, justify the absence of disciplinary action.  Any individual determined to be responsible for a violation should receive disciplinary action commensurate with the circumstances and the severity of the violation.  

I ask each of you to require that disciplining officers -- that is, the individual determining the appropriate discipline:


  Acknowledge, in writing, that he or she understands that (1) a violation of the Antideficiency Act is a violation of Federal statute; (2) the Department is required to report the violation to the President and the Congress of the United States; (3) even though a violation may not have been committed willfully or knowingly, that, by itself, does not justify the absence of disciplinary action; and (4) disciplinary action commensurate with the severity of the violation should be taken against the individual(s) named responsible for a violation -- including individuals that may have retired or are no longer working for the Department of Defense.  

  Provide a written statement addressing why he or she believes that the disciplinary action taken is commensurate with the severity of the violation, including a full justification of extenuating circumstances, if any.

The above information should accompany all reports submitted to this office after December 31, 1994.  










/s/









John J. Hamre

FUNDING  DOCUMENTS

General Overview
1.  The process to provide management and control of appropriations and release of funds to the various Air Force activities is accomplished through the distribution of funding documents.  There are numerous documents; each designed for a specific situation.  However, the overall purpose of each remains the same.  The funding document represents the approved financial program within which the recipient can plan to accomplish the assigned mission or task.  Funding documents are an important instrument, in that they represent the legal authority that money is available to incur an obligation, without which a violation of public law may occur.  The following is a summary of the more common forms of funding documents and their use.

Types of Funding Documents
2.  Budget Authorization/Allocations and Operating Budget Authority.  These documents are commonly referred to as a BA.  BAs are issued by the Assistant Secretary of the Air Force to Major Commands and Separate Operating Agencies to subdivide or allocate the Air Force's appropriations.  These intermediate organizations issue allotments and suballotments, as appropriate, to subordinate organizations.  In conjunction with a Budget Authorization, a Program Authorization and Procurement Authorization is used in the R&D and Procurement appropriations respectively, to provide program direction and guidance as how to use the funds.  However, only the BA provides legal funding authority to incur obligations.

3.  Annual Operating Budget (AOB).  The equivalent to a BA document for Defense Working Capital Funds (DWCF) is called the AOB.  This document transmits the annual operating budget and capital budget, (along with execution guidance), for the various activity groups within the DWCF.  Because revolving funds differ in nature from appropriated funds, different forms of legal and/or advisory restrictions can apply to the various types of the authority provided in the AOB, (i.e. capital, initial spares, operating).  An AOB also contains a Net Operating Result (NOR) goal.  The NOR provides the overall net operating results expected to be achieved in the business activity by the end of the year.  The NOR provides a primary financial management goal and is used in conjunction with other performance measures to assess the overall operational effectiveness of the business activity.

4.  Fund Cite Authorization (FCA).  The Fund Cite Authorization is used by an activity to request authority to cite funds or by an Accounting and Finance Office (AFO) to issue authority to cite funds.  The FCA must be issued for a specific period of time, purpose, and amount.  The amount provides the recipient a certification by the financial officer that funds are available for obligation to support specific tasks.  If the amount is insufficient for the purpose, the receiving office will request an increased FCA.  The FCA cannot extend past the date the cited appropriation expires.  AF Form 616 is the Air Force Fund Cite Authorization form. A review of FCAs must be conducted to assure all obligating documents are received and recorded so that unobligated funds are returned to the issuing financial officer.

5.  Project Orders (PO) AF Form 185.  A Project Order is used by military departments to place orders with government owned and operated activities within and outside the DoD, for efforts performed in-house on a reimbursable basis.  A project order is a definitive order issued for the manufacture of materials, supplies, equipment, or other work or services.  When a government owned and operated activity accepts a project order, an obligation comparable to a contract with a commercial organization exists.

6.  Purchase Request (PR) AFMC Form 36.  A Purchase Request is used to identify a requirement and provide authorization of proper funds for a contract with a commercial defense contractor.  The AFMC Form 36 PR is not used for the purposes of operational contracting (this requires an AF Form 9) or to order items that will be furnished from the stocks of other military departments.  A PR administratively reserves funds for future obligation on contracts acquiring equipment, supplies, or services as part of an approved acquisition program.  A commitment is normally recorded in the accounting record when the PR is coordinated with the accounting and finance office (financial officer).  The obligation is recorded when the financial officer processes the contract or modification.

7.  Request for Purchase AF Form 9.  The Request for Purchase document is used to order supplies, equipment, or other services from a local supplier through the operational contracting office.  The Form 9 is used to procure items or services that are not available through the base supply channels.  A Form 9 represents a commitment when coordinated and certified by the financial officer.  An obligation occurs when the government and contractor agree and accept the conditions of the order or contract.  The obligation is then posted in the accounting system.
8.  Military Interdepartmental Purchase Request (MIPR) DD Form 448.  The MIPR is the primary document used by the military services for ordering goods or services from other DoD components.  The goods or services may be provided from in-house resources or may be procured from commercial sources.  MIPRs can be prepared and accepted on a reimbursable (Category I) or direct cite (Category II) basis.  The category is determined by the type of effort required.  MIPRs used for in-house support are prepared and accepted on a reimbursable basis.  Acceptance of a reimbursable MIPR should be limited to the amount of performance that can be accomplished in the current fiscal year.  MIPRs used for contractual purposes are prepared and accepted on a direct cite basis.  Although not advisable for obvious reasons, MIPRs can also be accepted using a combination of Category I and II funding.


a.  The basis on which the MIPR is prepared and accepted affects the timing on when the funds are obligated and expended.  Obligation of funds occurs when a Category I MIPR (reimbursable) is accepted by the receiving agency and a MIPR acceptance form (DD Form 448-2) is received by the issuing financial officer.  When the services have been performed, the financial officer processes a SF 1080, Voucher for Transfer between Appropriations and/or Funds, to reimburse the performing or contracting agency for their services.  For a Category II MIPR (direct cite), the process is slightly different because contracts are issued to acquire the requested goods or services which directly cite the requesting activity’s own funds as the source of payment when the goods or services are received.  In this case, an obligation of funds occurs when a contractual document is issued and received by the financial officer.  Expenditures are made by the issuing financial officer when the Defense Accounting and Finance Center (DFAS) makes payments to the contractor against the requesting activity’s fund cite on the contract, thus by-passing the need for a reimbursement as in a Category I MIPR.


b.  When either category of MIPR is received, the agency procuring the requirement sends a written acceptance or rejection (and reasons why) to the requesting agency no later than 30 days from the date of receipt.  Close attention must be given to MIPRs citing expiring appropriations (i.e., the funds must be obligated by 30 September of that fiscal year) before acceptance.  Specifically, for Category I (reimbursable), the ordering agency must receive the goods or services by the performing agency prior to 30 September so that the funds can be obligated.  For Category II (direct cite), the ordering agency must receive notification by 30 September that their funds have been placed on contract for the services requested before an obligation can be made.  Coordination is a key element between ordering agencies and procuring agencies when expiring appropriations are cited on MIPRs.  Procuring agencies must make every effort to execute contracts and obligate the funds before the end of the fiscal year, or notify the ordering agency immediately of their inability to do so.

Funding Limitations/Restrictions 

9.  The three basic legal restrictions that control the use of appropriated funds (Purpose, Time & Amount) have been discussed in the section of the guide on Fiscal Law Tenets.  However, there are often other limitations and restrictions that control the use of funds.  These limitations and restrictions are normally contained in various funding or other related documents but can include the "intent of Congress" as contained in the appropriation/authorization bills.  Limitations and restrictions generally fall into one of three categories.

10.  Legal or Statutory.  This type of limitation, as the name implies, is based on Public Law.  Violations can result in severe disciplinary action.  These limitations most often pertain to exceeding funding availability, or improper use of appropriated funds (e.g., funds spent for other than their intended use as specified by Congress).

11.  Regulatory.  These limitations and restrictions are based on current regulations, directives, policies, etc.  These guidelines are intended to ensure consistent applications of funds throughout DoD and AF, and that appropriate management controls are exercised over the use of these funds.

12.  Targets and Advisory Guidelines.  These are administrative guidelines that are neither legal nor regulatory, but are intended to focus management attention on areas of special interest/concern in the use of funds.  These amounts can normally be exceeded without any prior approval of the issuing authority; however, a written explanation is often required as to why amounts have been exceeded.  These guidelines often take the form of a dollar “fence," "floor” or "ceiling" to guide the use of funds toward established goals.

13.  There are also special rules that come into play regarding funding limitations/restrictions at the beginning or end of a fiscal year, which control the rate at which funds can be obligated. These are normally provided on an annual basis in funding guidance from Higher Headquarters and are short or temporary in duration.

THE ACCOUNTING PROCESS

Needs to be totally revised to incorporate DFAS, OPLOCS, FSO vs DAO, etc.
General Overview
1.  A primary objective of DoD accounting is establishing accounting control over all assets provided to, or acquired by, the Department of Defense. Assets shall be under continuous accounting control from acquisition to disposition. This helps ensure proper and authorized use, as well as adequate care and preservation, since no asset can be acquired, put into use, transferred, written down, written off, or disposed of without the proper authorization necessary to document and record the transaction. All tangible assets provided to the Department of Defense shall be accounted for including assets in transit and assets in the hands of contractors and other Government agencies.  DoD assets can take many forms and there are specific accounting standards for each category of assets. The DoD Financial Management Regulation (DoD 7000.14-R Volume 4) contains accounting policies and procedures regarding the specific accounting standards for each category of assets.

2.  Cost Accounting versus Accounting for Liabilities.  There is often confusion over the difference between the process and policies for the recording of valid liabilities as obligations and the concept of cost accounting, such as Activity Based Costing (ABC).  Cost accounting policy and procedures prescribe the basic standards for identifying costs incurred and the subsequent allocation of these costs to accomplish a specific cost objective within DoD.  A DoD cost objective is normally defined in terms of discrete detailed activity or operations to carry on an activity or operations, or to complete a unit of work of a specific job.  There may be a series of intermediate cost objectives which, when combined, equal the final cost objective.  Therefore, the objective of cost accounting is to accumulate and record all the elements of cost incurred to accomplish a cost objective, whereas the DoD accounting process has as an objective the accurate recording of all assets and liabilities within a DoD standard uniform accounting system for management and reporting purposes.  It follows then that cost accounting systems generally constitute a module of the general accounting system and must be integrated with the overall accounting system.  A critical part of cost accounting is the establishment of the purpose for the cost accumulation, such as billing a customer or determining a government accumulated liability from industry. There are set standards for accumulating and allocating costs.  An example of these would be the published Cost Accounting Standards (CAS), established through public law, that requires compliance by certain contractors and subcontractors when performing government contracts. 

Accounting for Liabilities
3.  The accounting for financial liabilities is a category that is of significant importance and relevance to the process of contracting. A DoD liability is an amount owed by DoD for items received, services received, expenses incurred, assets acquired, construction performed (regardless of whether invoices have been received), and cash advances received but yet unearned.  Included are amounts owed for goods and services in the hands of prime contractors, but which are owned by the DoD under the terms of the contract, and amounts owed under grants, pensions, awards, and other indebtedness not involving the furnishing of goods and services.  A liability has three essential characteristics:


a.  It embodies a present obligation to others, which will be settled by the probable future transfer or use of assets at one of the following:



1.  A specified or determined date



2.  At the time of a specific event

 

3.  On demand


b.  Because of equitable or legal responsibility, the DoD has little or no discretion to avoid future sacrifice in fulfilling their responsibility to this liability, such as an obligation to make payment of funds.


c. The transaction or event giving rise to the duty and responsibility has already happened.

4.  Although liabilities rest generally on legal rights and duties, the primary purpose of the accounting policy for liabilities is to ensure their proper recording in the accounting system.  A few general rules for the recording of liabilities are worth review.  Amounts recorded as liabilities shall be supported by sufficient documentation that establishes the basis for the claim against the DoD.  Such documentation includes contracts, receiving reports and estimates of accrued liabilities for services provided but for which payment is not made.  Liabilities are recorded initially in the designated accounts for the accounting period during which the transactions giving rise to them, and removed in the period during which they are liquidated.  Liabilities are recorded in the amounts that reasonably represent the cost of the economic benefit to be used in settlement.  Finally, liabilities are recorded regardless of the availability of funds to be used in their liquidation.  This aspect of recording liabilities is discussed in the separate section of this guide regarding the Antideficiency Act.

Stages of Accountability
5.  The three principle stages of accountability are commitment, obligation, and expenditure.  These three stages of the accounting process are used to track availability of appropriated funds and the purposes to which those funds are applied.  Managers must continuously monitor the money in each of these stages in order to avoid violations of the Antideficiency Act, propriety of funding, and bona fide need aspects of fiscal law.  Especially important in this process is the certification of funds availability by the finance office.  These certifications attest that funds are currently available to cover the obligation authorized by a commitment and that the obligation authorized is a proper and valid charge to the funds cited.

6.  Most Air Force financial reporting and forecasting requirements are done in terms of commitment, obligation, and expenditure.  The financial manager must forecast monthly commitments, obligations, and expenditures for each fiscal year's budget.  Actual performance is then tracked against forecasted profiles and, if deviation thresholds are exceeded, explanations are required to higher headquarters on a monthly basis.


a. Commitment.  Commitments are administrative reservations of funds evidencing an intent to incur an obligation.  Commitments are based on firm requisitions, purchase requests, documents requiring start of actual contracting actions, or other authorized written evidence, which indicates intention to incur obligations.  When accounting and finance receive such documentation, a certification of funds availability is made to attest that funds are currently available and that it is a proper and valid charge to the funds being cited.  When these checks are done, the funds are committed (or administratively reserved) to cover the obligation that will be incurred when the documents are executed.  Once the funds have been certified as available, and the commitment established, an obligation may be incurred without further communication with the certifying official.  Another form of a commitment is a contingent liability.  A contingent liability is one which is related to a transaction or event and may or may not become an actual liability depending on a future event.  The uncertainty as to whether there will be a legal liability differentiates a contingent from an actual liability. Funds must be committed for a contingent liability at the time of contract award and based on the estimate provided by the contracting officer.  The section in this guide on Key Financial Concepts contains additional information regarding contingent liabilities.


b. Obligation.  Obligations are documented transactions, which constitute a legal requirement to provide a product or service to the government and a corresponding requirement for the government to pay for those items upon completion or delivery.  Therefore, an obligation reflects the amount of an order placed, contract awarded, value of goods and services received/accepted, and similar transactions that will require an expenditure (or payment of money). There are three kinds of obligations recorded by the financial officer in the accounting records.  They are undelivered orders outstanding (UOO), accrued expenditures unpaid (AEU), and accrued expenditures paid (AEP).  UOOs refer to liabilities incurred for goods or services that have not yet been received.  AEUs are liabilities for goods and services that have been received, but payment has not yet been made.  AEPs are liabilities for goods and services that have been received and paid (i.e., expenditure made). Downward adjustments of previously recorded obligations are referred to as deobligations.  An unliquidated obligation must be deobligated when the standards for recording obligations (as defined in 31 U.S.C. section 1501), are no longer met.  The deobligation of valid obligations to 'free up funds' for new obligations is not appropriate or authorized.  Funds legitimately deobligated within the period of obligation availability are, however, eligible for new obligations.  Deobligations can result from: (1) Final payment in amounts less than the amount of the original obligation; (2) Initial obligation determined to be invalid; (3) Reduction of previously recorded estimate; (4) Correction of accounting errors; and (5) Funds in excess of amounts required on the contract for the period.


c. Expenditure.  Expenditures occur when an invoice or similar document has been received and payment is made against it in satisfaction of an obligation.  Expenditure constitutes the final stage in the accounting process as it represents the payment or actual disbursement of money for goods and services received.

7.  There are many different ways in which funds may be used and rules governing how funds pass through the stages of accountability.  Some transactions may not flow through each separate stage of processing.  The process is dependent on the purpose to which funds are applied and the documentation supporting the transaction.

Defense Finance and Accounting Service (DFAS)

8.  The Defense Finance and Accounting Service is the accounting firm of the Department of Defense (DoD).  The agency’s most visible role is that of paymaster to active duty and reserve military personnel, DoD civilians, contractors, and vendors.  DFAS is responsible for identifying and implementing finance and accounting requirements, systems and functions for appropriated and nonappropriated funds, as well as working capital, revolving and trust fund activities--including security assistance. DFAS was activated in 1991 to improve the overall effectiveness of DoD financial management through the consolidation, standardization and integration of finance and accounting procedures, operations, and systems. The activation of DFAS created some significant changes in the way accounting and finance was previously performed within the Air Force. In fact, this transition and the full extent of the changes are still ongoing and can be expected to continue into the future. As we progress through this transition period, it is helpful to understand the three basic conceptual precepts, which provide the fundamental principles that underlay the goals of the DFAS:


a.  Procedures.  Simplify, standardize, and improve finance and accounting regulations and procedures throughout the Department.  This includes not only traditional guidance, but also standardizing finance and accounting data elements, formats, and specifications to enable the use of modern technologies.


b.  Systems.  Develop and deploy standard systems throughout the Department consistent with Corporate Information Management (CIM) initiatives and principles. This involves the deployment of fewer, improved, and integrated systems as well as the elimination of redundant systems.


c.  Operations.  Streamline the Department’s operations by the most practical cost-effective means, including where appropriate, the introduction of best business practices. This includes the elimination of nonessential activities, as well as further centralization and consolidation of functions.

9.  DFAS Headquarters is located in Washington DC.  DFAS is organized through five regional Centers, all responsible to DFAS-HQ.  DFAS Regional Centers are essentially service aligned. The DFAS Denver Center (DFAS-DE) is the Air Force Major Command and business activity finance and accounting Center. Each Center is supported by Operating Locations (OPLOCs). An OPLOC performs the day-to-day operations of departmental accounting and reporting, network accounting systems and procedural support, and command and control responsibilities assigned to DFAS in this consolidated finance and accounting environment. OPLOCs provide these services to the various bases or installation level organizations assigned to the DFAS Center’s prime customer. The accounting official performing these functions in DFAS OPLOCs are referred to as the OPLOC Directors.  In this finance and accounting consolidation, there were certain responsibilities that remained with the Air Force.  These responsibilities are performed by an Air Force FSO, or Financial Services Officer.  The FSO primarily provides direct customer service to wing and tenant personnel and acts as a liaison between wing organizations and tenant activities and the DFAS. The FSO is charged with a wide range of accounting responsibilities, which generally fall into the following primary areas of responsibilities:


a. Accounting Liaison.  This area includes the control and certification of propriety/availability of appropriated funds for wing and tenant requirements and various functions related to recording and certifying the accuracy of data in the accounting system.


b.  Customer Service. This area involves face to face customer service for military pay, civilian pay, and travel pay.


c.  Cashier Operations.  This responsibility is limited at the base level and is primarily focused on providing service to wing level personnel. As the title suggests this function disburses emergency funds, takes in collections and supports mobility and contingency operations.


d.  Cost Accounting. The FSO is responsible for performing cost accounting and cost accounting liaison functions. 

DFAS Operational Systems. 

10.  Operational systems are those systems which are used by OPLOC personnel to perform their daily work. Currently, there are multitudes of operational systems that support accounting. These operational systems include: pay of military and civilian personnel, management information, paying and collecting, Security Assistance Management, travel, MWR activities, Base supply operations, and Financial Inventory Accounting and Billing, and several MAJCOM unique accounting systems.  All of these systems continue to evolve as DFAS works to achieve its objectives as discussed above. There are a couple of these systems that are important to understand as they are currently the principal accounting systems used for Air Force operations.


a.  General Accounting and Finance System (GAFS).  GAFS is the accounting system for most appropriated funds.  It includes the accounting records for funding authority, commitments, accounts payable, accounts receivable, expenditures, and collections. 


b.  Central Procurement Accounting System (CPAS).  CPAS maintains accounting records for the central procurement appropriations. CPAS records all stages of fund execution at base level accounting offices. CPAS is also the interface source for reporting disbursements, redistribution of costs/expenses, and status of funding execution on contractual actions.


c.  Financial Inventory Accounting and Billing System (FIABS).  FIABS is an on-line transaction processing management and accounting system used at base level to process transactions describing inventory activity of the Supply Management Activity Group of the DWCF. These transactions are used to update local inventory control information, record the appropriate financial transactions, and provide a basis for billing the customer. 


d.  Job Order Cost Accounting System (JOCAS).  JOCAS is a full cost accounting system that collects, estimates, and tracks job order cost accounting information and maintains an accurate database from which users can produce reliable and timely management reports. 

11.  The importance of an accounting system that results in accurate accounting records for any type of organization, private or public, goes with out explanation. The process used within DoD directly is responsible for the validity of our accounting records. However, ultimately it’s the interaction and cooperation of contracting officials, financial managers, DFAS, and the contractors fulfilling DoD’s requirements, all working together, that is necessary to ensure accurate, timely recording and liquidation of liabilities. 
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ACCOUNTING CLASSIFICATIONS

General Overview
1.  The DoD accounting system utilizes a standardized accounting classification coding system. This coding, often referred to as a fund cite, reduces transcription, processing and reporting workload. The classifications ensure accuracy in posting transactions into the accounting systems for establishing the liability and to ensure the proper payment of designated funding for the liquidation of these liabilities. Therefore, it’s extremely important that a complete and accurate accounting classification be used on all source documents creating the liability. Source documents are defined as basic administrative or legal papers authorizing and evidencing a transaction, such as contracts, purchase orders, receiving reports, issue slips, vouchers, etc. Errors in identifying correct accounting classifications are a major source of contract payment errors and delays. As with the transition in accounting systems resulting from the establishment of DFAS, the DoD standard accounting classification structure continues to evolve. The following section provides the basic framework of an accounting classification and how to interpret the information contained in it. This guidance includes an example of a standard accounting classification for each major fund type used within AFMC. 
2.  The Accounting Method for Operations (Appropriation 3400). This system focuses on expenses as well as recorded obligations.  These expenses/obligations are recorded at the lowest management levels, commonly referred to as responsibility centers or cost centers (RC/CC).  The RC/CC structure is compatible with the FYDP structure in that RC/CC expenses are accumulated, in a building-block fashion, to Program Element level, and finally to MFP level, which provide successive levels in identifying who consumed the resource, and when linked with an EEIC, also provides what kind of cost was incurred. These are principal elements of the FYDP structure.

3.  The Accounting Method for Research and Development (Appropriation 3600).  Since R&D covers a wide range of efforts, different methods of accounting are used.  All budgeting and accounting, however, is still compatible with the FYDP structure.  R&D contracts are not identified to cost centers and Elements of Expense Investment Codes (EEICs) as in the 3400 appropriation.  Instead, contracts are identified to program managers, and costs are maintained at the Program Element and Project level.  The BPAC is the primary instrument for this function.  R&D costs for operating facilities and bases are budgeted and accounted for by Program Element, cost center, and EEIC, exactly like is done for the O&M (3400) appropriation.  Ranges, laboratories, and test centers also use a job order cost accounting system (JOCAS) that underlies the accounting system for operating costs and contracts.  This is a management system to track and identify costs provided to individual tasks or jobs that were performed within various cost centers; for example, a wind tunnel test for the F-22 aircraft.  The job order cost system is used to monitor project costs and to provide billing data to the project customer for testing performed.

4.  The Accounting Method for Investments (Appropriations 3010, 3020, 3080, and 3300).  This system keeps track of costs associated with the acquisition of equipment and real property identified as investments.  Budgeting and accounting for investments are compatible with the FYDP and focus on managing individual items.  The BPAC and Material Program Code (MPC) are the primary instruments for this function.  The MPC is a four-digit code.  It provides a subdivision of the BPAC for the procurement appropriations.  The MPC, when used in conjunction with the BPAC, provides a shredout of the major system segment, end items being procured, and high cost segments of the primary item being procured.

Accounting Classifications (Fund Cites) 

5.  To this point, we've discussed that appropriations have limits, that costs need to be identified to the organization, mission element, projects, etc., that cost data must be accumulated for management purposes, and that there are different accounting methods for each appropriation.  Therefore, all of these requirements and factors depend on identifying financial transactions to proper categories.  This is accomplished by accounting and reporting classifications (or fund cites) cited on the financial transaction document.

6.  The accounting and reporting fund cites are the long set of numbers seen on every document that involves an appropriated fund financial transaction.  In short, through its sequence of numbers it ties the Air Force funding structure together and forms the basis of our accounting system.

a.
Let's look at a typical accounting classification for the Operation and Maintenance appropriation.  This accounting classification contains six of eight major components.

5783400    3084719      273951     07    40920    503700

APPROPRIATION SYMBOL (5783400)

ALLOTMENT CODE (3084719)

RESPONSIBILITY CENTER/COST CENTER CODE (273951)

MAJOR FORCE PROGRAM (07)

ELEMENT OF EXPENSE/INVESTMENT CODE (40920)

ACCOUNTABLE DISBURSING STATION NUMBER (503700)

b. Each major component is made up of individual symbols and codes.  Let's dissect the accounting classification and look at each major component and its individual codes.

	5783400
	-


	APPROPRIATION SYMBOL.  These seven digits tell where the funds are coming from.

	57
	-


	The first two digits identify the Federal Agency or Department.  Air Force appropriations are identified by 57,  Others are 17--Navy, 21--Army, and 97--OSD.

	8
	-


	The third digit is the last digit of the fiscal year.  In this case it identifies FY 98 a one-year appropriation.  An “0/2” in this position would indicate a three-year appropriation. (An asterisk is used throughout the examples to represent the fiscal year of the appropriation.)

	3400
	-


	The last four digits identify the appropriation account and the Treasury fund of the appropriation.

	3084719
	-


	ALLOTMENT CODE.  These seven digits tell us the appropriation and when the money will be available, and who is going to use it.

	30
	-


	The first two digits identify the appropriation (called the fund code).  In this case 30 identifies the Operations and Maintenance appropriation.

	8
	-


	The third digit is the fiscal year designator (last digit of the fiscal year).

	47
	-


	The fourth and fifth digits identify the operating agency (OAC).  There is a code for each major command.  Here, we have Air Force Materiel Command identified.

	19
(Update)
	-


	The last two digits are the OBAN/ASN.  This two-digit code is assigned by the operating agency to identify the using installation under its control.  Here, 19 is Headquarters.  When used in the O&M appropriation, this code is called an Operating Budget Account Number (OBAN).  When used with any other appropriation, it is called an Allotment Serial Number (ASN).

	273951
	-


	RESPONSIBILITY CENTER/COST CENTER CODE (RC/CC).  These six digits identify the ultimate user responsible at the base or organization for incurring the cost.

	27
	-


	The first and second positions identify the two levels of responsibility within a chain of command.  The first position is assigned by major command.

	3951
	-


	The third through sixth positions identify specific cost centers and cost accounts below the first two responsibility levels (3900--Materiel Management).

	07
	-


	MAJOR FORCE PROGRAM (MFP).  This is a two-digit code identifying the Major Force Program to which the funds apply.

	40920
	-


	ELEMENT OF EXPENSE/INVESTMENT CODE (EEIC).  This code tells us exactly what the funds will be used for.  The basic code is three digits and is assigned by SAF.  The two digit suffix is assigned by the major command

	409
	-
	Per diem and Miscellaneous Expense--Mission TDY

	20
	-
	Information Meeting.

	503700
	-
	ACCOUNTING DISBURSING STATION NUMBER (ADSN) or Station Code.  This code identifies the base or station accountable for these funds.  In other words, who is holding the actual money to pay the cost incurred.  In this example, 503700 identifies Bolling AFB DC.  The first four digits are assigned by the Treasury Department and represent the disbursing station.  The last two digits are assigned by the Defense Finance and Accounting Service (DFAS) to indicate either agent or principal.



7.  The following examples show accounting classifications for each of the six categories of appropriations.
(1)
Procurement
	Appropriation Symbol
	Allotment
	BPAC
	MPC
	ADSN

	57*3080
	17*4720
	849954
	1015
	S595600


(2)
Construction

	Appropriation Symbol
	Allotment
	BPAC
	MPC
	ADSN

	57*3300
	24*4720
	P321
	743
	S595600


(3)
Research, Development, Test,

	Appropriation Symbol
	Allotment
	BPAC
	MPC
	ADSN

	57*3600
	29*4703
	613145
	0007
	S595600


(4)
Military Personnel

	Appropriation Symbol
	Allotment
	Project
	EEIC
	ADSN

	57*3500
	87*4720
	P722
	521
	S595600


 (5)
Military Family Housing
	Appropriation Symbol
	Allotment
	Project
	EEIC
	ADSN

	57*7045
	83*4720
	P722
	521
	S595600


 (6)
Operation and Maintenance

(a) Expenditure

	Appropriation Symbol
	Allotment
	RC/CC
	MPC
	EEIC
	ADSN

	57*3400
	30*7810
	413951
	02
	592
	S66550


 (b)
Reimbursement

	Appropriation Symbol
	Allotment
	Sales Code
	RC/CC
	MPC
	EEIC
	ADSN

	57*3400
	30*7810
	C91
	234430
	A8
	480
	S526500


KEY FINANCIAL CONCEPTS
Activity Based Costing (ABC) 

1.  In activity based costing, costs are described in terms of the activities that consume resources. Those costs are then related to the customer end products. The purpose of ABC is to focus management attention on understanding the true costs to produce or provide an item/service, not just on the type of resources or costs being incurred to produce the item/service.

Advance Procurement Planning 

2.  This involves initiating actions toward the purchase of a requirement, which is properly chargeable to funds for the next fiscal year.  Advance Procurement Planning is employed when a requirement has a high enough priority to ensure that it will not be canceled when the next Fiscal Year funds become available. When an Advance Purchase Request is initiated, appropriate certification is obtained by the Comptroller, bids or proposals may be received, opened and final award prepared, the contract may be signed and approved but will not be distributed.  The contractor will not be notified that they have been awarded the contract until funds have been appropriated and fund availability has been certified by the accountable funds certification officer. There may be cases that involve an option of awarding a contract and including an Availability of Funds clause in the contract. However, in these cases it is best to fully coordinate such contract actions with legal and financial management to make sure the terms and conditions don’t actually constitute violations of the Antideficiency act by incurring obligations before funds were legally available

Appropriations Limiting Authority 

3.  There are special rules that come into play during the end and beginning of a fiscal year.  Each year, the DoD Appropriations Act provides that: "Not more than 20 percent of the appropriations in this Act which are limited for obligations during the current fiscal year, shall be obligated during the last two months of the fiscal year." Although this limitation applies at the appropriation level, the responsibility for complying with this legal limitation is passed down to each funded activity.  Therefore, any indication that more than 20 percent of an activity's annual budget authorization will be obligated during the last two months of the fiscal year must be identified to the Headquarters immediately.

Centrally Managed Allotments (CMA) 

4.  These are allotments established to finance those activities where central controls are more practical than establishing controls with numerous specific allotments.  An example of a CMA is the Second Destination Transportation account, which provides for shipment costs of items within the DoD inventory.  Authority must be granted prior to citing these funds and documents citing these allotments must be provided to the activity responsible for the CMA.

Contingent Liabilities 

5.  At times it may be difficult to determine the precise amount of a liability. A contingent liability is one, which is related to a transaction or event and may or may not become an actual liability depending on a future event.  The uncertainty as to whether there will be a legal liability differentiates a contingent from an actual liability. Regardless of the difficulty in estimating these costs, Air Force policy requires adequate funds be available to cover these potential or contingent liabilities. Contingent liabilities represent additional funds over and above the amount, which legally may be recorded as a valid obligation. Therefore contingent liabilities are recorded as commitments in the accounting records to reserve these funds, pending the determination of the actual cost. The funded activity must ensure that enough funds remain available for not only valid obligations as recorded, and probable increases to these recorded obligations, but also enough funds to cover all contingent liabilities. (Refer to Section on Funding Contract Liabilities for additional discussion on contingent liabilities.)

Continuing Resolution Authority (CRA)
 6.  Authorization and Appropriation Bills are supposed to be enacted prior to 1 October each year.  However, there are years when they have not been enacted on time and a CRA is required.  A CRA provides limited authority for agencies to continue essential operations pending passage of the Authorization and Appropriation Bills.  Normally, a CRA limits expenditures or production quantities for programs, projects or activities to last year's rate and may also include other spending restrictions as directed by Congress, DoD, or Higher Headquarters.  Program new starts or new multiyear procurements are not permitted under CRA.  When a CRA is anticipated at the start of a new fiscal year, a tasking is initiated to develop requirements for spending authority during 30/45/60/90/180 day periods.  This often requires involvement by contracting personnel to determine contract award requirements and impacts if awards are slipped.

Debt Payments and Interest. 

7.  There are two general categories of debt and interest ---- contractor indebtedness to the government and government indebtedness to contractors.  Another area involving interest rates worth mention relates to the cost of money allowance under the Cost Accounting Standards (CAS) Part 414 and 417.  The cost of money rate is based on the interest rates determined by the Secretary of the Treasury, pursuant to Public Law 92-41.  As you will see in the following paragraphs, the determination of interest rates is the responsibility of the Secretary of the Treasury.  This ensures a consistent interest rate is applied throughout the government for payments, collections, or allowances.  The two general categories of debt and interest are briefly discussed in the next paragraphs.  However, it should be noted that issues regarding contract payments and applicable interest is a complex subject area governed by a multitude of laws, regulations, and individual contract clauses.  Therefore, it is highly recommended that issues be resolved through the joint consultation of the contracting, financial management, and legal offices.


a. Contractor Indebtedness.  Cooperation among auditors, contracting officers and financial managers is essential to determine the indebtedness, and to effect full and prompt collection of the established debt.  In general, the contracting officer determines and collects a contract debt.  All amounts due must be paid in one sum upon demand, either in cash or by offset against existing and unpaid amounts due the contractor, even though the contractor has filed or contemplates filing an appeal (refer to the Refunds paragraph for explanation on disposition of this money).  Contracting officers or financial officers may not grant postponement of payments or indebtedness.  Instead, they refer all such requests to DFAS.  If debts are not collected within 30 days, these debts become delinquent and are transferred to DFAS for collection.  Interest charges are accrued on contractor indebtedness for any amount not paid within 30 days from the date of the demand.  Interest is assessed at the rate shown in the current Federal Register as established by the Secretary of the Treasury per Public Law 920-41.  DFAS periodically furnishes the interest rate to financial officers by AIG message.  Higher interest rates can be assessed if an organization determines the rate is necessary to protect the interests of the Air Force and United States.


b.  Government Indebtedness  Each contracting instrument issued (including contracts, leases, purchase orders, calls on contracts, delivery orders, etc.) shows the official designation and location of the financial officer who makes payment.  DFAS makes payments covering purchase orders and contracts entered into by contracting officers under regulations governing the functions of purchasing and contracting officers.  As a prerequisite to payment, DFAS must be furnished with supporting documents or vouchers which serve as evidence that a legal disbursement of public funds may be made.  The Prompt Payment Act requires the Air Force to make payments to vendors per the terms specified in the contractual document.  That is, don't pay early and don't pay late.  Additionally, if late payments are made, interest penalties must be paid to the vendor.  The interest penalty is at the rate established by the Secretary of the Treasury per Public Law 92-41.  This interest penalty rate is published in the Federal Register semiannually on or about January and July.  This same general procedure is followed in paying debts under the Contract Disputes Act of 1978.

Delineation of R&D versus Procurement Funding Responsibilities 

 8.  Determining the correct type of funds and the various rules that apply in a particular situation can be complicated.  These determinations are a primary responsibility of the Comptroller Financial Management staff.  The guidelines for identifying costs to various appropriations are contained in AFI 65-601, Volume I. The following is offered to help understand the difference between R&D versus procurement funding responsibilities, as this area is often one of confusion.  Efforts involving an R&D program while it is still in the laboratory are RDT&E-funded according to DoD guidance and are usually clear.  However, in the operational system development and the acquisition phase, the line of demarcation between RDT&E and the procurement appropriations is less clear.  The type of work performed (such as engineering, manufacturing, management and support, quality assurance, configuration control, facilities, and tooling) is not always an accurate indicator of which appropriation should be charged.  A clear understanding is required as to the purpose of the RDT&E and procurement appropriations within the framework of the system life cycle.  Once these purposes are defined, the proper determination can usually be made by identifying the purpose of work and where it falls within the system life cycle.  Gray areas are normally resolved in favor of RDT&E funding (funded by RDT&E).  Preferably, RDT&E and procurement funds should be cited on separate contracts.  However, if that is not practical, they must be separated within the contract by identifiable line items that clearly separate funding responsibilities and the requirement for a separate contract account and payment documentation.
Full Funding
9.  Under the full funding policy, any procurement funds programmed or budgeted in a given fiscal year must cover the total estimated cost of delivering the procurement quantities requested for that fiscal year. Under the full funding policy, all end items procured must be complete, militarily usable items. Also, no additional or future appropriations should be necessary for delivery of the quantity of congressionally approved end items. The full funding policy informs Congress and the public in advance of the total estimated resources required to obtain a desired military capability. There are two exceptions to the full funding policy.


a.  Advanced Procurement   Advanced procurement (also called advance buy) applies to components with significantly longer procurement lead times which must be procured in advance of the Fiscal Year in which the related end item is to be funded.


b.  Advance Economic Order Quantity (EOQ) Procurement  Advance EOQ procurements are also an exception to full funding and applies only to multiyear procurements.  Under multiyear procurement, the Air Force commits to buy more than one year of a program's requirements with a single contract.  Advance EOQ procurements, in connection with multiyear contracts, involve the procurement of material for future year production that is not required by procurement lead times, but is desirable for economic reasons. Requirements for up to five program years may be obtained through an advance EOQ buy.

Incremental Funding 

10.  The incremental funding policy applies to the RDT&E appropriation. RDT&E funds are available for new obligation for a period of two years. However, the incremental funding policy states that only the funds required for work to be performed and costs to be incurred in the first fiscal year of the appropriation availability are included in the budget request for that fiscal year. Since RDT&E efforts can be dynamic in nature, exceptions to incremental funding may be authorized to accommodate slippages, terminations, and reapplication of funds.

In-Transit Disbursements
11.  An in-transit disbursement is a condition in the accounting records where the disbursement records of payments made by another accounting station (‘by-others’),  have not yet been posted by the accounting station who is accountable for the funds cited for obligation on the funding instrument. (See definition of Problem Disbursements)

Multiyear Procurement and Funding
12.  The following definitions, all involving the term “multiyear," are discussed to help differentiate the distinction between the many uses of the term ‘multiyear’.

a.  Multiyear Procurement  Multiyear procurement is a procurement method which commits the Air Force to buy more than one year of a program's requirements in a single contract award.  In multiyear procurement, Congress acknowledges the total planned procurement for the specified period (up to five years) and commits future Congresses to appropriate funds for the future buys.  However, the Congress is not bound to appropriate the funds for the outyears.  If adequate funds are not appropriated, the contract must be canceled and the Air Force must pay the contractor a cancellation charge.  This protects the contractor against losing the nonrecurring costs invested in the program since they cannot be recovered through future Air Force payments for items which will now not be delivered.  This procurement approach avoids annual nonrecurring start up costs and enhances the program's stability. (Refer to discussion on cancellation ceiling included in section on Funding Contract Liabilities.)

b.  Procurement with Contract Options Covering Multiple Years  The traditional approach to procurement, often called annual buy, authorizes the purchase of a specific number of units for a particular weapon system or commodity in a given year.  Congress authorizes and appropriates funds one year at a time, even though it is aware of future procurement plans through documentation and reports such as the Selected Acquisition Reports (SARs).  A commitment is made for only one year and no assurance is made for the procurement of outyear requirements.  Options are commonly included so totally new contracts do not have to be negotiated.  Options do not commit the Air Force to procure the outyear requirements but provide the unilateral right to do so under negotiated terms and conditions. Therefore the Air Force has no funding obligation or liability for options which are not exercised.

c.  Multiyear Funding of Contracts  Contract funding is the process of committing or reserving available funds for a specific purpose.  It then authorizes a contracting officer to incur an obligation through a contract.  As a general rule, multiple years of contract effort cannot be funded with a single year's appropriation.  For multiyear contracts and contracts with options covering multiple years, DoD does not fully fund (in the first FY) the entire program requirements being purchased.  Instead, multiyear requirements are funded one year at a time with an appropriation enacted by Congress specifically for that fiscal year's requirement.  At the time the contract is awarded, funds are appropriated for the first year only.  When funds are appropriated in the subsequent years, they are obligated when the contracting officer executes a contract modification or option for the given program year's requirements.  The contractor is not required to proceed until funds are appropriated and the contractor has been informed that the funds are available. In addition the contractor can not be encouraged to proceed until funds are appropriated and available. Such actions on the part of any government official can have implications related to Antideficiency act violations.

d.  Multiple Year Appropriation Funding  Multiple-year appropriations are made available by Congress for obligation for a finite period of time in excess of one fiscal year.  Multiple year appropriations in the Air Force include RDT&E (3600) funds which are available for obligation for two years; Aircraft Procurement (3010), Missile Procurement (3020), and Other Procurement (3080) funds which are available for a three-year period; and Military Construction (3300) funds which are available for five years.

e. Contracts involving use of multiple year funds can present many challenges. First, although those appropriations are available for obligation in excess of one year, the obligations incurred must be a bona-fide need of that fiscal year's appropriation. Second, the deliveries normally must be made within the life of the appropriation to avoid funds cancellation. Third, even though the funds are technically available for three years, funding can be lost to OSD budget cuts unless there is full justification as to why the funds were not obligated as initially planned.  (Reference section on Appropriation Availability for further discussion on these areas). One final note to remember, in reality, due to the nature of the items being acquired, most contracts that are structured to procure multiple years of requirements are typically funded with multiple year appropriations.  However, you do not need multiple year funds to fund a multiyear procurement.

Negative Unliquidated Obligations (NULOs)
13.  A NULO is a condition in the accounting records when recorded expenditures exceed the amount of recorded obligations at the ACRN level on a contract. In simple terms this normally indicates a contractor has been paid more than the amount of funds authorized for a particular task, or activity. (See definition for Problem Disbursements)
Outlays and Expenditures 

14.  Funds received through the budget process are classified and accounted for as commitments, obligations and expenditures. Commitments are reservations of funds showing an intent to incur an obligation. Obligations are documented transactions which constitute a legal requirement (see 31 USC 1501, Documentary Evidence Requirement for Government Obligations), to furnish supplies or services and for the government to pay for any items at completion or delivery. Expenditures occur when an invoice or similar document is received and payment is made. Commitment and obligation of funds normally must occur before an expenditure is made. An outlay or expenditure occurs when a Finance Officer makes a payment. The payment is made based on vouchers and supporting documents such as contracts, purchase orders, invoices, and receiving reports. Therefore, an expenditure represents the actual payment for goods and services received. Each contract instrument issued identifies the accounting office responsible for making payments. For the Air Force, this is usually DFAS Columbus. A proper invoice must be received by the paying office prior to issuance of payments. Payment data is sent back to the obligating office through the accounting system. The Prompt Payment Act requires each Federal agency to pay an interest penalty if payments are not made by the required date. No additional resources are budgeted or approved for interest penalties; they must be absorbed within existing appropriations. Procedures and policies related to outlays and expenditures have been gaining in importance. This is true not only in terms of measuring program execution performance, but also in terms of managing unliquidated obligations; resolving negative unliquidated obligations in the accounting records; and accomplishing contract closeout. Finally, each year the DoD Comptroller requires financial managers to prepare an Obligation and Outlay forecast. It is important for the financial manger to coordinate with various functional areas in understanding planned commitments and obligations along with the program’s expenditure patterns so submitted forecasts are realistic.

Problem Disbursements
15.  This is a general term developed to categorize several different conditions where expenditures in the accounting records are not in agreement with the original related obligations and must be reconciled. There are three categories of problem disbursements: Unmatched Disbursements; Negative Unliquidated Obligations; and In-Transit Disbursements. The resolution and cause of problem disbursements continue to be a major concern in DoD. Under current DoD procedures, if problem disbursements can not be resolved within stated timelines the accounting office must request additional funds from the funds holder to record the problem disbursement as an obligation. Initial analysis shows that most of these problem disbursement are being caused by long line accounting classification input errors as opposed to an actual overobligation of funding authority. Consequently, this has caused great concern regarding the requirement to provide additional obligation authority for what might ultimately be found to be an administrative error. Due to the significant impact of this problem to AFMC activities, it has become the center of much effort to find appropriate and permanent solutions.

Reimbursements and Refunds

16.  Reimbursement.  When an activity provides services or material to other government agencies, other appropriations, or to commercial enterprises, the activity occupies the role of seller.  If the activity is authorized to charge for these items and retain the monies received for such items, they are reimbursed by the user of the goods and services.  The major sources of reimbursement are: (1) orders for procurement by another military department (MIPRs), (2) project orders issued for materials, supplies, equipment or services, (3) orders from another U.S. government agency, and (4) services to nonappropriated fund activities, Defense Working Capital Funds, private firms or individuals.  Reimbursements are accomplished through the use of reimbursement budget authority (RBA).  Reimbursement budget authority is used to increase the total funding authority available to the procuring activity by the amount of money they expect to receive from the ordering agency.  This reimbursement budget authority allows the procuring agency to fund the material or services requested by the ordering agency without encumbering the procuring agency's funds.  Then, when the material or services have been provided, the ordering agency reimburses the procuring agency for the costs incurred. It needs to be noted that the specific authority for retention of reimbursements normally requires that the monies collected be credited to the same appropriation or fund account to which the previously related expenditure for the items was recorded
.

17.  Refunds & Credits.  Refunds are recoveries of excess payments, which create a credit to a fund account.  These items, such as the recovery of a salary overpayment or contract overpayment, are not included as reimbursements but are treated as reduction of disbursements.  When a credit adjustment occurs, it makes funds available for reobligation.  However, the rule is that refunds must be credited to the same appropriation or fund account to which the previously related expenditure was recorded.  The credit cannot be applied to another current or future effort.  For example, if a determination was made that a credit is due the Air Force on a contract, which extended over a three fiscal year period, the credit must be applied appropriately to each of the three fiscal years in which funds were disbursed for the effort.  This is an important factor in determining whether or not the activity that originally made the disbursement can reobligate the funds from the credit.  In general:

- If the credit (e.g., check from a contractor) is to appropriations still active for obligation, the 
activity that originally made the disbursement can reobligate the funds.

- If the credit is to appropriations that have expired, the credit increases funds availability, but only for adjustments/expenditures against previously recorded obligations.

- If the appropriation or fund account that originally made the disbursement is canceled or cannot be properly determined, the credit must be deposited to the general fund receipt account of the U.S. Treasury.  In this case, the credit does not result in the ability for the activity to use the funds for any purpose.  
In summary, there is a principal difference between a refund and a reimbursement. A refund is primarily used to correct an error in the disbursement of cash. Whereas, a reimbursement results from a conscious effort on one activity’s part to acquire an item or service on the behalf of another activity, with the full, up-front understanding that payment for costs incurred will be provided by the ordering activity when payment is due. This is an area most folks can get into trouble with, so the best advice is to always consult the financial manager on matters involving reimbursements or credits/refunds.

Reprogramming  
17. A reprogramming action involves the movement of funds between a Program Element, procurement line item, Budget Activity, or in some cases a BPAC, which changes the application of financial resources from those originally programmed and approved by Congress.  Funding requests are justified to Congress in the President's Budget documentation.  Through the Authorization and Appropriation Acts, Congress provides its approval and intent for the use of funds.  However, Congress realizes that during execution of approved programs, unforeseen requirements, changes in price estimates, and other such changes may require some adjustment of funds from the specified purposes for which they were originally justified.  Therefore, Congress has established certain thresholds, which allow DoD some flexibility in reprogramming funds (called below threshold).  Reprogrammings that exceed these thresholds must be submitted to Congress for approval (called above threshold, prior approval or congressional notification).  The procedures and criteria for accomplishing a reprogramming are designed to provide a basis for retention of Congressional control over Defense appropriations by assuring that Congressional intent is carried out, while also providing a timely means for achieving flexibility in the execution of Defense programs.  The guidelines that follow provide a summary of the general rules of the road concerning reprogrammings. However, reprogramming actions are often not straightforward and each one can involve a different set of complexities.  Depending on the dollar amount, special interest nature of the action, and other such criteria, reprogramming actions can require different processing procedures and different levels of approval.

GENERAL REPROGRAMMING GUIDELINES

Need to Update if it’s Kept
1.
The program manager must first attempt to restructure the program content to management within currently approved funds.  If this is not possible, the requirement must be a higher priority than the program/project sourced to provide the funds for the reprogramming.

2. The reprogramming cannot be for any program/project denied by Congress or reduced "with prejudice" during the Authorization/Appropriation process.

3.
Reprogrammings involving the following criteria require Congressional Approval:

· Transfer of funds between appropriation and/or fiscal years.

· Increases to the quantity of any procurement line item for which Congress has authorized a specific quantity.

· Actions affecting an item that is designated a special interest to any of the congressional committees.

· Creation of new programs or line items which will result in "significant" follow-on costs.

4.
Congressional action is required if a reprogramming (or in RDT&E, a BPAC realignment) action, either singularly, or cumulative,  exceeds any of the following threshold amounts.  Reprogrammings below these threshold amounts are processed and approved within Air Force.

· An increase of $10M or more in a budget activity in the Military personnel (3500) or the O&M (3400) appropriation.

· An increase of 20 percent or $10M or more (whichever is greater), to the appropriated level in a procurement (3010, 3020, 3080) line item; or the addition to the procurement line item data base of a procurement line item of $2M or more.

· An increase (or decrease) of 20 percent or $4M or more (whichever is greater), to the appropriated level in a RDT&E (3600) program element; or the addition of a new program the cost of which is estimated to be $2M or more and exceeds $10M within a three year period.

· Congress requires AF to monitor reallocations between BPACs within a program element in the RDT&E appropriation and provide notification to the Congress when reallocations total or would exceed $4M.

Severable.
19.  Appropriations may only be used for the purposes for which they are made available and only for bona fide needs of their period of availability. Questions generally surface in applying this rule when the services rendered extend beyond the end of a fiscal year. The determination on which appropriation to charge depends upon whether the services are severable or entire. Service contracts that are considered severable may not cross fiscal years, in the absence of statutory authority. There is no precise formula or rule that will determine whether or not a contract is severable or entire. Primarily the question of whether a contract is entire or severable is one of intention, to be determined from the language which the parties have used, the subject matter, and the circumstances of the agreement. If the essence for acceptance of contract performance is based on the whole quantity, service, or thing, the contract would be considered as entire. Conversely, if it appears that the quantity, service, or thing is to be accepted in stages, or by several performances, the contract may properly be held to be severable. Each case must be determined by the terms and circumstances involved. There are a series of guidelines in DFAS-DE (AFR) 170-8, Accounting for Obligations, that should be considered in making these determinations, along with financial and legal advice.

Termination Liability Costs  

20.  Termination liability costs are the estimated costs associated with covering the maximum value of outlays that could be incurred for work accomplished and in progress by the end of the budget year plus the maximum cost to the government associated with termination of the contract at the end of the budget year. Refer to the section of this guide on Funding Contract Liabilities for additional discussion on this topic.
Time-Phased Procurement 

21.  Accompanying the full funding policy is the concept of time-phased procurement. This concept provides for timing the procurement of related items to coincide with the delivery of an end item. In this way, support items are procured on a schedule, which is coordinated with that of the major end item without tying up financial resources for extended periods of time before the funds are actually needed for obligation.

Unfunded Requirements (UR) 

22.  In general, unfunded requirements occur when there is a mismatch between the directed program (or “must-pay” bills) and the approved financial program.  An unfunded requirement can normally be resolved in one of three ways.  First, the direction causing the unfunded requirement can be changed or lower priority efforts in the program can be eliminated to free-up funds to cover the shortfall.  Second, a reprogramming can be pursued.  A reprogramming involves the movement of funds from one Program Element, Procurement line item or Budget Activity to another, which changes the application of financial resources from those originally programmed and approved by Congress.  Third, a supplemental appropriation can be requested.  This involves a request to Congress for an increase to the current amount appropriated for a requirement.  Although this option is available, it is rarely used unless it involves a large scale DoD shortfall.  Another important point to keep in mind is the AFMC policy in resolving unfunded requirements, which is to first pursue restructuring the program to manage within current funding.  A reprogramming action is considered a last resort to resolving unfunded requirements.

Unliquidated Obligation (ULO)

23.  An ULO is a condition where a liability has been incurred and recorded as an obligation, but for which the obligation has not been fully paid, or liquidated in terms of recorded expenditures. This normally results while the government is waiting for goods to be delivered or performance to be completed in fulfillment of the recorded liability, before payment for these goods or services can be made.

Unmatched Disbursements (UMD)
24.  An UMD is a condition in the accounting records where payment transactions received by an accounting station can not be matched to an obligation. (See definition of Problem Disbursements)

Weapon System Engineering
25.  With the creation of AFMC and the concept of Integrated Weapon System Management, the appropriate funding for weapon system engineering evolved as a significant disconnect.  Weapon system engineering includes the definition, optimization, design, integration, interface control, test, verification, production, delivery, and support of the product throughout its life cycle.  These activities are categorized by the nature of work to be performed into:  Development Engineering (3600), Production Engineering (30XX), and Maintenance Engineering (3400).  The subcategories of weapon system engineering are used primarily as a means of correlating engineering activities to a major appropriation.  The appropriation correlations shown are general; there are exceptions.  The following provides the basic structure and definitions for differentiating the costs based on the nature of the work.  

a.  Development Engineering - Includes the engineering effort required to define, develop, optimize, design, integrate, test, evaluate, and verify a new weapon system, equipment modification or other product prior to production.  For systems in development,  the general objective of this engineering effort is to achieve a specified performance or capability level.  As it relates to fielded systems, the general objective is to improve or provide new performance or capability. In general, the characteristics include achieving or substantially improving product performance, use of immature or unproven technologies, moderate to high risk, execution under a Program Management Directive, application at the system or sub-system level, establishment of a new stock number or product classification, and application to pre-production systems or products.  Efforts possessing one or more of these characteristics may be best funded under the RDT&E (3600) appropriation.  

b.  Production Engineering - Includes the engineering effort required to plan, design and develop, the tooling, materials, quality assurance, and manufacturing procedures necessary to achieve a cost effective, producible production article.  As it relates to fielded systems, the general objective is to correct deficiencies in the approved production baseline while the product is still in production.  This applies to both first run production and modifications/upgrades. Efforts possessing one or more of these characteristics may be best funded under the Procurement (i.e. 3010, 3020 3080) appropriations.

c.  Maintenance Engineering - Includes the engineering effort required to review, assess, define, and resolve technical or supportability deficiencies revealed in operational service.  The general objective is to sustain the current or designed operational performance or capability.  Maintenance engineering efforts may lead to development and/or production engineering efforts. 
In general, maintenance engineering characteristics include sustaining product performance or capability, use/integration of proven technologies, low to moderate risk, application at sub-system or component level, retention of existing stock number or product classification, and application to fielded system/product/materiel.  Efforts possessing one or more of these characteristics may be best funded under the O&M (3400) appropriation. 
What-if Exercises 

26.  What-if exercises are evaluations to determine the effect of varying production quantities and/or funds on a given program. What-if exercises are normally performed during the development and production phases of the program. What-if exercises can occur for a variety of reasons, but typically result from Air Force budget cut drills or congressional inquiries. The nature of these exercises often result in short suspenses, and at times, do not allow for properly coordinating an answer with all the desired functional areas. Therefore it is very important that everyone be aware when these happen and obtain back-briefs on what and how answers were formulated.

FUNDING CONTRACT LIABILITIES

(Need to update for new UCA guidance)

General Overview
1.
An important financial aspect of contracting is the status of funds on the contract, specifically in terms of whether  they are in obligation, commitment, or expenditure status.  Because of the importance, there are often concerns and questions over when, and how much funding is actually obligated or committed against various contract actions/liabilities. This status often becomes a measurement used in evaluating the need for additional funds for the effort.  Using a summary of common contract types, this section provides an explanation of how the various contractual liabilities are funded and recorded in the stages of accountability.

2.  A second, equally important aspect of funding contract liabilities involves situations where funds obligated on the contract have either expired or canceled. As discussed in the section of this guide of Fiscal Law Tenets, the rules covering this aspect of financial management can be confusing depending on the particular circumstances of the requirement. There is no better advice that can be provided than to consult with a financial management expert or funds certifying officer when these situations present questions. 


Fixed-Price Contracts.  

3.  An obligation in the full amount of the firm fixed price stated in the contract will be recorded in the accounting system upon contract award.

Fixed-Price Contracts with Escalation, Price Redetermination, or Incentive Provisions.  

4.  An obligation will be recorded in the amount stated in the contract target price or billing price for contracts with an incentive clause.  That part of the ceiling or maximum contract amount which is a contingent liability, (and as such not a valid obligation), represents an outstanding commitment in the accounting records, but only to the extent it is expected there will ultimately be an additional obligation.  For example, in a fixed-price incentive fee contract, an obligation is recorded for the billing price of the contract.  A commitment is recorded for the estimated incentive fee amount that could be earned based upon expected contractor performance.  Amounts committed for the incentive fee need not be at the maximum under the contract, but an amount, which may be conservatively estimated to cover the obligation arising when the incentive fee is earned by the contractor.  Commitments established for the incentive amount should be reviewed periodically to make sure that the amount being reserved is a reasonable estimate of the obligation that will result upon finalization of the incentive fee.  The commitments recorded for incentive fees should remain through funds expiration to ensure funds will be available for payment of the fees.

Cost-Reimbursement and Time & Materials Contracts. 

5.  An obligation will be recorded for the total estimated cost shown in cost, cost-sharing, cost-plus-fixed fee, cost-plus-incentive-fee, cost-plus-award-fee, time-and-material, and labor-hour contracts.  That part of the contract amount which is a contingent liability (e.g., ceiling amount or award fees) represents a commitment in the accounting records, but only to the extent it is expected there will ultimately become an obligation (see example above).

Indefinite Delivery Type Contracts and Basic Ordering Agreements. 

6.  In general, a commitment is recorded in an amount equal to the funds availability certification made by the funds certifying official. Commitments are only recorded for orders expected to be issued or awarded, or for options expected to be exercised. Obligations must be recorded based on documentation for all issued or awarded orders, services rendered, quantities received, purchases made and for any minimum quantity of supplies/services under an indefinite quantity contract.  These type contracts should be reviewed routinely to reevaluate the requirements under the contract, and amended documents issued by the contracting officer to prevent excessive funds from being unnecessarily reserved.

Letter Contracts. 

7.  An obligation is recorded in the amount of the maximum liability stated.  Obligations and/or proper commitments are established/adjusted as appropriate when contracts are finalized.  (See guidance below on UCAs)

Multiyear Contracts. 

8.  10 U.S.C. 2301 describes a multiyear contract as a contract for purchase of property or services for more than one, but not more than five, program years.  Such a contract may provide that performance under the contract during the second and subsequent years of the contract is contingent upon the appropriation of funds and may provide for a cancellation payment to the contractor if such appropriations are not made.  The policy for issuing multiyear contracts is in FAR Subpart 17.1 and Air Force FAR Supplement.  Contracts awarded under multiyear procedures are generally firm fixed price or fixed price with provisions for economic price adjustment.

a.  The funding of multiyear contracts has two components: the end items being procured and the cancellation ceiling.

(1)
The amount required to fully fund the end item requirements in a given fiscal year is the total end item cost less any portion of the end item cost previously obligated for advance procurement.

(2)
The cancellation ceiling consists of the estimated termination liability created by the advance Economic Order Quantity (EOQ) procurement (i.e., the recurring costs) and the nonrecurring costs.

b.  An obligation is recorded for multiyear contracts in the amount of the price of the supplies or services specified for delivery or performance in the first fiscal year.  Subsequently, each time the contractor is notified that funds are available to cover another fiscal year's requirement, a new obligation is recorded in the amount of the price of supplies or services specified for delivery or performance in that fiscal year.


c.  In the event funds are not made available for the continuation of a multiyear contract into a subsequent fiscal year, the contract is canceled.  Cancellation is the unilateral right of the Government not to continue contract performance for subsequent fiscal years' requirements.  The cancellation ceiling is the maximum amount the Government will pay to the contractor upon cancellation.  There are two directives that require the recurring portion of the cancellation ceiling to be funded.  DoD Appropriations Acts have directed that the EOQ advance procurement must be funded to at least the limits of the Government's liability.  In addition, DoD Directive (DoDD) 7200.4, Full Funding of DoD Procurement Programs, requires the budget to cover at least the termination liability of the EOQ multiyear contract since it is DoD's policy not to create unfunded contract liabilities for EOQ procurements associated with multiyear contracts.  The nonrecurring portion of the total cancellation ceiling is not attributable to EOQ procurement and is not subject to these DoD Appropriations Act requirements.  Flexibility lies with the decision-maker in whether or not to fund the nonrecurring portion of the cancellation ceiling. However, the program manager should refer to the current funding policy for any changes in this area.  


d.  It is important to keep in mind that the cancellation-ceiling amount cannot exceed what the contractor would have recovered had the contract been completed.  The amount which is actually paid to the contractor upon settlement for unrecovered costs (which can only be equal to or less than the ceiling) is referred to as the cancellation charge.  The costs of cancellation are paid from unobligated funds available in the program and/or appropriation.  Finally, funding for a multiyear contract does not necessarily have to be "multiyear funds” or stated in other words, funds Congress has appropriated that have an availability for new obligation for more than one year. (See section on Fiscal Law Tenets/Appropriation Availability).  In fact, the funds obligated on a multiyear contract each year should represent a new fiscal year's money, appropriated by Congress, for that specific year's delivery or performance in that fiscal year.  For example, a multiyear contract, let in FY 99 for three years would be funded with FY 99, FY 00, and FY 01 money appropriated by Congress in each of those years.

Provisioning Clauses.  

9.  When a contract provides for later “provisioning" (that is, identifying and ordering the specific parts), the estimated cost established in the contract clause is not an obligation until made definite, instead this amount represents  a commitment.  An obligation is recorded based on the estimated prices when provisioning orders are issued against the contract on a SF 30, Amendment of Solicitation/Modification of Contract.

Change Orders/Contingency Items.   

10.  A contract may provide for additional performance on the part of the contractor within the scope of the original contract.  These provisions (commonly referred to as contingency items) encompass engineering changes, facilities, maintenance, repairs, and/or parts.  In general, these items are not recorded as obligations until the final approval of the additional performance, specific work or supplies to be furnished; and negotiated prices are provided through a contractual document to the contractor. If a modification is executed containing a maximum price for the change, that amount must be obligated.

Termination Cost Clauses.  

11.  Termination for convenience is a procedure, which may apply to any government contract, including multiyear contracts.  Termination can be effected at any time during the life of the contract and can be for the total quantity or a partial quantity.  Termination is contrasted with cancellation, whereas cancellation is more commonly associated with multiyear contracts and is effected between fiscal years for all subsequent fiscal year's quantities.  The termination liability is the maximum cost the government would incur if a contract is terminated.  In general, the termination liability cannot exceed the cost budgeted to complete the effort under contract.  Therefore, the Air Force as a rule, does not budget for contingent termination liabilities, special termination cost clauses, or potential liabilities under cancellation clauses in multiyear contracts.  These are costs, which will be incurred only in the event of termination.  Obligations are recorded when action to terminate is taken.  In this sense, the obligation to the Air Force arises only when the contract is actually terminated and as such, no commitments are established in the accounting records to reserve funds.  However, funds must be made available to cover these costs if termination actually occurs.  In these instances, the Air Force will fund a termination liability from resources otherwise already available within the program rather than budgeting for such potential costs in the contract or program element.  For example, if a contract containing a termination cost clause is terminated before completion, the termination charges are covered first by the remaining funds in the program budgeted for that contract effort.  If termination costs exceed the program's available funds, then any unobligated balance of the applicable appropriation, subject to any congressional approval required for reprogramming would be used.  The extent to which a termination clause can be exercised is limited by the ability of the Air Force to cover expected termination costs from unobligated balances.


Contingent Liabilities.  

12.  A contingent liability is one, which is related to a transaction or event and may or may not become an actual liability depending on a future event.  The uncertainty as to whether there will be a legal liability differentiates a contingent from an actual liability.  The following are a few examples of contract contingent liabilities:

-
Estimated amounts for the difference between target and ceiling amounts

-
Estimated cost overruns

-
Award fee or other incentive arrangements

-
Unpriced options expected to be exercised in the current fiscal year

-
Estimated amount of the superseding definitive contract over and above the amount obligated in the letter contract


Funds must be committed for a contingent liability at the time of contract award based on the estimate provided by the contracting officer.  If the precise amount of the government's liability is unknown when the contract is awarded, the activity should commit sufficient funds to cover the estimated contingent liability, which exceeds the amount that may be recordable as an obligation.  Contracts that contain clauses such as basic termination liability clauses, for which commitments cannot be recorded at the time of contract award, must be closely monitored and commitments recorded when events occur that put these clauses into effect.  Contingent liabilities need not be committed at the maximum or ceiling price under a contract.  Commit an amount, which may be conservatively estimated, based upon judgment and experience, to be enough to cover the additional obligations, which may arise.  Also allow for contingencies of price revision downward.  Commitments for contingent liabilities must be recorded against the applicable fiscal year appropriation cited on the contract. It’s essential that proper records be maintained by contract to document the basis for, and computation of, estimated contingent liabilities.   The records should be prepared so as to meet scrutiny of an audit and to provide a basis for later adjustments.  Contracting officers should review such estimates at least quarterly and adjust amounts accordingly.  Valid commitments for contingent liabilities are retained in the accounting records until appropriations cancel to ensure funds will be available for the potential liability should it materialize.  When the contracting officer finds out that the contingent liability will not occur, they must formally advise the accounting and finance personnel who will promptly decommit or reduce funding for contingent liabilities.  Decommitment of funds reserved for valid contingent liabilities should not be approved to “free-up" funding to cover other program related funding shortfalls.

Financing Award Fee Payments.  

13a.  An award fee is a special provision or contract requirement that provides for a pool of dollars associated with performance areas that the contractor may earn in whole or in part during the contract period.  Once the total amount of the award fee pool is determined, the pool is allocated over several periods called evaluation periods.  The amount of award fee paid is based on the unilateral judgment of the Fee Determining Official, using the evaluation criteria to assess the contractor's performance.

b.  The award fee pool is a contingent liability. AFMC FAR Sup 16.404 provides explicit rules on award fee commitment.  The AFMC FAR Supplement requires that contracts with an award fee provision will not be released until sufficient funds to cover the initial increment of award fee contingent liability have been certified and administratively reserved (committed) by the Accounting and Finance Office.  Additional increments of the award fee pool will be certified and committed at the beginning of each new award fee evaluation period.  Award fee payments are bona fide needs of the same fiscal year and appropriation that financed the related contractual effort on which the award fee determination was based.  From an appropriations propriety standpoint, award fees are inherently inseparable from the work with which they are associated and are viewed as “entire" in terms of government financial obligation.  Again, it is the appropriation and fiscal year which funded the specific contract instrument that is charged with the cost of the associated evaluation period award fee payment, and not the appropriation for the year in which payment comes due or the contingency materializes, even if actual performance crosses fiscal years.
(Reference:  AFMC Award Fee Guide)
Undefinitized Contract Actions (UCAs).  

14a.  Undefinitized Contract Action means any contract action for which the contract terms, specifications, or price are not agreed upon before performance is begun under the action. Examples are letter contracts, orders under basic ordering agreements, and provisioned item orders for which the price has not been agreed upon before performance has begun. UCAs must include a not-to-exceed price and a definitization schedule. The government shall not obligate more than 50% of the not-to-exceed or overall ceiling price before definitization. However, if a contractor submits a qualifying proposal before 50% of the not-to-exceed price has been expended by the government, then the limitation on expenditures before definitization may be increased to no more than 75%. These amounts therefore establish the government’s liability, and thus the amount of the obligation that is recorded. There is an important distinction regarding UCAs where the definitization crosses fiscal years. The Comptroller General determined when definitization crosses a fiscal year, that additional funds required by the definitization could not be bona-fide need of the initial year of the UCA because the UCA limited the amount that could be charged to that fiscal year to 50% of the estimated total cost. Because only 50% of the funds necessary for completion were obligated, the need of the prior fiscal year would go unfilled without additional funding. Such unfilled needs of a prior fiscal year can become legitimate bona-fide need of a subsequent period, properly funded by appropriations current at the time. This decision takes on special importance when the funds initially obligated on the UCA will expire or cancel before the UCA is definitized. In such circumstances, it may result in an unanticipated requirement for current year funds.  Determining the proper mix of current and expired funds is extremely important and should be done in consultation with contracting and financial management personnel.   

b. It is Air Force policy to treat undefinitized change orders and UCAs for FMS, as UCAs except that obligation may exceed 75% of the NTE and, for FMS UCAs, certain reporting is not required. (See: AFARS 5317.7402) Also the above discussion on funding UCAs does not apply to these actions.
Funding Contract Changes. 

15.  The diagram following this paragraph may be of assistance in understanding this topic. It is the latest (at the time of this publication) version of the SAF Decision Tree for determining proper funding (current versus expired) for upward obligation adjustments to previously recorded obligations. Once again, you will find this is a good document for understanding the basic rationale underlying the decisions regarding proper funding determinations. However, a few words of caution are appropriate. This decision tree has undergone some changes as the Air Force implemented the changes in appropriation life cycle, so beware; not all is necessarily black or white regarding these funding determinations. Second, there is probably no other area regarding contracting, that can get contracting officers (or for that matter anyone else) in trouble with the Antideficiency Act, than determining the proper funding for contract changes. So, don’t hesitate to seek help. Finally, the funding of contract changes involving expired or canceled funds is accomplished through the upward obligation adjustment process. Although this process has improved over time, it remains a time consuming approval process to ensure all laws and limitations are being complied with. It is a process that will take time to obtain the required approval for obligation and must be complied with and not circumvented, nor ignored.   
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GLOSSARY OF ACRONYMS

This Glossary contains acronyms used in this guide and in the Financial Management environment.  It does not contain a comprehensive listing of all acronyms used within AFMC.

- A -
	ABC

ACD
	Activity Based Costing

Administrative Commitment Document

	ACO
	Administrative Contracting Officer

	ACRN
	Accounting Classification Reference Number

	ACWP
	Actual Cost of Work Performed

	ADA
	Antideficiency Act

	ADPE
	Automatic Data Processing Equipment

	ADSN
	Accounting and Disbursing Station Number

	AEP
	Accrued Expenditures Paid

	AEU
	Accrued Expenditures Unpaid

	AFAA
	Air Force Audit Agency

	AFO
	Accounting and Finance Office

	AMIS
	Acquisition Management Information System

	AMIS-PMS
	Acquisition Management Information System  Procurement Management System

	AP
	Acquisition Plan

	APB
	Acquisition Program Baseline

Amended President's Budget

	APWP
	Actual Price of Work Performed

	ASN
	Allotment Serial Number

	ASP
	Acquisition Strategy Panel

	
	

	
	


- B -

	BA
	Budget Authority or Budget Activity

	BAAN
	Budget Authorization Account Number

	BES
	Budget Estimate Submission

	BP
	Budget Program

	BPA
	Blanket Purchase Agreement

	BPAC
	Budget Program Activity Code

	BY
	Budget Year 

Base Year

	
	


- C -

	CAAS
	Contracted Advisory and Assistance Services

	CAS
	Contracting Administration Services 

Cost Accounting System

	CBAS
	Command Budget Automated System

	CBO
	Congressional Budget Office

	CC
	Cost Center

	CFY
	Current Fiscal Year

	CINC
	Commander in Chief

	CL
	Contingent Liability

	CMA
	Centrally Managed Allotment

	COEA
	Cost and Operational Effectiveness Analysis

	CPAF
	Cost Plus Award Fee

	CPAS

CPFF
	Central Procurement Accounting System

Cost Plus Fixed Fee

	CPIF
	Cost Plus Incentive Fee

	CPIF/AF
	Cost Plus Incentive Fee/Award Fee

	CRA
	Continuing Resolution Authority

	CY
	Current Year

Calendar Year

Constant Year

	
	


- D -

	DAO

DBA
	Defense Accounting Officer

Direct Budget Authority

	DBT
	Data Base Transmission (Status of Funds)

	DCAA
	Defense Contract Administration Services

	DCAS
	Defense Contract Administration  Services

	DCASMA
	Defense Contract Administration Services Management Area 

	DCASO
	Defense Contract Administration Services Office

	DCASPRO
	Defense Contract Administration Services Plant Representative Office

	DCASR
	Defense Contract Administration Services Region

	DFARS
	Department of Defense FAR Supplement

	DFAS
	Defense Finance and Accounting Service

	DPG
	Defense Planning Guidance

	DLA
	Defense Logistics Agency

	DoD

DMAG
	Department of Defense

Depot Maintenance Activity Group

	DWCF
	Defense Working Capital Fund

	
	


- E -

	ECO 
	Engineering Change Order

	ECP 
	Engineering Change Proposal

	EEIC 
	Element of Expense Investment Code

	EOQ
	Economic Order Quantity

	EOY
	End-of-Year

	EPA
	Economic Price Adjustment

	ESP
	Emergency and Special Program

	ETIF
	Exception to Incremental Funding

	
	


- F -

	F&FP
	Force and Financial Program

	FAR
	Federal Acquisition Regulation

	FASCAP
	Fast Pay Back Capital

	FC
	Fund Code

	FCA
	Fund Cite Authorization

	FCF
	Foreign Currency Fluctuations

	FDT
	First Destination Transportation

	FFP
	Firm Fixed Price

	FFRDC
	Federally Funded Research and Development Centers

	FMB
	Financial Management Board

	FMS
	Foreign Military Sales

	FP
	Financial Plan

	FPIF
	Fixed Price Incentive Fee

	FSO
	Financial Services Officer

	FSR
	Fund Summary Record

	FWG
	Financial Working Group

	FY
	Fiscal Year

	FYDP
	Future Year Defense Program

	
	


- G -

	G&A
	General and Administrative

	GAFS
	General Accounting and Finance System

	GAO
	General Accounting Office

	GFE
	Government Furnished Equipment

	GFM
	Government Furnished Materiel

	GFP
	Government Furnished Property

	GLA
	General Ledger Account

	GOCO
	Government-Owned-Contractor-Operated

	GOGO
	Government-Owned-Government-Operated

	GSA
	General Services Administration

	
	


- H -

	HAC
	House Appropriations Committee

	HNSC
	House National Security Committee

	
	


- I -

	ICA
	Independent Cost Analysis

	ICE
	Independent Cost Estimate

	ICS
	Independent Cost Study

	IFB
	Invitation for Bid

	IG
	Inspector General

	ISAG
	Information Systems Activity Group


- J -

	JOCAS
	Job Order Cost Accounting System

	JON
	Job Order Number

	JTR
	The Joint Federal Travel Regulations

	
	


- L -

	LCC
	Life Cycle Cost

	
	


- M -

	M
	Merged

	M&S
	Management and Support

	MBI
	Major Budget Issue

	MCP
	Military Construction Program

	MFH
	Military Family Housing

	MFP
	Major Force Program

	MILCON
	Military Construction

	MILPERS
	Military Personnel

	MIL-STD
	Military Standard

	MILSCAP
	Military Standard Contract Administration Procedures

	MILSTRIP
	Military Standard Requisitioning and Issue Procedure

	MIPR
	Military Interdepartmental Purchase Request

	MIS
	Management Information Systems

	MOA
	Memorandum of Agreement

	MOD
	Modification

	MORD
	Miscellaneous Obligation/Reimbursement Document

	MOU
	Memorandum of Understanding

	MPC
	Most Probable Cost

Material Program Code

	MYC
	Multiyear Contract

	MYP
	Multiyear Procurement

	
	


- N -

	NAF
	Nonappropriated Funds

	NSP
	Not Separately Priced

	NTE
	Not To Exceed

	NULO
	Negative Unliquidated Obligation


- O -

	O&M
	Operations and Maintenance

	O&S
	Operation and Support

	OA
	Obligation Authority

	OAC
	Operating Agency Code

	OB
	Operating Budget

	OBA
	Operating Budget Authority

	OBAN
	Operating Budget Account Number

	OBY
	Operating Budget Year

	OE
	Obligation and Expenditure

	OI
	Operating Instructions

	OL
	Operating Location

	OMB
	Office of Management and Budget

	OPLOC
	DFAS Operating Location


- P -

	PA
	Procurement Authorization 

Program Authorization

	PB
	President's Budget

	PBD
	Program Budget Decision

	PCE
	Program Cost Estimate

	PCO
	Procuring Contracting Officer

	PCS
	Permanent Change of Station

	PD
	Program Director

Procurement Directive

	PDM
	Program Decision Memorandum

	PDP
	Program Decision Package

	PE
	Planning Estimate 

Program Element

	PEM
	Program Element Monitor

	PEO
	Program Executive Officer

	PFR
	Program Financial Review

	PFY
	Prior Fiscal Year

	PGM
	Planning Guidance Memorandum

	PIO
	Provisioned Item Order

	PLI
	Procurement Line Item

	PM
	Program Manager

	PMD
	Program Management Directive

	PMRT
	Program Management Responsibility Transfer

	PNM
	Price Negotiation Memorandum

	PO
	Program Office 

Project Order

	POC
	Point of Contact

	POE
	Program Office Estimate

	POM
	Program Objective Memorandum

	POOD
	Provisioning Order Obligation Document

	PPA
	Product Performance Agreement

	PPBS
	Planning, Programming, and Budgeting System

	PR
	Purchase Request

	PRC
	Program Review Committee

	PSR
	Program Summary Record

	PTA
	Point of Total Assumption

	PV
	Present Value 

	PY
	Prior Year
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	R&D
	Research and Development

	RA
	Resource Advisor

	RBA
	Reimbursable Budget Authority

	RC/CC
	Responsibility Center/Cost Center

	RCS
	Reports Control Symbol

	RDT&E
	Research, Development, Test and Evaluation

	RFP
	Request for Proposal 

	RFQ
	Request for Quotation

	
	


-S -

	SAC
	Senate Appropriations Committee

	SAR
	Selected Acquisition Report

	SASC
	Senate Armed Services Committee

	SBE
	Single Best Estimate

	SBIR
	Small Business Innovation Research Program

	SC
	Sales Code

	SMAG
	Supply Management Activity Group

	SPD
	System Program Director
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	UCA 
	Undefinitized Contract Action

	UCR
	Unit Cost Report

	UCT
	Unit Cost Target

	UFO 
	Unfi11ed Order

	ULO 
	Unliquidated Obligation

	UMD

UOO 
	Unmatched Disbursement

Undelivered Orders Outstanding

	UR/UFR
	Unfunded Requirement

	
	


- W -

	WBS
	Work Breakdown Structure
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� The acquisition process is structured in discrete logical phases separated by major decision points, called milestones. A complete description of these milestones and the acquisition process can be found in DoDD 5000.1


� Before the enactment of PL 101-510, funds appropriated by Congress had an unlimited availability to make payments against the obligations that had been incurred against them.  Under the old process, after funds expired for purposes of incurring new obligations, or for adjustments to previously incurred obligations,  they were merged into a successor “M” (merged) account, where they remained indefinitely for liquidation of previous obligations to include costs such as payment of contract closeout costs.  PL 101-510 restructured the appropriation life cycle by eliminating the “M” account, and establishing the appropriation life cycle we use today.





� Unless specific authority is granted, reimbursements are generally subject to deposit in the US Treasury account, and are not available to the receiving organization. When dealing with reimbursements it’s normally good advice to consult with a financial manager.  
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