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COMPTROLLER GENERAL OF THE UNITED STATES 

WASHINGTON D.C. Zosu 

B-219975 

March 7, 1986 

The Honorable David Pryor 
United States Senate 

The Honorable Charles E. Grassley 
United States Senate 

The Honorable Thomas F. Eagleton 
United States Senate 

This report responds to your letter of December 19, 1985, 
asking that we update our report, Potential For Excess Funds in 
DOD (GAO/NSIAD-85-145, Sept. 3, 1985). In particular, you 
requested (1) updated estimates of any inflation dividend--which 
we define as the appropriation of funds for inflation in defense 
program costs which exceed the amounts necessary to finance 
actual inflation-- and (2) updated information on Department of 
Defense (DOD) unobligated balances. 

POTENTIAL INFLATION DIVIDEND 

In our September 1985 report, we estimated the inflation 
dividend between fiscal years 1982 and 1985 for all DOD 
purchases. This report extends our estimates of dividends 
through fiscal year 1986. However, the updated estimates include 
only DOD's non fuel purchases since updated estimates of fuel 
price decreases are not yet available. 

Table 1 shows that the estimated inflation dividend for 
non fuel purchases was $32 billion for fiscal years 1982 through 
1985 and $39.5 billion for fiscal years 1982 through 1986. Of 
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the $39.5 billion, $14.2 billion came from a special multiplier 
used for major weapon systems.1 

Table 1: Comparison Between Estimates of the 
Inflation Dividend In Non Fuel Purchases: 

September 1985. and March 1986 

Original Updated 
estimatea estimateb Difference 
--"m--1----- (billions)----------- 

Purchases Dividend $22.8 $25.3 $2.5 

Special Multiplier 9.2 14.2 5.0 

Total Purchases 
Dividend $32.0 $39.5 $7.5 

-= - 

Fuel Dividend $ 4.8 N/At N/A 

Total Purchases 
and Fuel Dividend $36.8 

-- -- 
N/A N/A 

aFor fiscal years 1982-85; estimate as of Sept. 1985. 

bFor fiscal years 1982-86; estimate as of March 1986; 
estimate does not include any funding decreases mandated by 
the Balanced Budget and Emergency Deficit Control Act of 
1985 (see p. 10 of app. I) or reductions due to specific 
congressional inflation adjustments (see pp. 2 and 3). 

cupdated fuel price forecasts were not available. 

We could not determine the precise amount of unneeded funds 
still available in DOD. During fiscal years 1982 through d986 
Congress has routinely reduced DOD budget requests. Although 
some of the reductions were related to inflation savings, few 
reductions were explicitly linked to inflation in any official 
congressional statements. In fiscal years 1985 and 1986, however, 

'Because DOD contends prices of major weapon systems increase 
more rapidly than the prices of other goods, inflation for major 
weapon systems was budgeted at a rate 30 percent higher than 
general inflation. (See p. 6 for additional discussion.) 
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the Congress clearly recognized inflation savings as a source of 
appropriations reductions. 

For fiscal year 1985, Congress transferred $839.75 million 
from procurement accounts, which had benefited from inflation 
dividends, to underwrite pay increases and additional operations 
and maintenance expenses in the fiscal year 1985 Supplemental 
Appropriations Act. Congress also reduced the DOD fiscal year 
1986 procurement appropriations by $1.36 billion in "inflation 
fairness adjustments" and $1.7 billion in "inflation premium 
adjustments." The "inflation fairness adjustments" were 
originally intended to offset overestimates of inflation used in 
developing the DOD Budget request. The "inflation premium 
adjustments" resulted from lowering the special inflation 
multiplier added onto cost estimates of major weapon system 
procurements to ensure full funding. The fiscal year 1986 
procurement appropriations were further reduced on the basis of 
updated inflation projections which indicated that an additional 
$123 million in inflation related savings could be achieved. 

In addition, for fiscal year 1986, Congress provided $6.3 
billion in additional transfer authority for the military pay 
raise, payments to the military retirement trust fund, and other 
expenses, of which $1,094 million was specifically identified as 
inflation savings, 

Table 1 does not include any of these congressional 
reductions which were specifically attributed to inflation. Nor 
does it include other congressional actions which reduce requests 
as a result of lower than projected inflation. 

In December 1985 the Congress passed the Balanced Budget and 
Emergency Deficit Control Act of 1985, which resulted in 
4.9 percent cuts in some defense programs in fiscal year 1986. 
These cuts are in addition to the inflation adjustments made by 
the appropriation act. Our updated estimates do not reflect 
these cuts. 

Appendix I contains detailed information about the inflation 
dividend and our methodology for estimating it. 
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UNOBLIGATED BALANCES AND LAPSING FUNDS 

From 1980 to 1985, unobligated balances (in current dollars 
minus lapses) have grown 154 percent. As a percentage of total 
available authority, these balances increased from 9.7 percent in 
fiscal year 1981 to 14.5 percent in fiscal year 1985. Table 2 
displays this trend, 

Table 2: Comparison of DOD's Unobligated Balances and 
Total Available for Obligation: Fiscal Years 1980-85 

Unobligated 
balances as a percent 

Fiscal Unobligated Total available of total available 
year balancesa for obli ationb 

----------(billions)----~----- 
for obligationc 

(Percent) 

1980 $24.2 $223.6 10.8 

1981 26.5 272.4 9.7 

1982 34.6 319.7 10.8 

1983 43.4 357.2 12.1 

1984 51.6 386.0 13.4 

1985 61.5 425.4 14.5 

aunobligated balances net of lapses. 

oIncludes new budget authority, unobligated balances brought 
forward from prior years, transfers, recoveries of prior year 
obligations, and reimbursable orders. 

Qnobligated balances net of lapses divided by total available 
authority. 

In our September 1985 report, we estimated that based on 
historical trends, DOD would have unobligated balances and lapses 
of $64.9 billion at the end of fiscal year 1985. We found that 
actual unobligated balances and lapses at the end of fiscal year 
1985 were $63.7 billion--$61.5 billion in unobligated balances 
brought forward and $2.2 billion in lapsing funds--or $12.1 
billion more than DOD estimated 9 months earlier in February 
1985. DOD reports that lapses and estimates of unobligated 
balances, at the end of fiscal year 1986 are likely to be $62.7 
billion, or $7 billion above the estimate made 1 year ago. 

4 
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DOD's fiscal year 1986 and 1987 estimates of unobligated 
balances (including lapsing funds) are slightly lower than actual 
balances in 1985, but significantly higher than estimates in 
prior years. Although DOD estimates probably will more closely 
reflect actual figures, unobligated balances are likely 
to remain relatively high in fiscal years 1986 and 1987. Table 3 
shows (1) DOD's estimates of unobligated balances and (2) actual 
unobligated balances and lapsing funds in the 1980s. 

Table 3: DOD Estimated and Actual Unobligated Balances 
ati Lapsing Funds: Fiscal Years 1980-87 

Fiscal year 

1980 

1981 

1982 

1983 

1984 

1985 

1986 

1987 

Estimated Actual 
unobligated unobligated 
balancesa balancesb Difference 
--------------(billions)------------ 

$24.7 $25.6 $0.9 3.6 

26.0 28.3 2.3 8.8 

34.5 36.3 1.8 5.2 

39.0 47.6 8.6 22.1 

43.8 56.4 12.6 

51.6 63.7 12.1 

55.7c 62.7d 7.0 

61.3C N/A N/A 

Percent 
difference 

(Percent) 

28.8 

23.4 

12.6 

N/A 

iFor fiscal years 1980-85, current year estimates of end-of- 
fiscal-year unobligated balances (including lapsing funds). 

Qncludes lapsing funds. 

Budget year estimate of end-of-fiscal-year unobligated balances. 

]Current year estimate of end-of-fiscal-year unobligated balances. 

Appendix II contains detailed information about balances of 
budget authority in DOD. 
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MONITORING EXCESS FUNDS 

In our earlier report, we made recommendations aimed at 
bringing the funds provided in congressionally approved DOD 
budgets in line with what is needed to carry out the programs and 
activities authorized in those budgets. One of the major 
recommendations was the elimination of the special inflation 
multiplier for major weapon systems. Since then, the 
administration changed this multiplier in the fiscal year 1987 
budget from 1.3 times the projected gross national product (GNP) 
deflator to 1.0. The size of the multiplier will be reviewed 
each year. 

We also recommended in our September 1985 report that DOD 
should provide information on inflation funds at critical stages 
in the budget process. The Fiscal Year 1986 DOD Authorization 
Act mandated that DOD provide such a report both on inflation and 
unobligated balances. We plan to review the DOD reports and 
provide the results of our assessments to the Congress. 

Tracking how funds are actually being used in DOD and 
identifying excess funds have always been particularly 
difficult. To improve this process, we continue to believe that 
DOD needs to improve and integrate its budget and financial 
management systems, 

In accordance with your wishes, we did not request official 
agency comments on a draft of this report. Our work was 
performed in accordance with generally accepted government 
auditing standards. 

As arranged with your offices, unless you publicly announce 
its contents earlier, we plan no further distribution of the 
report until 30 days from its issue date. At that time, we will 
send copies to the Chairmen, House Committee on Government 
Operations, Senate Committee on Governmental Affairs, House and 
Senate Committees on Appropriations, and House and Senate 
Committees on Armed Services; the Director, Office of Management 
and Budget; the Secretaries of Defense, Army, Navy, and Air 
Force; and other interested parties. 

Charles A. Bowsher 
Comptroller General 
of the United States 
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APPENDIX I 

ESTIMATES OF DOD'S INFLATION DIVIDEND 

APPENDIX I 

OBJECTIVE, SCOPE, AND METHODOLOGY 

We first examined the issue of inflation dividends in the 
defense budget in our report entitled Potential for Excess Funds 
in DOD (GAO/NSIAD-85-145) dated September 3, 1985. In that 
report we defined the inflation dividend as the amount of excess 
funds accruing to the DOD due to the overestimation of future 
inflation in developing defense budget requests. Since 1982, 
budget planners have consistently overestimated inflation. We 
estimated that DOD's dividend due to overestimates of inflation 
was $36.8 billion between fiscal years 1982 and 1985. 

In preparing our September 1985 report, we used actual 
inflation data through fiscal year 1984 and the latest inflation 
forecast then available-- that issued by the Office of Management 
and Budget (OMB) as of April 1985. In a letter to Representative 
Joseph P. Addabbo on October 2, 1985, we updated our estimates of 
DOD's inflation dividend using OMB's August 1985 inflation 
forecast. 

In this report, we again update these estimates, using 
actual inflation data through fiscal year 1985 and inflation 
projections contained in the Special Analyses volume of the 
Fiscal Year 1987 Budget of the united States which was submitted 
in February 1986. Table 1.1 displays trends in inflation 
projections between fiscal years 1982 and 1989. 

We explained our methodology for calculating inflation 
dividends in the defense budget in appendix VI of our September 
1985 report. We use the same methodology for calculating these 
updated estimates of inflation dividends with the following 
exceptions: 

1. We do not include any dividends accruing from decreased 
fuel prices in these updated estimates. The latest 
estimate of fiscal year 1986 fuel prices was not 
available when we completed this work. We plan to 
evaluate inflation dividends in fuel purchases in a 
future study. 

2. We have slightly revised our procedures for calculating 
the size of the dividend resulting from the use of the 
special multiplier for major weapon systems. Army 
officials suggested this revision to us in discussions 
concerning our September 1985 report. This revision 
does not alter the total size of the inflation dividend, 
but it does increase the size of the estimated dividend 
due to the special multiplier while decreasing the size 
of the estimated dividend due to inflation overestimates 
by a corresponding amount. 

9 
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We have chosen not to reflect any budget reductions 
imposed by the Balanced Budget and Emergency Deficit 
Control Act of 1985 (the Gramm-Rudman Act) in these 
calculations.1 If these cuts had been included, all 
inflation funding and dividend estimates for fiscal year 
1986 would have been reduced by 4.9 percent. The 
reduction in inflation dividends in fiscal years 1982 
through 1985 would have been less than 4.9 percent. The 
development of a methodology and the collection of 
sufficient data to estimate the exact size of the 
reductions in inflation dividends due to Gramm-Rudman 
cuts would have required extensive additional work 
beyond the time permitted for this review. 

Tables I.2 and I.3 show our new estimates--based on DOD 
data-- of the amount of inflation funds in each major 
appropriations category of the defense budget. These estimates 
include most, but not all, of these inflation funds. First, 
these estimates do not include any funds resulting from the use 
of the special multiplier for major weapons systems effective 
fiscal years 1983 through 1986. (See table I.6 for estimates of 
funds accruing to DOD through use of a multiplier.) Second, 
inflation adjustments in military and civilian pay are not 
included in these tables as they are generally funded separately 
through supplemental appropriations. Third, we have not included 
fuel costs and the corresponding savings from currently falling 
fuel prices in these numbers. 

As shown in table 1.2, the level of non fuel funding 
identified by DOD for inflation was greatest in fiscal years 1982 
and 1983 when annual inflation forecasts ranged from 5 to 9 
percent. By fiscal year 1986 the annual inflation forecasts had 
fallen to an annual rate of about 4 percent. The majority of the 
inflation funds are contained in the procurement appropriation 
accounts because these accounts included substantial amounts of 
purchases (other than pay and fuel) and the average spendout 
periods2 for these accounts are longer than most other defense 
programs. 

'Under that act, maximum deficit levels are established for 
fiscal years 1986 through 1991. In fiscal year 1986, all new 
budget authority, except military pay which was exempted by the 
President and certain amounts of unobligated balances from 
previous fiscal years, were subject to reduction to achieve the 
deficit target. 

2The spendout period is the length of time from the initial 
appropriation of funds by the Congress to the final expenditure 
of funds on programs undertaken under these appropriations. 

10 

/ ,:! 1:,1, 
i 



APPENDIX I APPENDIX I 

Table I.3 shows the inflation funds which would have been 
appropriated if inflation had not been overestimated when defense 
budgets were prepared. The’pattern of these funds is similar 
across appropriation accounts and fiscal years to the inflation 
funding reported in table 1.2. However, the inflation funds 
shown in table 1.3, based on the lower actual levels or more 
recent projections of inflation, are considerably smaller than 
the funds shown in table 1.2. 

In table I.4 we calculate the inflation dividend for 
non fuel purchases for fiscal years 1982 through 1986. This 
dividend is the difference between the funds that DOD originally 
identified for inflation in its non fuel purchases (reported in 
table 1.2) and the funding which would have been allocated given 
current knowledge about inflation (reported in table 1.3.) The 
cumulative non fuel purchases inflation dividend for 5 fiscal 
years 1982 through 1986 is $25.31 billion. Once again, these 
numbers do not include any dividends resulting from military or 
civilian compensation programs, fuel purchases, or the major 
weapons multiplier. Also, these dividends do not include any 
offsetting adjustments for congressional reductions in defense 
budget requests which specifically cited inflation savings as the 
reason for the reduction. 

Figures I.1 and I.2 illustrate the estimates of inflation 
dividends shown in table 1.4. Figure I.1 shows the distribution 
of the inflation dividend across appropriation titles. Over 60 
percent of the dividend, even excluding the special multiplier, 
accrues to the procurement appropriations title. Figure I.2 
shows the distribution of the inflation dividend by fiscal year. 
The largest dividend occurred in fiscal year 1983. Since then, 
dividends have steadily decreased. 

In table I.5 we compare the updated estimates of the 
inflation dividend to a comparable estimate presented in our 
September 1985 report. There are only minor differences in the 
new estimates for fiscal years 1982 through 1984.3 Because most 
of the expenditures for these fiscal years occurred prior to 
fiscal year 1986, and because at the time of our 1985 report, 
inflation for these years was either already known or was based 
upon an accurate forecast, these estimates are only slightly 
affected by the latest inflation forecasts. However, the 
inflation dividend for fiscal year 1985 increases by about 

3The methodology we used for these updated estimates increases 
slightly the size of the special multiplier estimate and 
decreases slightly the dividend due to inflation overestimates 
from the estimates shown in our September 1985 report. 
Therefore, the updated estimates for dividends in fiscal years 
1983 and 1984 due to inflation overestimates cited in table I.5 
are slightly less than those cited in our September 1985 report. 

11 
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$0.81 billion and the ,i;f:;;f;n dividend for fiscal year 1986 by 
about $2.31 billion. our updated estimate of the non 
fuel purchases inflation dividkd for DOD purchases increases by 
11 percent from its previous value of $22.8 billion for fiscal 
years 1982 through 1985 to $25.3 billion for fiscal years 1982 
through 1986. 

Table I.6 shows the amount of the inflation dividend 
resulting from using the special multiplier for major weapon 
system purchases. The cumulative dividend accruing to the DOD 
from using this multiplier is about $14.2 billion for fiscal 
years 1983 through 1986. 

Tables I.5 and I.6 do not adjust for any congressional 
reductions to DOD budget requests specifically attributed to 
inflation savings. Such reductions were discussed on pages 2 and 
3 of our letter. 

When the amounts accruing from use of the weapon systems 
'multiplier are added to the estimated dividend for purchases 
kited in table 1.4, the total dividend becomes $39.5 billion for 
:fiscal years 1982 through 1986. This new estimate of the DOD non 
fuel inflation dividend is about $7.5 billion higher than our 

,previous estimate adjusted to a comparable base. Figure I.3 
compares the combined inflation dividend estimates by fiscal year 
to similar estimates presented in our September 1985 report. 

12 
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Table 1.1: Forecasts of the GNP Deflator by the Office of 
Management and Budget: Fiscal Years 1982-89 

Forecast 
Date 

Fiscal Year 
1982 1983 1984 1985 1986 1987 1988 1989 - - - - - - - - 

Feb. 1981 8.7 7.3 6.2 5.5 5.0 

Jan. 1982 8.2 6.5 5.1 4.8 4.6 4.5 

Jan. 1983 7.0 5.0 5.3 4.9 4.7 4.5 4.5 

Jan. 1984 7.1 4.3 4.3 4.9 4.6 4.3 4.0 

Jan. 1985 7.1a 4.0a 3.8a 3.7 4.4 4.2 4.0 

Feb. 1986 3.6a 3.4 4.1 3.9 

3.7 

3.7 

3.4 

aRepresents actual rate. 

Sources: Office of Management and Budget, Special Analyses, Budget of 
the United States Government for FY 1987 [Washington, D-C.: 
U.S. Government Printing Office, 19861, page A-2; and Office 
of the Assistant Secretary of Defense (Comptroller), National 
Defense Budget Estimates for FY 1986 [Washington, D.C.: 
Office of the Secretary of Defense, 19851, table 5-9. 

. -  -  
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Table 1.2: Inflation Funding for Non Fuel Purchases in the 
Major Defense Appropriation Titles: Fiscal Years 1982-86 

(Using Inflation Forecasts as Presented in Each Year's 
Presidential Budget Request)a 

Appropriation Title 

Military Personnel 

Operations & 
Maintenancec 

$ -97 

5.29 

$ .87 

6.15 

Procurement+ 

Research, Development, 
Test & Evaluationc 

16.30 16.34 

3.62 3.36 

$ .73 $ .64 $ .66 $ 3.87 

4.21 4.27 4.19 24.11 

14.14 13.93 13.26 73.97 

3.00 3.16 3.35 16.49 

Military Construction 1.08 ,74 -65 2 .71 3.92 

Totals $27.26 $27.46 $22.73 $22.74 $22.17 $122.36 --I_ --__ 

Fiscal Year 
Total 

1982 1983b 1984b 1985b 1986b by Title 

-----------------(biIlions)-------------------------- 

aOffice of Management and Budget, Special Analyses, 
States Government for FY 1987 [Washington, D.C.: 

Budget of the United 

Office, 19861, page A-2: 
U.S. Government Printing 

(Comptroller), 
and Office of the Assistant Secretary of Defense 

D-C., Office of 
National Defense Budget Estimates for FY 1986,-[Washington, 

the Secretary of Defense, 19851, table 5-9. 

bDoes not include effects of budget reductions mandated by Balanced Budget 
and Emergency Deficit Control Act of 1985. 

cDoes not include inflation funding for fuel purchases. 

dDoes not include 1.3 multiplier. 
are shown in table 1.6. 

Estimates of funding for 1.3 multiplier 



Table 1.3: Funding Required for Inflation Experienced in Non Fuel 
Purchases in the Major Defense Appropriation Titles: 

Fiscal Years 1982-86 (Using Actual Inflation Experience or the 
Most Recent Inflation Forecasts)d 

Appropriation Title 

Military Personnel 

Operations & 
MaintenanceC 

Procurementd 

Research, Development, 
Test & EvaluationC 

P 
v-l Military Construction 

Totals 

aActual inflation data from table 5-9, National Defense Budget Estimates 
for FY 1986, Office of the Assistant Secretary of Defense (Comptroller), 
March 1985. Current inflation forecasts from table A-l, Special Analyses, 
Budget of the united States Government FY 1987, Office of Management and 
Budget, February 1986. 

Fiscal year 
Total 

1982 1983b 1984b 1985b 1986b by title 

_a-------------- ---(billions)----------------- 

$ .87 $ .65 $ .54 $ .51 $ .57 $ 3.14 

4.59 4.53 3.14 3.38 3.69 19.33 

12.37 12.07 10.54 11.27 11.99 58.24 

3.01 2.49 2.23 2.50 2.97 13.20 

* * .49 -59 .64 3.09 

$21.66 $20.29 $16.94 $18.25 $19.86 $97.00 

bDoes not include effects of budget reductions mandated by Balanced Budget 
and Emergency Deficit Control Act of 1985. 

cDoes not include inflation funding fuel purchases. 

dDoes not include 1.3 multiplier. Estimates of funding for 1.3 multiplier 
are shown in table 1.6. 



Table 1.4: Inflation Dividend for Non Fuel Purchases in the 
Major Defense Appropriation Titles: Fiscal Years 1982-86a 

Appropriation Title 

Fiscal years 
Total 

1982 1983b 1984b 1 985b 1986b by title 

--------------------(billions)--------------------- 

Military Personnel $ .lO $ .22 $ -18 $ -13 $ .09 $ .72 

Operations & Maintenancec .70 1.62 1.07 .89 .50 4.78 

Procurementd 3.93 4.27 3.60 2.66 1.27 15.73 

Research, Development, 
Test, & EvaluationC 

-60 .86 .76 .66 .38 3.26 

Military Construction .26 ,19 -16 -14 g -82 

Totals $5.59 $7.16 $5.77 $4.48 $2.31 $25.31 --- --- 

aInflation dividend defined as difference in inflation funding estimates shown 
in tables I.2 and 1.3. Estimates of this table may differ from the 
differences of the figures in tables I.2 and I.3 due to rounding. 

bDoes not include effects of budget reductions mandated by Balanced Budget and 
Emergency Deficit Control Act of 1985. 

CDoes not include any inflation dividend in fuel purchases. 

dDoes not include any inflation dividend accruing due to the use of 1.3 
multiplier. Estimates of funding for 1.3 multiplier are shown in table 1.6. 
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Figure 1.2: Inflation Dividend for DOD Non Fuel 
Purchases 

by Fiscal Year 

984 

1982 22.1 

F-Y “19 86 9 

Source: Table 1.4. 



Table 1.5: Comparison Between Inflation Dividend Estimates 

' Date and Type of Estimate 1982 1983a 1984a 1985a 1986a Total 

----------------(billions)------------------- 

September 1985 

Purchases and Fuel Dividendb 

Less Fuel Dividend 

Purchases Dividendb 

$6.56 $9.03 $7.51 $4.49 N/A $27.59 

1.07 1.27 1.64 0.82 N/A 4.80 

5.49 7.76 5.87 3.67 N/A 22.79 

March 1986 

Purchases Dividendb 5.59 7.16 5.77 

-0.10 

4.48 2.31 25.31 

Change in Dividend 0.10 -0.60 0.81 2.31 2.52 

aDoes not include effects of budget reductions mandated by Balanced Budget and 
Emergency Deficit Control Act of 1985. 

bDoes not include any inflation dividend accruing due to use of the 1.3 
multiplier. 

l 
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Table 1.6: Estimates of the Inflation Multiplier 
on Ma-jar Weapons Systemsa 

Original Updated 
Fiscal year estimateb estimatec Difference 

---------------(billions)------------------- 

FY 1983 $3.28 $ 4.17 $0.89 

FY 1984 2.79 3.47 0.68 

FY 1985 3.10 3.36 0.26 

FY 1986 N/A 3.17 3.17 

Total $9.17 $14.17 $5.00 

aDOeS not include effects of budget reductions mandated by 
Balanced Budget and Emergency Deficit Control of 1985. 

bDated September 1985. 

cDated March 1986. 

20 
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Figure 1.3: Comparisan of September 1985 and March 1986 
Estimates of the DOD Non Fuel Inflation Dividend: 

Fiscal Years 1982-86a 

‘4 -I----- -I 
I 

FY1982 FYI 983 FYI 984 FYl985 FYI986 

a S/85 ESTIMATE a 2/86 ESTIMRTE 

aIncludes dividend due to use of special multiplier for 
major weapon systems. 

Source: Tables I.5 and 1.6. 
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APPENDIX II 

UNOBLIGATED BALANCES AND LAPSING FUNDS 

APPENDIX II. 

OBJECTIVE, SCOPE, AND METHODOLOGY 

This appendix contains updated information about DOD budget 
trends during fiscal years 1980 through 1987. In particular, it 
analyzes the portion of total authority available that was 
obligated, carried forward to the following year as unobligated 
balances, or identified as lapsing funds. 

DOD reports budget data in a series of financial summary 
tables that depict relationships between budget planning and 
execution for the various DOD budget categories. Information is 
updated monthly and then later adjusted to provide a final 
annual tabulation broken down by the various accounts within the 
different appropriation titles. 

The data are summarized from a variety of accounting and 
budget execution systems. Because definitions and rules vary 
between systems, and in the same system from one year to the 
next, it is sometimes difficult to obtain records that portray 
consistent relationships and trends over time. To avoid 
partially the problems of reconciling differences between 
financial tables, all data in this appendix are based on a 
single series of DOD year-end financial summary tables.1 Our 
analysis of unobligated balances is based on the end-of-year 
figures to obtain consistency over all fiscal years. 

DOD reports actual, current year estimates and budget year 
plans for the various components of total authority available 
for obligation. These are identified as unobligated balances 
brought forward, new budget authority, balances transferred, 
recoveries of prior year obligations, and reimbursable orders. 
DOD also reports the actual and expected uses of the total 
authority available for obligation, breaking out direct and 
reimbursable obligations, end-of-year unobligated balances to be 
carried forward, and lapsing funds. 

Difficulties arise even in using a single financial table 
to analyze budget data over time. One difficulty occurs because 
DOD does not estimate in its formal financial reports the amount 

'DOD Financial Summary Tables, FAD 738, Budget Obligations and 
Unobligated Balances. 
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of budget authority expected to lapse at year end.2 Thus, 
estimates of unobligated balances overstate the actual balance 
likely to be carried forward, since some portion of the estimate 
will likely lapse. 

Another difficulty 'is that over time the composition of the 
lapsing funds category has changed. For example, to avoid 
double counting, in some years DOD has reported reappropriations 
as lapses in the current year estimates. Also, in the fiscal 
year 1987 budget estimate, DOD reported decreases in borrowing 
authority as lapsing funds. 

Another difficulty is that in some years, the sum of 
obligations, unobligated balances, and lapsing funds does not 
explain the total disposition of funds. For example, in fiscal 
year 1982 an unexplained difference equaled $289.2 million. 
Furthermore, the end-of-year unobligated balance to be carried 
forward does not necessarily equal the actual balance brought 
forward. 

Total authority available for obligation in the DOD grew 
$216.8 billion, or 97 percent between fiscal years 1980 and 
1986. (See table 11.1 and figure 11.1.) Table II.2 shows the 
total available for obligation for fiscal years 1980 through 
1987 in defense appropriation accounts. Procurement has grown 
more rapidly than other categories--increasing 165 percent 
between fiscal years 1980 and 1986. 

I Between fiscal years 1980 and 1985, the rate of obligation 
! declined from 88.6 percent to 85 percent. (See table 11.3.) 
I However, DOD projects increasing obligation rates for fiscal 
I years 1986 and 1987. 

Between fiscal years 1980 and 1985, total unobligated 
balances (net of lapsing funds) have grown from $24.2 billion to 
$61.5 billion. Unobligated balances have also grown as a 
percent of total authority available for obligation from 10.8 
percent in fiscal year 1980 to 14.5 percent in fiscal year 1985, 
although the rate of growth declined in fiscal year 1984 and 
remained level in fiscal year 1985 (see table 11.4). Table II.5 
shows that in each year most of the unobligated balances 
occurred in procurement. For example, in fiscal year 1985, 
$46.1 billion (75 percent) of the $61.5 billion in unobligated 
balances are in the procurement accounts. 

2However, in its estimates, DOD includes within the lapsing 
funds-category authority which for accounting purposes is 
called lapsing funds. For example, known reductions in the 
level of borrowing authority in fiscal years 1986 and 1987 are 
reported as part of DOD's current year and budget year 
estimates. 
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Tables II.6 and II.7 show trends of lapsing funds. Between 
fiscal years 1980 and 1985, lapsing funds grew in absolute 
dollars. However, since the DOD definition of lapsing funds 
changed throughout this period, aggregate totals cannot be 
analyzed without a more complete breakdown of the components of 
this category of funds. This information is not readily 
available in DOD financial summary tables. 

In February 1986, DOD reported lapsing funds and estimates 
of unobligated balances for fiscal years 1986 and 1987 at $62.7 
billion and $61.3 billion, respectively. These amounts are 
below the fiscal year 1985 actual figure of $63.7 billion, but 
are significantly higher than prior years' figures. Also, 
the percent overestimate peaked in fiscal year 1984 and appears 
to be declining. Thus, although it is likely that actual 
unobligated balances and lapsing funds in fiscal years 1986 and 
1987 will remain higher than in past years, DOD estimates may 
more closely reflect the actual figures that will occur. (See 
table II.8 and figure 11.3.) 
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Table II. I: 44sjor Capofents of Total AvaLlable for OblQatim 
Fiscal Years 1-7 

Mutmy Rirtfcm 051 

Total Ct~l&atiom (cl 

Total Ihbligated E&lames (d) 

Lapdw b-d.5 b-9 

19% 1981 1982 1983 Is84 1985 1986 (a) 1987 (b) 

(tlmu=dd 
$198,066,181 $244.313.270 $283,698,317 $309,5&2,265 $329,550,5!X $361.735.811 $377.770.653 $399,270,274 

$24,229,959 $26.539.009 $34.633.953 $43,X&866 $51,619,810 $61.487.039 $62.6&625 $&,2613,591 

$1,341*507 $1,771,970 $1,6%OQ $4.247.653 $4,782,706 $2,174,966 $70,342 S29.820 

Total Available for Gbligatkm (f) $223,637,646 $272.375.619 $319,707,@32 $357,215,779 $385,953,200 $425,397.812 W,45,620 $460,568,682 

(a) Reported Qurent year eswtes. 
(b) Fepx-ted as h&et year estimates. 
(c) Direct ad reimhusable obligations. 
(d) unobligated balaces mt of laps@ fuds. 
(e) writeoffs repxted in fiscal years 198w32; lapses, kInE@r&qirirlg ?3fxmmts reported in fiscal years 19~85; 

actual lapses, lnexpired/~iring -6 ad bol-mui% authority reported for fiscal years 1986-a. 
(f) Be scu~oe of total mallable for obligation is nsr tudgx ruthority. mobl&ated taLame bra&t fotwatd fmn prior years, transfers, 

-et-y of prior year obligatiols~ ad re ixhmsable orders. lhe sun of obligatiom, umbligated balances, dlapsingfd 
do not equal tY.Ss reported total available for obligation. LXX aijustmnts In total avaIlable authority are: 
N 1980, $l.Om; N 1981, $248,63o,ooO; M 1982, $289,200,@0; N 1983, $5,ax); N 1984, -$lO,ooO; N 1985 $4,0X 

SOUTO?: IXD FiMndal .S.unrary Tables, FAD 738, tbx@t Obllgaticm ami UnobUgaced Balames 
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Figure 11.1: Major Components of Total Available for 
Obligation: Fiscal Years 1980-87 

200 

150 

100 

50 

0 

53 54 55 Wa) m(b) 

m Obllgatlono 
ral Yom0 

dl Unob. Ed. 

Source: Table 11.1. 
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Table 11.2: Total Available for GblQaticn 
Fiscal Years 1-7(a) 

$31,405,999 $37.223.628 
11,964,700 13,840,cm 
52 ) 562,621 62,678,158 
53,283,%5 67,170.651 
16,070,089 18,%4,393 
4,593,569 5.878.160 
1,785,549 2,160,673 

MmJ 8,607 
52.356&U 64,766.m 

(728,335) (650,226) 
334,752 349,983 
(11,9Y) (14,986) 

(tka 
$63,=7,= 

14,986,am 
69,57'3,667 
86,6%.202 
23,246,005 
8,061,936 
2,393,262 

5,- 
71,816.993 

(715,997) 
366,435 
(17,493) 

MdS) 
$46.091 .on 

16;154;8Ul 
74,722,1m 

109,0%,389 
26.285.178 

8.793.891 
2,995,586 

6,821 
73,083,835 

066,027) 
375,153 
e3.W) 

$65.269.827 y&,715,467 
(b) (b) 

00,032,623 07,740,562 
122,712,187 138,309,149 
31,054,444 %442,549 
9.591.385 10,635.OXi 
3,042,006 3.197,263 

6.850 11,5m 
74.511.388 80,408,230 

(673,902) (510,9w 
428.387 469.810 
(21,995) @wm 

$72,876,089 $74,7(X,876 

W 6) 
w-.~ %@fJ.~ 

141,131,518 146,1u,243 
40,913,5B 48,W,l% 
10,516,611 11,x24,797 

3,35fJ,818 3.870.347 
5,535 4,655 

81,823,286 x3,014.292 
(692, lao) (720,010) 

@W= 459.819 
mwm (22,790) 
WW 3,250,Mo 

Total. L&m- of &fens $223.637.646 $272.375.619 $319,707,082 $357.215.779 $305,953,2fJl $425,397,812 $440,445,620 $460,5&J&85 

(a) lhe aarm of total available for cUigation is new tam&et a~thxky, mabligatd balms bra&t form& fmo prior years, traders, 
remmxy of prior )ear ablifatias. ad refdmmble orders. AcmalbaLwesarereportdinflscal~1~, 
uDolrrent~estipateslnfiscal~1986,admD~tyeares~tesinfiscalyear1~7. 

(b) hdmkd in MUmy Ekd. 
Cc) Inuagaue- Trustlhdsinfiscal)Rars1980-82. 

Sarce: m, Fidal slrary Tables, FAD 738. BwQet OblQatiom ad lhhl.Qated Balams 
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Table 11.3: Obligation Rates (a> 
Nseal Years 1980-87 

- 
Milimy F\nrtion 051 1980 1981 1982 1983 1984 1985 1986 Est. 1987 Est. 

Military Persomel 
Retired Pay, Defense 
opefation ad Maintm 
Prooxeoent 
Research, Develop., Test anf Ekal. 
Military constnrtion 
Fanily kusirg 
Special Foreign Cumncy Prcgran 
R.evoltirg and Management RnrLs 
Deductions for Offsettfrg Receipts 
TL-usthKls 
Interfind Transactions (b) 
Defense-wide conti~des 

bxcents) 
99.9 99.6 99.9 99.9 
99.6 99.2 99.7 98.8 
99.8 99.0 !-EL6 98.9 
66.6 69.6 69.1 68.0 
93.4 92.0 93.6 93.1 
67.3 70.5 61.9 57.3 
91.0 91.5 89.0 87.6 
38.7 1.9 23.0 7.6 
90.9 95.1 95.5 92.3 

66.6 69.0 76.5 74.3 78.2 79.4 
100.0 loo.0 loo.0 loo.0 100.0 loo.0 

99.7 99.7 

98.1 97.9 99.9 99.9 
65.5 66.0 66.0 67.4 
90.8 90.6 90.0 90.0 
58.9 64.3 60.4 67.1 
90.2 86.7 87.2 87.0 
33.9 al.2 79.1 50.6 
93.0 91.4 91.9 94.5 

loo.0 

78.4 84.8 
loo.0 loo.0 
100.0 loo.0 

loo.0 

Total, Department of Defemse 88.6 89.7 88.7 86.7 85.4 85.0 85.8 86.7 ^Jz 

(a) Mrect and reimbursable obligations divided by total available for obligation. IXID current year es&hates in fiSGil 
year 1986 aml bmlget year estimates in heal year 1987. 

(b) Intrcgovenmmtal Trust Fkmis in fiscal years 1980-82. 

Source: DOD Financial Summy Tables, FAD 738, higet Obligations arrl Unobligated Balances 



Table II.4: Gqmha~ of Lhbligatd Eahma ad Total Addle for obligation 
Fiscal Yam 1980-87 (a) 

< 
l4ilim Anctial 051 1990 1931 1962 1963 1% 1985 19% Est. 1987 Est. 

(U-) 
Total Uoddigated Balamea (b) $24.2 $26.5 $34.6 w-4 $51.6 $61.5 $61.3 
Total Avdhble for ObkQatim (c) $223.6 $272.4 $319.7 $357.2 s386.0 $425.4 $E:: $460.6 

unobligated- asa%of 
Ibtal Avdlable for Obligatfon 10.8% 9.x 10.8x 12.12 13.u 14.z 14.22 l3.P 

SGm*thhunohllgsted- 
(Year Over Year) $2.3 $8.1 $8.8 $8.2 $9.9 $1.1 ($1.3) 

xGrasthinunohllgated- 9.5% 30.5% 25.32. 19.0% 19.1% 1.8% -2.1% 
(Year Over Year> 

(a)ktualsinfiscal~1980-85,arrrent gearestiplatesinf~pear1986,ard~t~es~tginflscalyear1987. 
(b) Unobligated bahmsnetofl4l6ilgflnds. 
(c) NW hdget athxity. uddigated balanm Lnagbt forrani fma prior years. transfers, reoorrerlee of prior yar ddigatiols, ad 

reMusable o&m. 

Sanoe: lXB Fiuardal Smuary &es, FAD 736,6w&t ohligatiaos d ILohugated Balaxes 



W 
0 

Table 11.5: IhAligated BaLwces k&t of lapses 
Nacal Yeara 19&)-87(a) 

$57,569 $487,138 $987,418 $~,~ 
16.751.838 19,416,117 25.622,701 33,x0,375 

934,537 1,%=2 1.412,053 1,706,089 
1.490.867 1*713,011 3.073.654 3,667,031 

128,121 157,527 255,3m 326,5a6 
5,847 vJo5 2,933 3,803 

4.749.498 3.191.313 3.193.557 3,579,&B 
111,662 108,436 86,287 96,326 

$9%~ $1,319,928 $lr),328 $130,328 
39&x94,739 46,066.m 47.949.759 47,708,501 

2,749,350 3.314.399 4.089.156 4.887.797 
3,929,038 3.781.228 3.324.092 3,728.m 

271,129 371,898 428,595 X32.418 
2,870 3,435 1,155 1,925 

3,709,097 6.533.265 6,601,526 4,239,213 
93,587 %,559 79,914 69,779 

Total,tkpammtoflkfarsp .$x,29,959 $26,539,009 $X,633,953 $43.385.866 $51.619,810 $61#7,034 $fil.268,591 

(a) Actual moblIgated bal- carried forwad ad available for Oaugatlcm the next yem in fiscal )R~TS 1980-85, 
MD atrtent year estimate in fiscal year 1986, d WD Mget ywr estimate in 1987. 

(b) htr~ove-Cal Trust Fmds in fiscal years 1980-82. 
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mlitety Rnrticm 051 1980 1981 1962 1963 1984 1985 

Total lhmbl&ated Edarms (b) 

LapdIg Rds (c) 

Total, Umbl@t& BaJ.smm =ftapses 

(t-) 
$24.2 w.5 $34.6 $43.4 $51.6 $61.5 

$1.3 Si.8 $1.7 $6.2 $6.8 $2.2 

$25.6 w3.3 $36.3 $47.6 $56.4 $63.7 

32.1% -6.1x 155.3% 12.6x -54.5% 

5.z 6.3 4.6x 8.9x 8.5% 3.4% 

._.^” ..-... 



Table 11.7: Iapsiq Ads 
Fiscal Years 19KM7(a) 

MiXtary Fumtion 051 198) 1981 1982 1983 1534 1965 1986(b) 1987(b) 

Swc,on 
45pf3 

a= 
1,043,279 

126,646 
11,600 
%= 

6,537 
94 

(t-) 
$190,279 $46,217 SO.289 

115,573 45,525 200,933 
332,143 302.191 337.m 

1.028,640 1, mpa 1,370,533 
52,717 c= 115,533 
20,639 91,777 
26,139 15.419 44,703 

5,840 1,448 2,501 
(209) 2,033,679 

$18&W $182,551 
(cl Cc) 

540,531 493,360 
2,X3,437 =wJJ 

97,661 95,276 
16,954 19.504 
26,526 53,676 s,@Q 

1,660 1,145 
1,524,690 401,134 57,300 

12,m 

H 
H 

320 

2g.m 

Total, IkparImnt of kf- $1~41,507 $l,m,wo $l.bb+m $4,247@ S497fQ.786 $2,174,966 $70.342 $29,820 

(a) Wdrg balances shin as writeoffs in fiscal pirs lm-82; lapBeE urlexp~~i~ aa!o.lntsinfiscal~ 
1983-85; ad Lapses, m=@redqti~ aooamts d bormdw althxity in fiscal )vars 1986-87 estimates. 

(b) Iapses in fiscal years 19& ard 1987 reported as of Feb. 4, 1986. 
(c) Incla in ImitaKy Ek?xaxd. 
(d) Intragovermental Trust FunIs in fiscal pears l%O-CL 

Sauce: DoDFinawhl. Suamy Tables, FAD 738, iJu&ct OblQatiom arf GmblQated Bahmea 
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khd (a) 
IXD&l-ElUY~FStiSHEe 
Da wget Year Estisate 

mffe- 
xmff- 

$25.6 $28.3 
$24.7 $25.0 

so.9 $2.3 
3.67. 8.8X 

$35.3 
$34.5 

$1.8 
5.z 

$47.6 
$39.0 

1.6 
22.1% 

$56.4 
$43.8 

$12.6 
28.83 

$53.7 
$51.6 

$61.3 

$12.1 $7.0 
23.4% 12.bz 

alarge in owerestkeate 
(Ye= Dver yeer) $1.4 ($0.5) $6.8 $4.0 ($0.5) ($5.1) 

? 
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Figure 11.2: Comparison of Actual and Estimated 
Unobligated Balances (Including Lapsing Funds): 

Fiscal Years 1980-87 
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aIn fiscal year 1986, comparison of current year and 
budget year estimates. 

bin fiscal year 1987, budget year estimate only. 

Source: Table 11.8. 
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APPENDIX III.1 
CDLne.,: IIS 

ACRICfJLTURE, ~IUTRITION. :-‘<D 

FOMSTrlY 

FINAYCE 

5Fi2lAL C3MMl?TEi ON At tir, 

SELECT COMMl’i’lTE ON ETFCCS 

APPJZNDI. X :I .I. 1 
DAVID PRYOR 

ARKANSAS 

ilonorable Charles A. Bowsher 
Comptroller General of the IJnited States 
G~~neral Accounting Office 
441 G St., N.W. 
Washington, D.C. 20548 

Dear Mr. Bowsher: 

The GAO’s important study of the “Potential for Excess Funds 
in DOD” covered the fiscal years 1982 - 1985. Congress has, just 
passed the FY 1986 defense budget. We are writing to ask the GAO 
to update its “Potential for Excess” study to determine what 
inflation related excess may exist in this recently enacted 
legislation. 

We are particularly interested in whether the Departmen-G of 
Defense’s appropriations for FY 86 contain an accurate assumption 
for GNP deflator inflation for the current fiscal year, according 
to the most recently available projections, and what excess may 
exist for the Major Commodity Index, on which the previous study 
commented to considerable and very useful extent. We would also 
welcome an update of the GAO’s estimates for unobligated balances 
in DOD and to what extent they may cont!.nue to be above 
projections. In addition, we are interested to know if the 86 DOD 
appropriations bill has identified all available excess monies 
from previous years and what amounts, if any, may remain 
available for actual savings. Finally, any additional comments or 
new findings found appropriate would be given our fullest 
attention. 

We believe the previous GAO study on thj.:; subject to be one 
of the most helpful and fundamentally important stud!.cs available 
for the purpose of identifying budget related problems to be 
solved. We intend to make substantial use of it and the study we 
are now requesting in the upcoming FY 1987 budget cycle, which 
will start in February. Accordingly, it would be essential for 
us to receive the req,uested study in the beginning of that month. 

Thomas F. E 

35 

(394132) 
!I , 

: 



,. 
,‘,” ,’ ,‘. I 

$ ‘,,,,‘, 

.’ 
t,,: 



Requests for copies of GAO reports should be sent to: 

U.S. General Accounting Office 
Post Office Box 6016 
Gaithersburg, Maryland 20877 

Telephone 202-276-6241 

The first five copies of each report are free. Additional copies are 
$2.00 each. 

There is a 26% discount on orders for 100 or more copies mailed to a 
single address. 

Orders must be prepaid by cash or by check or money order made out to 
the Superintendent of Documents. 
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