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Feeding Families

Army National Guard Spc. Tyler Hughes drops canned goods in a
. vehicle during a food distribution mission in Georgetown, Del., May 18,
= "'\‘ 2020, as part of the state’s COVID-19 response.

g Photo By: Army National Guard Capt. Brendan Mackie




ABOUTTHE AGENCY FINANCIAL REPORT

The Defense Logistics Agency (DLA) Working Capital Fund (WCF) Agency Financial Report (AFR)
provides financial and summary performance results enabling the President, Congress, and
the American people to assess its accomplishments, and to understand its financial results and
operational functions. The AFR consists of DLA WCF financial statements and other reports. The
principal financial statements' have been prepared to report the financial position and results
of DLA WCF's operations. The principal financial statements and accompanying notes have been
prepared from the books and records of DLA WCF using guidance from the following applicable
laws and regulations for which DLA WCF is unable to provide assurance:

Federal Managers’ Financial
Integrity Act (FMFIA) of 1982;

Chief Financial Officers (CFO) Act
of 1990;

Government Management Reform
Act (GMRA) of 1994;

Federal Financial Management
Improvement Act (FFMIA) of 1996;

Government Performance and
Results Act (GPRA) Modernization
Act of 2010;

Improper Payments Elimination
and Recovery Improvement Act
(IPERIA) of 2012;

Fraud Reduction and Data
Analytics Act (FRDAA) of 2015;

Office of Management and Budget
(OMB) Circular A-136, Financial
Reporting Requirements, as
amended;

OMB Circular A-123, Management’s
Responsibility for Enterprise Risk
Management (ERM) and Internal
Control; and

OMB Circular A-11, Preparation,
Submission, and Execution of the
Budget.

Defense Logistics Agency

- FY2020 Working Capital Fund - Agency Financial Report

All information within this report pertains to DLA WCF unless
specifically noted otherwise. DLA WCF's financial results are
unaudited because there are limitations to underlying pro-
cesses and internal controls that support the principal finan-
cial statements. DLA WCF continues to implement processes
and system improvements addressing these limitations. The
AFR consists of three primary sections:

Management’s Discussion and Analysis (Unaudited)

This section provides a high-level overview of DLA WCF, in-
cluding DLA’s history at a glance, mission, and organizational
structure; DLA WCF's overall performance related to its stra-
tegic goals and primary objectives; financial analysis; man-
agement’s assurance on internal controls; system analysis;
compliance with laws and regulations; and forward-looking
information.

Financial Section (Unaudited)

This section contains a message from the CFO, audit reports,
management’s response to the audit reports, financial state-
ments and the accompanying notes, as well as required sup-
plementary information (RSI).

Other Information (Unaudited)

This section details DLA WCF's compliance with, and com-
mitment to, specific regulations. It includes forgone revenue
reporting, performance and management analyses, recom-
mendations, fraud reduction reporting and payment integrity
reporting.

'Refer to the Financial Section Introduction for definition of
principal financial statements.



SUNLIT SILHOUETTE

Marine Corps Lance Cpl. Gage Ramsey participatesinatraininginthe United Arab Emirates,

Feb. 22, 2020, while preparing for Native Fury. The exercise is designed to engage Marines

in a variety of different techniques to accomplish several training objectives.

Photo Credit: Marine Corps
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MESSAGE FROM THE DIRECTOR

On behalf of the Defense
Logistics Agency (DLA), |
am pleased to present the
Fiscal Year (FY) 2020 Agency
Financial Report. This is
DLA’s 59th year of existence
and throughout our proud
history we have always
successfully responded in
support of the Nation's and
the Department's end to

end logistics requirements.
In FY2020, DLA continued to support relief efforts for natural
disasters, such as wildfires that destroyed 11 million acres
of land and a record number of hurricanes and tropical
storms. DLA also awarded 21,000 contract actions with
obligations of over $2 billion to assist the Department's and
other Federal Agencies response to the Coronavirus-19
(COVID-19) pandemic. This report provides a summary of our
programs, accomplishments, challenges, and stewardship
of the resources entrusted to us by the American Public and
our partner Agencies. As responsible stewards of taxpayer
dollars, DLA works relentlessly to efficiently and effectively
serve the Warfighter and our partners as they accomplish their
respective missions.

| am honored to be DLA's 20th Director, and my charge is to
continue finding the right solutions to meet the needs of our
combatant command, the Services and our Nation. We are
postured to continuously learn and grow as an organization
while we maintain our passion to find effective solutions.
At DLA, our key mission is supporting the Warfighter and
providing effective logistics support to the operating forces
of our Military Services at the lowest possible cost to the
taxpayer. To accomplish our goals of delivering world-class
support to the Warfighter and maintaining accountability, the
Agency has devoted itself to the following five Lines of Effort,
two Critical Capabilities and three Cross-Cutting Efforts:

»

»

»

»

»

»

»

»

»

»

LINES OF EFFORT

Warfighter Always: Strengthen Service
and Combatant Command Readiness
and Lethality

Global Posture: Prepared for Immediate
Action

Strong Partnerships: Leverage the
Joint Logistics Enterprise, Interagency,
Industry, and Partner and Allied Nations

Whole of Government: Support to the
Nation

Always Accountable: Assured Supply
Chain, Financial and Process Excellence

CRITICAL CAPABILITIES

Enterprise Enablers: Innovation,
Data Management, Technology, and
Cybersecurity

People and Culture: The heart of
everything we do. If you take care of your
people, the mission will happen

CROSS-CUTTING EFFORTS

Auditability: Is everyone’s responsibility

DoD Reforms: Gain efficiencies and
maximize savings

Supply Chain Security: Strengthening
operational resilience

iv Defense Logistics Agency - FY2020 Working Capital Fund - Agency Financial Report
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AS WE LOOK FORWARD, DLAWILL CONTINUE TO COMMIT RESOURCES AND MANAGE
THE GLOBAL SUPPLY CHAIN - FROM RAW MATERIALS TO END USER TO DISPOSITION
- FOR THE ARMY, NAVY, AIR FORCE, MARINE CORPS, COAST GUARD, COMBATANT
COMMANDS, OTHER FEDERAL AGENCIES, AND PARTNER AND ALLIED NATIONS.

This year, our Independent Public Accounting (IPA) firm, Ernst
and Young, LLP, issued a Disclaimer of Opinion on DLA’s Working
Capital Fund (WCF) Financial Statement. Information obtained
through this effort will be extremely valuable in our on-going
efforts to improve all aspects of DLA WCF operations. The IPA
reported material weaknesses in key areas involving policies
and procedures, critical asset accounting procedures, financial
information systems and reporting, and completeness of
records. DLA also continues to identify material weaknesses in

the same areas.

With the establishment of the DLA Enterprise Risk Management
(ERM) late FY2019 the Agency began
implementation and execution of the Risk and Internal Control
Program. In FY2020, the ERM Program Office focused their
efforts across DLA in building the foundational tenets for

Program Office in

managing risk and internal controls by developing an ERM
framework, establishing DLA's Risk Appetite Statement and
identifying the top critical risks for the Agency.

The DLA is focusing on reviewing the audit results, identifying
root causes of conditions, prioritizing resources, and developing
corrective action plans to fix the conditions associated with
identified material weaknesses. As DLA looks toward the
future, efforts will focus on reengineering end to end processes,
identifying risks, designing and testing controls, and prioritizing

remediation efforts. In addition, DLA is reviewing all aspects

e

of OMB Circulars A-123, Management's Responsibility for
Enterprise Risk Management and Internal Control and A-136,
Financial Reporting Requirements to incorporate necessary
Enterprise-wide operational and financial reporting process
changes that will ensure that our financial statements are
accurate and reliable.

In the future, DLA will continue to resource and manage
the global supply chain - from raw materials to end user to
disposition - for the Army, Navy, Air Force, Marine Corps,
Coast Guard, combatant commands, other Federal Agencies,
and partner and allied nations. With our agile and professional
workforce as our foundation, we will continue to be the Nation's
Combat Logistics Support Agency. WARFIGHTER ALWAYS!

M. C. SKUBIC
VADM, SC, USN
Director

Defense Logistics Agency - FY2020 Working Capital Fund - Agency Financial Report v
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MANAGEMENT'S DISCUSSION
AND ANALYSIS (Unaudited)

TANK COMMANDERS

Twentynine Palms, Calif. - Marines participate in Steel Knight 20 at Marine Corps Air

Ground Combat Center Twentynine Palms, Calif., Dec. 2, 2019. Steel Knight is an annual ex-

ercise in which Marines and sailors improve their ability to win a complex, dispersed fight.

Photo By: Marine Corps Lance Cpl. Benjamin Aulick
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INTHIS SECTION

SECTION 1

Management’s Discussion and Analysis (Unaudited)

3 Mission and Organizational Structure

9 Performance Goals, Objectives, and Results

21 Analysis of Financial Statements and Stewardship Information
29  Analysis of Systems, Controls, and Legal Compliance

39 Forward-Looking Information
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Management’'s Discussion and Analysis (Unaudited) / Section 1

MISSION AND ORGANIZATIONAL STRUCTURE

DLA’s History at a Glance

The origins of DLA date back to World War Il when America’s
huge military buildup required the rapid procurement of
vast amounts of munitions and supplies. After the war, a
commission headed by former President Herbert Hoover
recommended the central management of common military
supplies and services. Integrated management began in
1958 with a joint Army-Navy-Air Force Support Center
and continued a few years later when the Department of
Defense (DoD) assigned the department-wide management
of certain commodities to individual services. Thus, the Army
became the military's sole buyer of food and clothing; the
Navy managed medical supplies, petroleum, and industrial
parts for all the services; and only the Air Force purchased
electronic items.

Although centralizing wholesale stocks, this “single
manager” system did not provide the uniform methods
recommended by the Hoover Commission. Each single
manager operated under the procedures of its parent
service, and customers had to use as many sets of
procedures as there were managers. On October 1, 1961,
Secretary of Defense Robert McNamara eliminated this
complexity by consolidating single-managers into one
Agency. Called the Defense Supply Agency (DSA), this new
organization began operations on January 1, 1962. Employing
fewer people than the single managers and keeping less
inventory in its warehouses, DSA immediately began to save

the government money.

DSA grew substantially in 1965 when the Office of the
(0SD)
management functions under its Headquarter (HQ). Through
its Defense Contract Administration Services (DCAS), DSA

Secretary of Defense consolidated contract

Holiday Mail

Sailorstransport mail from an aircraft
elevator tothe hangar bay of the
aircraft carrier USS Abraham Lincoln
during areplenishment with the USNS
Richard E. Byrdin the South China Sea,
Dec.24,2019. Photo By: Navy Petty
Officer 3rd Class Michael Singley

oversaw the performance of most of the Nation's defense
contractors.

After its success in providing supplies to forces in Southeast
Asia, DSA began receiving provisioning responsibilities
Outside the Continental United States (OCONUS). In 1972, it
assumed the responsibility for overseas property disposal
and the
distribution of coal and bulk petroleum. In 1973, it began

worldwide procurement, management, and

providing food for mess halls and commissaries.

The Federal
accomplishments

government continued to recognize DSA's

by giving DSA new authorities and
missions. On January 1, 1977, DoD changed DSA’'s name to
the Defense Logistics Agency. Less than a decade later,
Congress identified DLA as a Combat Support Agency in the
Goldwater-Nichols Act of 1986. In 1988, DLA (also referred
to as the Agency) assumed management of the Nation's
strategic materials from the General Services Administration
(GSA). Two vyears
contract administration functions within DLA. In response,

later, DoD consolidated virtually all
the Agency elevated the DCAS to a command: the Defense
Contract Management Command.

The DLA continued to undergo major reorganizations in
the 1990's. In April 1990, DoD gave DLA the mission of
overseeing the services distribution depots. Eventually,
this mission became the responsibility of DLA Distribution.
In March 1993, the Agency reengineered its HQ so that

only six organizations, rather than 42, reported directly to

the Director. As a result of Base Realignment and Closure
(BRAC) 88, DLA moved its HQ from Cameron Station, VA, to
Fort Belvoir, VA, in 1995. As a result of BRAC 93, it merged

Defense Logistics Agency - FY2020 Working Capital Fund - Agency Financial Report 3



Section1/ Management’'s Discussion and Analysis (Unaudited)

its Defense Electronic Supply Center in Dayton, OH, with
its Defense Construction Supply Center in Columbus, OH.
It called the consolidated center Defense Supply Center
Columbus. As part of the same BRAC, the Defense Personnel
Supply Center moved from southern Philadelphia to co-
locate with the Defense Industrial Supply Center in northern
Philadelphia. Finally, Defense Printing Services, renamed
Defense Automated Printing Service, transferred to DLA in
October 1996.

As the new millennium began, DLA rose to meet new
challenges. In 2001, the Agency renamed its HQ for United
States (U.S.) Army Lt. Gen. Andrew T. McNamara, its first
director. DLA responded rapidly to the terrorist attacks on
the US. homeland later that year, providing outstanding
logistical support to multiple commands in Operation
ENDURING FREEDOM. Beginning in 2001, DLA processed
more than 6.8 million requisitions with a total value of more
than $6.9 billion, provided $21.2 million in humanitarian
support, and supplied more than 2.3 billion U.S. gallons of
fuel to support that conflict. To support Operation IRAQI
FREEDOM, DLA processed 6.4 million requisitions worth
more than $6.9 billion, provided more than 180.5 million field
meals, supplied nearly 2 million humanitarian daily rations,
and sourced more than 3 billion U.S. gallons of fuel. During
retrograde operations, the Agency continued to supply 100
percent of food, fuel, and medical supplies for the remaining
forces, as well as most of their clothing, construction
materials, and spare parts.

In addition to its operational support, DLA provided logistical

aid for humanitarian and relief missions. In October-
November 2012, it offered unprecedented support in the
wake of Hurricane Sandy. In September 2014, it helped the
U.S. Agency for International Development combat the deadly
Ebola virus in West Africa. More recently, DLA delivered
disaster relief to Haiti and the Southeastern U.S.; sustained
Iragi and Syrian refugees: helped the U.S. Forest Service fight
fires; and provided resources to secure the Nation's southern

border.

Recently, DLA has responded to the Nation's efforts to fight
COVID-19. Through Army and Navy hospitals, the Federal
Emergency Management Agency (FEMA), and Department of
Health and Human Services (HHS), the Agency provided the
American public with personal protective equipment, medical
material, food, gowns, and cloth facemasks. From February
to the end of the fiscal year, Service Members, senior-care
facility residents, and the Nation's school children have all
benefited from DLA’s ability to buy in demand items in large
guantities at reduced costs.

As DLA approaches its 60th anniversary, it continues to
provide logistics, acquisition, and technical services to DoD
components (including the US. Army, Navy, and Air Force),
other Federal Agencies, and public entities. Wherever the U.S.
goes, DLA is there.

Mission, Vision, and Values

The DLA’'s mission, vision, and values are integral parts of the Agency which are
represented through its efforts and impact around the world.

MISSION

Sustain Warfighter
readiness and
lethality by delivering

proactive global
logistics in peace and
war.

VISION

DLA is the Nation’s
Combat Logistics
Support Agency: global,
agile and innovative,
focused on the
Warfighter first.

VALUES

Leadership,
professionalism, and
technical knowledge

through dedication to
duty, integrity, ethics,
honor, courage and
loyalty.

4 Defense Logistics Agency - FY2020 Working Capital Fund - Agency Financial Report



What DLA Does

Management’'s Discussion and Analysis (Unaudited) / Section 1

Refuel Duo

Reserve soldiers assigned to the 1st Battalion, 158th Aviation Regiment refuel a UH-60 Black Hawk helicopter in Conroe, Texas, Oct.

19, 2019, during an event for civilian employers of National Guardsmen and reservists. Photo By: Army Maj. Linda Gerron

The DLA reports to the Office of the Under Secretary of Defense
(OUSD) for Acquisition and Sustainment through the Assistant
Secretary of Defense for Sustainment. As the Nation's Combat
Logistics Support Agency, DLA manages the global supply
chain - from raw materials to end user to disposition - for the
components of the DoD (including the U.S. Army, Navy, and
Air Force), other Federal Agencies, and public entities. DLA
sourcesandprovidesnearlyalltheconsumableitems America’'s
military forces need to operate, from food, fuel and energy to
uniforms, medical supplies, and construction material. DLA
provides support around the clock and around the world to meet
the needs of America’'s Armed Forces and other designated
customersintimes of peace, National Emergency, and war. DLA
supports DoD objectives and missions with involvement in the
full range of military operations from participation with multi-
national forces engaged in large-scale combat operations,
weapons and spares provisions, peacekeeping efforts, and
emergency support to humanitarian efforts.

The DLAWCF employs approximately 24,300 civilian personnel,
530 active duty military personnel, and 590 reserve personnel
who operate a global enterprise in 20 countries and 47 states.
Civilian personnel are paid from DLA WCF while active duty
military personnel and reserve personnel are paid from their
respective Military Departments.

The National Defense Authorization Act (NDAA) is the U.S.
Federal law specifying annual budget and expenditures of the

DoD. As part of fulfilling the government’s duty to be publicly
accountable for budgetary resources, DLA WCF maintains
accountability primarily through contract authority for its
operating and capital programs, as it relates to its two major
activity groups: Energy and Supply Chain Management (SCM).
DLA WCF rigorously plans, executes and monitors budgetary
resources, sales patterns, and rates of obligation in excess of
$46.5 billion annually, while ensuring its mission of supplying
American Warfighters with critical support. These resources
are utilized in accordance with prevailing laws and regulations.

The DLA WCF has three major activity groups: Energy, SCM,
and Document Services. Energy and SCM collaborate with
Distribution and Disposition Services to form the six Major
Subordinate Commands (MSCs) (as depicted in Figure 1and 3).
The Energy activity group manages the Energy MSC, and the
SCM activity group manages the other five MSCs. The term MSC
was devised by DLA's Director to reflect the flow of acquiring
supplies, distributing supply materials, and disposing of excess
supplies. In its support role, Distribution provides worldwide
storage and distribution services to the nine supply chains
described on next page, while Disposition Services partners
with DLA WCF's supply chains, DoD components (including the
U.S. Army, Navy, and Air Force), other Federal Agencies, and
public entities to reutilize, transfer, sell, and donate surplus
property and disposal of hazardous waste.

Defense Logistics Agency - FY2020 Working Capital Fund - Agency Financial Report 5



Section1 / Management’'s Discussion and Analysis (Unaudited)

The third DLA WCF activity, Document Services operates

primarily through spending authority from offsetting-

collections and outside of the MSCs. Its role is to provide
preferred DoD document and printing services, as well as

provide those services to other Federal agencies.

The DLA WCF manages nine supply chains through the Energy
and SCM activity groups, and supports more than approximately
2,200 weapon systems. The nine supply chains are: Aviation
Systems, Land Systems, Maritime Systems, Fuel/Energy,
Subsistence, Medical, Clothing and Textiles (C&T), Construction
and Equipment (C&E), and Industrial Hardware (IH). In FY2020,
IH was absorbed and transferred between Aviation and Land

LAND AND DISPOSITION
TROOP SUPPORT AVIATION ENERGY DISTRIBUTION

PHILADELPHIA_ PA RICHMOND, VA

COLUMBUS, OH

Repair parta for
ground-based and
maritimea ayalems

Global Supply Chaine:
Subsizstence, Clothing
& Textiles,
Construction &
Equipmant, Madical,
and Industrial
Hardware

Ropair parts for
aviation systems,
nuclear systoms,
maps and Industrial
Plant Equipment

and Maritime. Over the course of FY2020 through FY2022,
the IH national stock numbered items and workload will be
divided between Land and Maritime and Aviation. The Energy
activity group manages the Energy supply chain, and the SCM
activity group manages the other eight supply chains. Agency
leaders are committed to the continuous assessment and
transformation of the organizational culture, size, structure,
and alignment through enterprise integration and partnering
with the private sector. Organizing as a single, integrated
business enterprise enables DLA WCF to focus on supporting
DoD components, other Federal agencies, and public entities,
enhancing the Armed Forces’ readiness, and providing for the
Warfighter during contingency operations.

FORT BELVOIR. VA MEW CUMBERLAND, PA BATTLE CREEK, MI

Global solutions for
dizsposal of
BNCAEE proparty

Global fual
comprehensive
onergy solutlons

Glabal storage and
distribution solutions

DISPOSE

Figure 1: DLAMSC Chart

How DLA WCF Accomplishes its Mission

The DLAWCF has three major activity groups: Energy, SCM, and Document
Services. The three major activity groups are described below:

Energy

The DLA Energy activity group provides the DoD components
(including the U.S. Army, Navy, and Air Force), other Feder-
al Agencies, and public entities with comprehensive energy
solutions worldwide. To do so, DLA Energy manages the En-
ergy supply chain for energy-related products and services
from jet fuel and natural gas to quality assurance and utility
services, and many more. DLA Energy manages the follow-
ing major product areas: Aerospace Energy. Bulk Petroleum
Products; Direct Delivery Fuels; and Installation Energy. Ad-
ditionally, DLA Energy provides services such as Govern-
ment Fuel Cards, quality-related services, international fuel
agreements, utility services contracts and research and de-
velopment (R&D) of alternative fuels to customers.

Supply Chain Management

The DLA SCM activity group is responsible for managing eight
supply chains and associated weapons systems, and provides
logistics and material process management policy, guidance,
and oversight while conducting continuous assessments of
supply chain performance. DLA SCM integrates strategic,
operational, and tactical perspectives, command and control
functions for contingency operations, and adaptive planning
in order to influence the logistics supply chain. Additionally,
DLA SCM operates a global network of distribution centers
and disposal services. DLA WCF's warehousing strategy is
driven by the commitment to better serve Warfighters, co-lo-
cating with the Armed Forces, while placing supplies where
they are most needed.

6 Defense Logistics Agency - FY2020 Working Capital Fund - Agency Financial Report



Document Services

Operatingindependently and apart from the nine activity groups
discussed above, DLA Document Services is the preferred
provider for document automation services to the DoD and
is also designated as the single manager for printing and
high-speed, high-volume duplicating in the DoD. Document
Services duplicating, and document

provides printing,

automation services within the DoD to include document

Management's Discussion and Analysis (Unaudited) / Section 1

workflow conversion, electronic storage and output, multi-
function devices, office printers, and distribution of hard copy
and digital information. Through Document Services, DLA WCF
helps customers reduce storage costs, increase efficiency
of information sharing, and provides more functionality at a
significantly lower cost.

Organizational Chart

Below is DLA's organizational chart. Appendix B contains further explanation of the
Staff Directors and Field Activity Commanders (J/D) Codes.

WHO’S
WHO IN DLA

KRISTIN K. FRENCH
CHIEF OF STAFF

VADM MICHELLE MICHAEL D. SCOTT
C. SKuBIC VICE DIRECTOR
DIRECTOR

CSM TOMEKA
N. O'NEAL, USA
SENIOR ENLISTED
LEADER

)4

BG KEITH D.

BRIG GEN DAVID BRIG GEN JIMMY

BG GAVIN A. RDML KRISTEN MICHAEL O.
LAWRENCE, USA J. SANFORD, USAF  B. FABRY, USN  R. CANLAS, USAF REVENTLOW, USMC CANNON
COMMANDER COMMANDER COMMANDER COMMANDER COMMANDER DIRECTOR
DLA TROOP SUPPORT DLA AVIATION DLA LAND AND DLAENERGY DLADISTRIBUTION DLA DISPOSITION
MARITIME SERVICES
"
5
BRADB.BUNN  MAJ GEN ALLAN GEORGE DUCHAK  MATTHEW R. JOHN ARTHUR ~ RDML GRAFTON D. CAPT JASON COL HATTIE COL KRISTA
DIRECTOR DAY USAF, DIRECTOR BEEBE (ART)HAGLER ~ CHASE JR., USN ADAMS, USN RICHARDSON, USA  HOFFMAN, USA
HUMAN DIRECTOR INFORMATION DIRECTOR DIRECTOR DIRECTOR JOINT COMMANDER COMMANDER COMMANDER
RESOURCES LOGISTICS OPERATIONS ACQUISITION FINANCE RESERVE FORCE DLA INDO-PACIFIC  DLA CENTCOM &  DLA EUROPE &
&) OPERATIONS (J6) W7) (J8) J9) SOCOM AFRICA

(J3)

MATTHEW F. WILLIAM A. RIGBY ~ DWIGHT D. GORDON “BUZZ" CH (coL) STEPHANIE MARTA JOSEPH YOSWA  JANICE SAMUEL ALEETAD.
PAUSCH DIRECTOR DENEAL HACKETT Christopher G.  SAMERGEDES MCLELLAN DIRECTOR DIRECTOR COLEMAN
GENERAL  OFFICE OF THE DIRECTOR DIRECTOR Archer, USA DIRECTOR ROSS PUBLIC AFFAIRS EQUAL DIRECTOR
COUNSEL INSPECTOR  SMALL BUSINESS  INSTALLATION COMMAND INTELLIGENCE DIRECTOR (DP) EMPLOYMENT TRANSFORMATION
(DG) GENERAL PROGRAMS MANAGEMENT CHAPLAIN (DI LEGISLATIVE OPPORTUNITY (OT)
(0IG) (DB) (DM) (DH) AFFAIRS (DO)

Figure 2: DLA Organizational Chart
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DLA Organizational Structure

Office of the Secretary of Defense

Under Secretary of Defense
(Acquisition and Sustainment)

Assistant Secretary of Defense
(Sustainment)

DLA Disposition Services

Defense Logistics Agency
Fort Belvoir, VA

DLA Distribution

New Cumberland, PA
Battle Creek, Ml

Disposes of excess property
- by reutilization, transfer
- and demilitarization;
conducts environmental
disposal and reuse.

Provides storage and
distribution solutions/
management,
transportation planning/
management and logistics
planning and contingency
operations; operates
a global network of
distribution centers.

A

DLA Troop Support DLA Energy
Fort Belvoir, VA

DLA Land and Maritime
Philadelphia, PA

DLA Aviation
Richmond, VA Columbus, OH
Provides parts for aviation Provides repair parts for Provides food, textiles, Provides bulk fuel,
weapons systems, flight ground-based and Maritime construction material, alternative fuel/renewable
safety equipment, maps, weapons systems, small medical supplies and energy. aerospace energy,
environmental products, arms parts, fluid handling, equipment, to include fuel quality/ technical
industrial hardware and industrial hardware, and pharmaceuticals. support, fuel card programs
electronic components. and installation energy
services.

industrial plant equipment.

DLA Indo-Pacific

DLA CENTCOM & SOCOM DLA Europe & Africa
MacDill Air Force Base, FL Kaiserslautern, Germany Joint Base Pearl Harbor-Hickam, HI

Figure 3: DLA Organizational Structure
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Management’'s Discussion and Analysis (Unaudited) / Section 1

PERFORMANCE GOALS, OBJECTIVES,

AND RESULTS

The DLA has established performance assessments of its
programs for purposes of assessing Agency performance
and improvement, based on the GPRA Modernization Act of
2010. DoD produces an Annual Performance Report (APR)
for all its components (including DLA WCF) and will include
its FY2020 APR with its FY2022 Congressional Budget
Justification. The APR is located at: https://cmo.defense.gov/
Publications/Annual-Performance-Plan-and-Performance-
Report/.

The Performance Goals, Objectives, and Results within
to DLA's 2018-2026 Strategic
Plan and provides a summary of DLA's five Lines of Effort
(LOEs),
Cutting Efforts (CCEs). These goal-oriented objectives and

this section are aligned
two Critical Capabilities (CCs) and three Cross-
forward-looking initiatives are designed to strengthen DLA's

efforts in sustaining Warfighter readiness and the Nation's
responsiveness as described:

Lines of Effort: A mechanism to link multiple goal-oriented
objectives that focus efforts toward establishing operational
and strategic conditions.

Critical Capabilities: A means that is considered a crucial
enabler for a center of gravity to function as such and is
essential to the accomplishment of the specified or assumed
objective(s).

Cross Cutting Efforts: Efforts that support, impact or
Identified to
ensure deliberate consideration, greater coordination and

significantly influence more than one LOE.

synchronization during planning and execution, both within
and external to DLA.

The key initiatives that have specific Director's emphasis in

DLA's Strategic Plan for 2018-2026 are shown in the LOEs
and CCs below.

S

WAR A GHTER FIRST

and Partm.‘r and
Allied Nations

\ & e, n‘"'t‘
‘ % 'WHOLE OF
= GOVERNMENT

o tha Nation

" Ma |I.u'1J.?ﬁ-."’-"‘p

g #nun*ra,1

CULTUI-H:

ALWA‘I‘S )=
.ﬁﬂﬂﬂ 1] NTA. BLE

Figure 4: Lines of Effort and Critical Capabilities
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Section1 / Management’'s Discussion and Analysis (Unaudited)

The LOEs, CCEs, CCs and objectives in the section below are derived from DLA’s 2018-2026
Strategic Plan; however, there are specific objectives and key performance measures that
are applicable to DLAWCF and have been identified accordingly below.

LOE1 WARFIGHTER FIRST

The DLA’s number one priority, Warfighter First, is sustaining
the full range of military operations in an increasingly complex
global environment.

Warfighter First Objectives

1.1 Nuclear Enterprise

1.2 Readiness and Lethality
1.3 Address Risk

1.4 Predictive Technology

1.5 Warfighter Trust

1.6 Space Enterprise

1.7 Supportto DoD Reform
1.8 Demand Projections

Objective 1.2: Readiness and Lethality
Link performance to service and Combatant Command
(CCMD) readiness and lethality. DLA must be ready to support
Warfighters engaged in any possible operation while achieving
the efficiencies the Nation and customers expect. DLA will
prioritize wargame and exercise participation, training, and
realistic logistics scenarios that ensure DLA validates the

Concepts of Operations.

Objective 1.3: Address Risk

Ensure readiness and lethality across the end-to-end supply
chain by reducing risk, improving efficiency, and optimizing
retail and industrial support. DLA will continue to address risk
areas (operational, cyber security, terrorism, counterfeiting)
across MSCs and improve supply chain resiliency and security.

Objective 1.4: Predictive Technology

Anticipate and position solutions for Warfighter requirements
by combining big data, predictive analytics, automation,
artificial intelligence, sustained supply chain visibility, and
continuous communication.
Through employment of trend analysis and predictive
algorithms, DLA is able to consistently predict and position the
right logistics solution on time, every time.

Objective 1.5: Warfighter Trust

Continually earn the Warfighter's trust as the Nation's Combat
Logistics Provider. DLAwillmakeitfastandeasyfor Warfighters
to work with DLA by quickly understanding the customers’
current requirements and anticipating their future needs.

Objective 1.8: Demand Projections
Working Whole of

improve

collaboratively with DLA's service,
DLA will
projections and reduce demand planning errors to increase

Government and Industry partners,
service readiness and the buying power for DoD and supported
Federal Agencies.

LOE2 GLOBAL POSTURE

The DLA’s logistics presence and posture must enable the
Nation’s ability to protect its global interests. The speed and
complexity of global crises require resilient networks, robust
partnerships, and quickly integrated teams. DLA will position
resources for rapid use, build more deployable capabilities,
and strengthen the partnerships using integrated logistics and
contracting services.

Global Posture Objectives

2.1 Strategic Positioning
2.2 Single Point of Entry
2.3 Expeditionary Capabilities
2.4 Expanded Solutions
2.5 Joint Reserve Force

Objective 2.1: Strategic Positioning

Strategically position DLA capabilities where the Warfighter
needs them most. DLA supports service members around
the world by providing comprehensive logistics support and
services, even in the most austere environments.

Objective 2.4: Expanded Solutions

Expand the availability and use of logistics solutions to enable
immediate action. DLA will use big data to provide accurate
demand forecasts, stock levels, and positioning to enable
rapid responses to emerging military service and CCMD
requirements. DLA's flexible, responsive contracting and global
services contracts bring additional capability to the fight when
conditions warrant.

10 Defense Logistics Agency - FY2020 Working Capital Fund - Agency Financial Report



LOE 3 STRONG PARTNERSHIPS

Mission accomplishment requires close collaboration and
strong relationships with critical stakeholders: the Joint
Logistics Enterprise (JLEnt), other government partners,
suppliers, and allies. DLA must sustain partnerships and
synchronize efforts with these entities to help DoD and the
Nation address immediate needs and long-term challenges.

Strong Partnerships Objectives

3.1 Joint Logistics Enterprise
Partnerships

3.2 DoD Interagency Partnerships

3.3 Industry Partnerships

3.4 Public Engagement

Objective 3.1: Joint Logistics Enterprise
Partnerships

Partner across the JLEnt to improve support for current and
emerging requirements. Basing the efforts in Joint Publication
4.0, DLA will strengthen partnerships through engagement
with JLEnt entities and cooperatively facilitate progress toward
mutual goals, objectives, and expectations of the partners.

Objective 3.2: DoD and Interagency
Partnerships

Collaborate with DoD and interagency partners to develop
solutions that optimize DLA support to sustainment operations,
government efficiency, support to major acquisition programs,
business reform, and policy objectives. DLA's focus on
developing solutions and building relationships brings a full
range of capabilities to the long-term, strategic goals of the U.S.
government.

Objective 3.4: Public Engagement

Engage with public entities to increase understanding and
awareness of DLA's mission and operations. In collaboration
with the OSD, DLA will actively engage with Congress, advisory
boards, public media, and other stakeholders to facilitate
partnerships, raise awareness of DLA operations, and highlight
the contributions to the Nation.

LOE 4 WHOLE OF GOVERNMENT

The DLA’'s global network and expertise in supply chain
management canimprove efficiency and increase effectiveness
of the Whole of Government partners. Collaboration ensures a
healthy, viable base of suppliers able to surge when needed.

Management’'s Discussion and Analysis (Unaudited) / Section1

Working alongside these Whole of Government partners in
domesticandinternational operations, DoD and DLA strengthen
the ability to serve National interests.

Whole of Government Objectives

41 Crisis Response
4.2 Provider of Choice
4.3 Expand Support to Federal Agencies

Objective 4.1: Crisis Response

Strengthen the crisis-response and contingency operations
of our Whole of Government partners. DLA team members
plan, organize and train to mutually support swift interagency
response by proactively engaging with federal, state and
local organizations. Drawing on our extensive supply chain
partnerships, we develop processes, actions and policies that
enable agile, rapid responses.

Objective 4.2: Provider of Choice

Extend DLA capabilities to support daily operations of other
government partners. While providing uninterrupted support to
the Warfighter, DLA will offer its collective expertise, focusing
on supply chains and services where DLA offers a unique
advantage. Drawing upon the global network of command and
control capabilities, suppliers, and expertise, DLA will further
extend its support to the Whole of Government.

Objective 4.3: Expand Support to Federal
Agencies

Support interagency and DoD reform initiatives. DLA's core
competencies can offer the most cost-effective, efficient
solutions to DLA's Whole of Government partners. DLA
will assess other Agencies’ solutions for their value to the
government and adopt solutions that enhance DLA's Warfighter
support. DLA will actively participate in Federal initiatives to
eliminate duplication, capitalize on economies of scale and
create additional category management opportunities for the
DoD.

LOES5 ALWAYS ACCOUNTABLE

Trust and confidence in DLA is born from ethical behavior,
reliability, and transparency. Cost-consciousness, auditability,
innovation, riskassessmentand mitigation,and sound business
processes are the foundation of this trust. DLA holds partners
and suppliers to the same high standards.

Defense Logistics Agency - FY2020 Working Capital Fund - Agency Financial Report 11



Section1 / Management’'s Discussion and Analysis (Unaudited)

Always Accountable Objectives

5.1 CostConsciousness

5.2 Auditability

5.3 Value Innovation

5.4 Mitigate Risks

5.5 Transfer Cost Structure to Reduce
Rates and Improve Transparency

Objective 5.2: Auditability

Attain and sustain auditability through process excellence and
sound financial stewardship. DLA will achieve an unmodified
financial statement audit opinion using thoroughly documented
processes, automated tools and general controls that are
secure and compliant. DLA will continue to document, evolve
and test processes to ensure DLA implements corrective
actions and address deficiencies.

Objective 5.4: Mitigate Risks

Strengthen risk management to ensure secure, agile and
resilient Combat Logistics Support. DLA thoroughly manages
risks associated with alternatives to deliver world-class
logistics support. DLA must pay special attention to cyber risks
and data integrity across the entire supply chain.

CCE1AUDITABILITY

Auditability is a cross-cutting effort and is everyone's
responsibility from the Director down to the warehouse worker
and across the enterprise as a whole. The audit requires
full engagement to understand our operations, adequately
document processes, implement strong internal controls and
enhance information technology (IT) general controls. Audit
sustainment will improve enterprise business operations,
reduce cycle times, and ultimately maximize warfighter
support. DLA will develop corrective action plans that address
changes to the end-to-end processes that span across the

enterprise, improving DLA's core business cycles.

CCE 2 DoD REFORMS

In response to the President’s call for governmental reform
and under the Direction of the Chief Management Officer,
DoD is reviewing, changing and singling up processes where
appropriate to gain efficiencies and maximize savings to
reinvest into Service readiness. To support this effort, DLA's
central Reform Program Management Office coordinates with
DoD reform teams and integrates reform efforts across the
Agency.

CCE 3 SUPPLY CHAIN SECURITY

Supply Chain security is a cross-cutting effort to ensure DLA
has the connections and communication in place to operateina
contested ordegraded operational environment. Interruption of
DLA supply chain operations compromises our Nation's ability
to deliver combat power and execute critical missions. DLA's
efforts are focused on maintaining the integrity and access
to key data; engaging with valid and reputable vendors who
produce quality supplies and services; and building resiliency
and redundancy into processes and systems to ensure
continuity of operations.

CC1ENTERPRISE ENABLERS

The DLA recognizes innovation, data management, technology

and cybersecurity are intertwined. These four critical
capabilities support DLA's LOEs and CCEs and are essential
for DLA's workforce to accomplish strategic and operational

objectives.

Enterprise Enablers Objectives
1. Innovation
2. Data Management

3. Technology

4. Cybersecurity

CC2 PEOPLE AND CULTURE

The DLA will continue to attract, develop, engage and retain a
diverse, highly skilled, mission-focused workforce, strengthen
current and emerging workforce competencies, leverage and
expand leadership programs, and foster an environment that
unlocks the full potential of DLA employees in order to meet
current and future mission demands.

People & Culture Objectives
1. Develop Leaders

Resource the Enterprise

Manage the Talent

Sustain our People

Perform and Reward

2.
3.
4.
5. Fortify the Culture
6.
7. Build Connections
8.

Protect the Workforce
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Performance Measures (Unaudited)

DLA Supply Chain Management (Non-Energy) - Performance Measure I:

Supply Chain Management Availability to Warfighters

This performance measure relates to the objectives described above:
1.3 Address Risk; 1.4 Predictive Technology; 1.5 Warfighter Trust; 1.8 Demand Projections; 2.1

Strategic Positioning; and 2.4 Expanded Solutions.

The DLA SCM strives to predict supply needs in order
to efficiently and effectively equip the Warfighter. As of

September 30, 2020, DLA SCM met its target of having a
total average of 90.0% supply availability across the board

92.0%

91.0%

90.0%

89.0%

88.0%

Supply Availability

87.0%

86.0%

85.0%

®Army

@ Air Force

@ Marines

@ Navy
Average

FY2020
N.7%

91.6%
89.2%
89.0%
90.4%

Management’s Discussion and Analysis (Unaudited) / Section 1

for all Military Departments. DLA continues its efforts in

meeting high supply availability expectations by employing

smart budgetary resource use techniques, and leveraging

rapid

acquisition

opportunities

Supply Availability to Warfighters

FY2019
90.8%

90.4%
88.9%
88.6%
89.7%

FY2018
88.1%

88.7%
87.9%
87.5%
88.1%

to meet

FY2017
89.7%

90.2%
88.4%
88.6%
89.2%

Figure 5: Supply Availability to Warfighters by Military Command

expectations.
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Section1 / Management’'s Discussion and Analysis (Unaudited)

DLA Supply Chain Management (Non-Energy) -

Performance Measure 2:

“Wait Time” to Fill Supply Orders for Supply Chains

This performance measure relates to the objectives described above:
1.2 Readiness and Lethality; 1.3 Address Risk; 1.4 Predictive Technology; 2.1 Strategic Positioning:

and 5.4 Mitigate Risks.

The DLA WCF tracks the average amount of wait time that
occurs to fill backorders for its SCM. DLA WCF aims to minimize
the amount of time required to fill backorders to increase
the readiness of the Warfighter. Over the past two years, the
average SCM wait time results trended upwards, with the most
significant increase in C&T. DLA WCF's emphasis on filling high
priority non-mission capable supply backorders and weapon
system readiness-based orders has allowed lower priority

orders to age more than in the past. When those lower priority
orders are not filled, they drive up the average wait time. The
SCM wait time to fill backorders for the Military Departments
over the past three-plus fiscal years is illustrated below for the
following SCM supply chains: Aviation, Land, Maritime, C&E,
Medical, C&T, Food (Subsistence), and IH. DLAWCF SCM applies
variable strategic acquisition techniques to minimize supply
wait times to efficiently and effectively supply the Warfighters.

Wait Time to Fill Backorders for Supply Chain Management

140

120

0
n
>
[0}
()
0
0
0
0
Aviation Land Maritime
mFY2020 109.1 89.7 101.7 114.5
= FY2019 m.8 96.3 99.1 m.o
mFY2018 96.4 75.6 86.3 93.0
mFY2017 98.1 71.6 90.5 89.0

100
8
6
4
2

Medical Food Average
63.5 131.0 80.6 99.0 98.6
70.0 74.2 94.1 94.1 93.8
70.7 77.0 59.8 77.9 79.6
45.6 75.0 69.2 81.9 78.4

Figure 6: Wait Time to Fill Supply Orders for Supply Chain Management (in days)
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Management’'s Discussion and Analysis (Unaudited) / Section 1

DLA Supply Chain Management (Non-Energy) - Performance Measure 3:

“COVID-19 Support”

This performance measure relates to the objectives described above:
4.1Crisis Response; 4.2 Provider of Choice; and 4.3 Expand Support for Federal Agencies.

The DLA provides agency-wide pandemic support to aid the
whole-of-government COVID-19 response, which became
apparent in February 2020. For instance, DLA Disposition
provides reutilized medical supplies, while DLA Land and
Maritime provides repair parts for hospital ships and DLA
Energy provides the fuel.

The DLAWCF, in partnership with HHS, FEMA and other Federal
Agencies, works to support the president in responding
to COVID-19 challenges in procuring personal protective
equipment (PPE) and replenishing the nearly depleted
Strategic National Stockpile (SNS). DLA Troop Support is

primary in this effort, coordinating procurement and delivery
activities for COVID-19 supplies and SNS replenishment. The
supplies procured in FY2020, as illustrated below, include Test
Components, Gloves, N95 Respirators, Hand Sanitizers, Masks,
Ventilators, and Gowns.

For FY2020, DLA Troop Support's procurement goal based on
customer orders was to supply 5.4 million Test Components,
196.1 million Gloves, 6.1 million N95 Respirators, 1.4 million
Hand Sanitizers, 19.8 million Masks, and 3.6 million Gowns.
Differences between customer orders and procurement were
due to backorders of remaining supplies.

Procurementof Critical Medical Supplies & PPE

196.1 169.0
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30.0
250
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Units in Millions
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. 88
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Test Gloves
Components*

MFY2020Goal (Customer Orders)

Hand Sanitizers

19.8

6.1 45
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Gowns
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*Test Components included Specimen Collection Swabs, Transport Medium, and Viral Transport Kits.

Figure 7: Procurement of Critical Medical Supplies & PPE
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Section1 / Management’'s Discussion and Analysis (Unaudited)

DLA Energy - Performance Measure 1: Fuel Sales in Barrels by DoD Component

This performance measure relates to the objectives described above:
3.1JLEnt Partnerships; 3.2 DoD and Interagency Partnerships; and 4.3 Expand Support to Federal
Agencies.

The DLA WCF supports other DoD Agencies through fuel sales. fuel sales year-over-year, and DoD’s mission dictates the
This allows for increased interagency support through self- amount of fuel DoD purchases. For example, if training
sustainment of fuel. For FY2020, DLA Energy budgeted to sell or flying hours decreased for DoD components, less fuel
87.6millionbarrelstoDoD Agencies,andactualfuelsalestoDoD wouldbe purchasedduringtheyear. Due tothe operational
components were 77.6 million barrels. Demand affects actual impact of COVID-19in FY2020, DLA did not achieve its goal.

Fuel Salesin Barrels by DoD Component
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Figure 8: Fuel Sales in Barrels by DoD Component
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DLA Energy - Performance Measure 2: Fuel Sales in Dollars by DoD Component

This performance measure relates to the objectives described above:
3.1JLEnt Partnerships; 3.2 DoD and Interagency Partnerships; and 4.3 Expand Support
to Federal Agencies.

For FY2020, DLA Energy budgeted to sell $10.9 billion of fuel to
DoD Agencies, and actual fuel sales to DoD components were
$9.2 billion.

FY2020 Fuel Salesin Dollars by DoD Component

Army $1,019.0

Navy $3,290.5

Air Force
$4,867.4

Marines and Other
DoD $25.1

(S in Millions)

®mAir Force @Army @ Navy @ MarinesandOther DoD

Figure 9: Fuel Sales in Dollars by DoD Component
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Section1 / Management’'s Discussion and Analysis (Unaudited)

DLA Energy - Performance Measure 3: Fuel Sales in Barrels by Non-Federal Customer

This performance measure relates to the objective described above: 3.4 Public Engagement.

The DLA highlights its services to the public by selling fuel
to various non-Federal parties. By doing so, DLA is building
partnerships with non-Federal customers (including
commercial entities/agencies), as well as international

partners. For FY2020, DLA Energy budgeted to sell 6.9 million

barrels to non-Federal Customers. DLA Energy did not achieve
its goal with actual fuel sales in FY2020 of 5.7 million barrels
sold to non-Federal customers due to the operational impact of
COVID-19.

Fuel Salesin Barrels by Non-Federal Customers
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Figure 10: Fuel Sales in Barrels by Non-Federal Customer
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Management’s Discussion and Analysis (Unaudited) / Section 1

DLA Energy - Performance Measure 4: Fuel Sales in Barrels by Federal Civilian Agency

This performance measure relates to the objectives described above: 3.2 DoD and Interagency

Partnerships; and 4.2 Provider of Choice.

In addition to providing fuel to DoD components and non-
Federal entities, DLA WCF also sells fuel to Federal civilian
Agencies. DLA WCF supports other Federal Agencies as they
embark on their daily activities and accomplish their missions.
DLA wholly supports the government and the entire Nation

through its supply of fuel. For FY2020, DLA Energy budgeted to
sell 3.7 million barrels to Federal Civilian Agencies. DLA Energy
achieved its goal with actual fuel sales of 3.8 million barrels to
Federal Civilian Agencies in FY2020.

Fuel Salesin Barrels by DoD Component
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Section1 / Management’'s Discussion and Analysis (Unaudited)

DLA Roadmap to Auditability

This performance measure relates to the objective described above: 5.2 Auditability.

Currently, DLA WCF receives a disclaimer of opinion on
its financial statements. DLA WCF is striving to obtain an
unmodified audit opinion from its IPA in the future. Since
receiving a disclaimer of opinion each year from FY2017 through
FY2020, DLA WCF has taken a two track approach in resolving
major impediments in efforts to strive for an unmodified audit
opinion: (1) improving the reliability and fair presentation of
financial datareportedinthe AFR by virtue of addressing Notice

of Findings and Recommendations (NFRs); and (2) developing,
improving, and refining the underlying end-to-end processes
that support the preparation of the AFR by instilling sound
fundamental practices in developing the AFR in accordance
with OMB Circular A-136 financial reporting requirements,
and the financial statements in accordance with U.S. Generally
Accepted Accounting Principles (GAAP).

Hope Boxes

Two airmen put the final touches on a pallet of ‘Hope Boxes' destined for residents of Port-au-Prince, Haiti, from Wright-Patterson

Air Force Base, Ohio, Oct.18, 2020. The humanitarian aid will be delivered to those who have been impacted by ongoing natural

disasters in the Caribbean. Each box contains food for 216 meals, along with a water filtration system to purify 100 gallons of water.

Photo By: Air Force Senior Airman Angela Jackson
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Management’'s Discussion and Analysis (Unaudited) / Section 1

ANALYSIS OF FINANCIAL STATEMENTS AND
STEWARDSHIP INFORMATION

This analysis presents a summary of DLA WCF's financial
position andresults of operations, and addresses the relevance
of major changes in the types and amounts of assets, liabilities,
costs, revenues, obligations, and outlays.

Overview of Financial Position

Preparing DLA WCF financial statements is a vital component
of sound financial management and is intended to provide
accurate, accountable, and reliable financial information that is
usefulforassessing performance, allocatingresources, and for
targeting areas for future programmatic emphasis. DLA WCF's
management is responsible for the integrity and objectivity of
the financial information presented in the statements. DLA is
dedicated in its pursuit of financial management excellence.

A summary of DLA WCF changes in key financial measures for
FY2020 and FY2019 is presented in the following Analysis of

The principal financial statements of DLA WCF include the
Balance Sheets, Statements of Net Cost, Statements of
Changes in Net Position, and the Combined Statements of
Budgetary Resources. These principal financial statements and
accompanying notes areincluded in the Financial Section of this
AFR.

Key Financial Measures. The table represents the budgetary
resources available, assets on hand to pay liabilities, and the
corresponding net position. The net cost of operations is the
gross costs of DLAWCF three activity groups: Energy, SCM, and
Document Services, less earned revenue. Budgetary resources
are funds available for DLA WCF to incur obligations during the
period of availability, fund operations, and sell products and
services to customers. The summary section also includes an
explanation of significant changes for each DLA WCF financial

statement.

Venom Storm

Marines provide security for

Defense Logistics Agency - FY2020 Working Capital Fund - Agency Financial Report

UH-1Y Venoms at a landing zone
during Exercise Venom Storm
on San Clemente Island, CA,,
Jan. 15, 2020. Venom Storm
demonstrated the helicopter’s
versatility in providing lethal
options whether operating from
land or sea. Photo By: Marine

Corps Cpl. Mark Lowe
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Section1 / Management’'s Discussion and Analysis (Unaudited)

Changes In Key Financial Measures

As of and for the Years Ended September 30, 2020 and 2019 (dollars in millions)

Increase/Decrease
Net Financial Condition FY2020 FY2019
(Unaudited) (Unaudited) $ %

Fund Balance with Treasury $ 3,915.4 $ 1,238.6 $ 2,676.8 216.1%
Accounts Receivable, Net, Cash, and o
Other Assets 2,8015 3,202.8 (401.3) (12.5%)
Inventory and Related Property, Net 21,837.9 21,316.7 521.2 2.5%
General PP&E, Net 631.2 2,560.8 (1,929.6) (75.4%)
Total Assets $ 29,186.0 $ 28,318.9 $ 867.1 31%
Accounts Payable $ 2,720.7 $ 2,930.3 $ (209.6) (7.2%)
Federal Employment Benefits 159.9 180.5 (20.6) (M.4%)
Other Liabilities 2,154.4 3291 1,825.3 554.6%
Environmental and Disposal Liabilities 1,187.1 1,272.2 (85.1) (6.7%)
Total Liabilities 6,222.1 4,712.1 1,510.0 32.1%
Unexpended Appropriations 2915 2911 0.4 0.1%
Cumulative Results of Operations 22,672.4 23,315.7 (643.3) (2.8%)
Total Net Position 22,963.9 23,606.8 (642.9) (2.7%)
Total Liabilities and Net Position $ 29,186.0 $ 28,318.9 $ 867.1 3.1%
Net Cost of Operations $ (804.6) $ (127.9) $ (676.7) 529.1%
Budgetary Resources $ 46,932.5 $ 51,881.9 $ (4,949.4) (9.5%)

Figure 12: Changes In Key Financial Measures
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Balance Sheets Summary

Management’'s Discussion and Analysis (Unaudited) / Section 1

ASSETS - What DLAWCF Owns and Manages

Assets represent amounts owned and managed by DLA WCF
that can be used to accomplish its mission as the Nation’'s
Combat Logistics Support Agency and consist of: Fund
Balance with Treasury (FBwT), Inventory and Other Related
Property, Net; Accounts Receivable, Net and Other Assets;
and General Property, Plant and Equipment (PP&E), Net.
DLA WCF's largest asset is Inventory and Related Property,
Net, representing $21.8 billion or 74.8% of Total Assets as
of September 30, 2020. Inventory and Related Property, Net
consist of supply chain materials, equipment and repair parts,
worldwide military supplies, and IH, primarily all held for sale.

TwoYearTrendin Components
of Total Assets (Unaudited)
As of September 30,2020 and 2019

($ in millions) $21.837.9
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FBwWT represents $3.9 billion or 13.4% of Total Assets as of
September 30, 2020. FBwT increased $2.7 billion or over 100%
largely due to the; (1) receipt of cash advances from HHS and
FEMA received associated with COVID-19 activities; and (2)
decreases in fuel cost and purchases. General PP&E is $631.2
million or 2.2% of Total Assets as of September 30, 2020. In
accordance with the OUSD Real Property Financial Reporting
Responsibilities policy update effective in FY2020, DLA WCF
transferred real property to the Military Departments which
drove the $1.9 billion or 75.4% net decrease in general PP&E
compared to FY2019.

Total Assets (Unaudited) = $29,186.0M
As of September 30, 2020

Inventory, Net
$21,837.9
74.8%

GeneralPP&E, Net
$631.2
2.2%

A/R,Net, Cash, & Other FBwT
Assets $3.915.4
$2.801.5 13.4%

9.6%

($ inmillions)

Figure 13: Total Assets as of September 30, 2020 and 2019
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Section1 / Management’'s Discussion and Analysis (Unaudited)

LIABILITIES - What DLA WCF Owes

Liabilities are the amounts owed to the Federal and non-
Federal entities for goods and services provided, but not
yet paid for, to DLA WCF employees for wages and future
benefits, Environmental Disposal Liabilities, and Other
Liabilities. Accounts Payable, which includes amounts owed
but not yet paid to the Federal and non-Federal entities for

TwoYearTrendin Components
of Total Liabilities (Unaudited)
As of September 30,2020 and 2019

($ in millions)

$3.000.0 gp7007 @ T2730°
$2,500.0
$2.154.4
$2,000.0
$1,500.0 $1,272.2
$1187.1
$1,000.0
$500.0 $329.10
41599 31805
$0.0
Accounts Federal Other Environmental
Payable Benefits Liabilities & Disposal

Liabilities
®FY2020 ®FY2019

goods and services received by DLA WCF, is the largest
liability reported at $2.7 billion or 43.7% of Total Liabilities.
Other Liabilities net increase of $1.8 billion or over 100% was
primarily due to cash advances received from HHS and FEMA
associated with COVID-19 activities.

Total Liabilities (Unaudited) = $6,222.1M
As of September 30,2020

Environmental Accounts

& Disposal Payable
Liabilities $2,720.7
$1,187.1 43.7%

19.1%

. Olh.e!' Federal
Liabilities Benefits
$2,154.4 $159.9
34.6% 2.6%

($ in millions)

Figure 14: Total Liabilities as of September 30, 2020 and 2019
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Management’'s Discussion and Analysis (Unaudited) / Section 1

ENDING NET POSITION - What DLA WCF has Done Over Time

Net position represents the accumulation of revenue and
expenses, and unexpended appropriations and other financing
sources transferred in/out since inception, as represented
in DLA WCF balances reflected in the Statements of Changes
in Net Position. As of September 30, 2020, Total Net Position
largely consists of Cumulative Results of Operation of $22.7
billion, derived from producing goods and providing services
for sale to Federal and non-Federal entities. This function is

the primary source of sustaining DLA WCF in its key role of
logistically supporting missions of America’'s Warfighters.

The major contributing factor of the netdecrease in Net Position
of $642.9 million or 2.7%, was attributable to the transfer of real
property to the Military Departments, offset by the increase in
net revenue.

DLA WCF RESULTS - Current Fiscal Year Net Cost of Operations

The DLA WCF operates under the mission of Sustain Warfighter
readiness and lethality by delivering proactive globallogisticsin
peace and war. DLAWCF hasthree activity groups: SCM, Energy,
and Document Services; all comprising a single, integrated
business enterprise. These three activity groups operated by

incurring Total Gross Cost of $41.6 billion and recognizing Total

Earned Revenue of $42.4 billion. Thus, Total Earned Revenue
exceded Total Gross Cost resulting in Net Cost of Operations
of $(804.6) million for the year ended September 30, 2020. The
decrease in Total Gross Cost was mostly attributable to the
decline in fuel cost, decrease in sales, and costs associated
with inventory disposal.

Wildfire Relief

U.S. airmen and members of the Royal Australian air force push a pallet of fire suppressant up the ramp of an Australian C-17 Globe-

master |l at Nellis Air Force Base, NV., Jan. 16, 2020. The supplies will be flown to Australia to support wildfire relief. Photo By: Air

Force Airman 1st Class Jeremy Wentworth
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Section1 / Management’'s Discussion and Analysis (Unaudited)

Two Year Trend in Gross Cost Total Gross Cost (Unaudited) = $41,571.4M
by Activity Group (Unaudited) For the Year Ended September 30,2020
For the Years Ended September 30,2020 and 2019
($ in millions) Supply Chain

$35,000.0 $31,657.0 $32.860.7 Mgmt.

$31,657.0
$30,000.0 76.2% Document
Services
$25,000.0 $221.6
0.5%
$20,000.0
$11,473.7
$15,000.0 $9.692.8
$10,000.0
$5,000.0 $2216  $259.0 Energy
AN $9.692.8
$0.0 23.9%
Energy Supply Document -
Chain Services
Mgmt.

($ in millions)
BMFY2020 Gross Cost @ FY2019 Gross Cost

Figure 15: Gross Cost by Activity for the Years Ended September 30, 2020 and 2019

TwoYearTrendinEarned Revenue Total Earned Revenue (Unaudited) = $ 42,376.0M

by Activity Group (Unaudited) For the Year Ended September 30, 2020
For the Years Ended September 30, 2020 and 2019

($ inmillions) Supply Chain
$35,000.0 $31.435.8 $31,980.1 Mgmt.

$31,435.8
$30,000.0 74.2%

Document
Services

$206.1

0.5%

$25,000.0

$20,000.0 $12,501.0

$15.000.0 $10,734.1

$10,000.0

$5,000.0 $2061  $240.0

Energy
$10,734.1
25.3%

$0.0

Energy Supply Chain  Document
Mgmt. Services

mFY2020 ® FY2019
($ in millions)

Figure 16: Earned Revenue by Activity for the Years Ended September 30, 2020 and 2019
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Management’'s Discussion and Analysis (Unaudited) / Section 1

BUDGETARY RESOURCES - DLA WCF Budgetary Resources

The recognition of budgetary accounting transactions is
essential for compliance with legal constraints and controls
over the use of Federal funds. The budget represents the
plan for efficiently and effectively achieving the strategic
objectives to carry out the mission and to ensure that
DLA WCF manages its operations within the appropriated
amounts using budgetary controls. Budgetary Resources
are comprised of Unobligated Balances and New Obligations
Incurred. Unobligated balances represent balances that have
not yet been committed by contract or other legally binding
action. Obligations incurred refers to balances for which
there has been legally binding action.

TwoYear Trend in Status of Budgetary
Resources (Unaudited)
Forthe Years Ended
September 30, 2020 and 2019
($ inmillions)

$60,000.0 $51,429.0

$46,510.1

$50,000.0

$40,000.0

$30,000.0

$20,000.0

$452.9
$422.4

$10,000.0

$0.0

ObligationsIncurred Unobligated Balance

mFY2020  =FY2019

The DLAWCF primarilyrelieson Contract Authoritytofundthe
majority of its operations. There was an overall net decrease
in Total Budgetary Resources of $4.9 billion and 9.5% due
mostly to reductionin fuel prices, and purchases.

Inaddition,the DLAWCF hadreprogrammingactivities related
toDLAEnergy'stransferof $245.7 million from DWCF to other
DoD activities, which includes Air Force ($153.0 million) and
DWCF Navy ($88.0 million) as well as Washington HQ Services
($4.8 million). The net transfer had no net impact on total
budgetaryresources.

Total Status of Budgetary Resources
(Unaudited) = $46,932.5M
For the Year Ended September 30,2020

ObligationsIncurred
$46,510.1
99.1%

Unobligated Balance
$422.4
0.9%

($ inmillions)

Figure 17: Status of Budgetary Resources for the Years Ended September 30, 2020 and 2019
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Section1 / Management’'s Discussion and Analysis (Unaudited)

LIMITATIONS OF THE FINANCIAL STATEMENTS

The DLAWCF principal financial statements? and accompanying
notes are prepared to report the financial position and results
of operations of DLA WCF, as required by the CFO Act of 1990,
expanded by the GMRA of 1994, and 31U.S.C. § 3515(b).

The DLA WCF is unable to fully implement all elements of U.S.
GAAP as promulgated by the Federal Accounting Standards
Advisory Board (FASAB) and the form and content requirements
for Federal government entities specified by OMB Circular
A-136 and other authoritative guidance. This is due to financial
and nonfinancial management system limitations, as well
as limitations on the underlying processes that support the
DLA WCF derives reported
values and information for major asset and liability categories

principal financial statements.

largely from nonfinancial systems. These systems were
designed to support reporting requirements for maintaining
accountability over assets and reporting the status of Federal
appropriations rather than preparing financial statements in
accordance with U.S. GAAP. These systems were not designed
to collect and record financial information on the full accrual
accounting basis as required by US. GAAP, and most of the
financialmanagement systemsused by DLAWCF were designed
torecord information on a budgetary basis.

The DLA continues to address IT and financial audit NFRs
to strengthen system controls and financial and regulatory

compliance with corrective action plans thatinclude developing
requests for systems changes. DLA has begun planning and
defining requirements for a major systems upgrade to SAP's
4th generation Enterprise Resource Planning (ERP) system
(S/4), which will be an enterprise cloud based system. SAP S/4
will provide enhanced reporting of financial information on the
full accrual accounting basis and streamline data between IT
systems, which DLA continues to consolidate and rationalize
through the migration of major legacy systems.

The DLA WCF continues to develop, improve, and refine the
underlyingfinancialandnonfinancialend-to-endprocessesand
systemsthatsupportthe compilationofthefinancial statements
and notes in accordance with US. GAAP as promulgated by
FASAB and other Federal regulations. DLA WCF continues to
implement interim mitigation processes to address known
limitations; additionally, DLA WCF is remediating material
weaknesses to the financial statement preparation process.
DLA WCF has several corrective actions underway intended
to improve the underlying systems, business processes and
internal controls.

The financial statements should be read with the realization
that they are for a component of the U.S. Government.

2Refer to the Financial Section Introduction for definition of principal
financial statements.

Launch Prep

Air Force Senior Airman Sara Gutherie adjusts her headset to communicate with maintainers inside a C-17

Globemaster |ll during an inspection at the Pittsburgh International Airport Air Reserve Station, Pa., Sept. 17, 2020.

Photo By: Joshua Seybert, Air Force
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ANALYSIS OF SYSTEMS, CONTROLS,
AND LEGAL COMPLIANCE

Management's Discussion and Analysis (Unaudited) / Section 1

The DLA management is responsible for establishing, by U.S. Government Accountability Office (GAO) Green Book,

maintaining, and assessing internal controls to provide Standards for Internal Control in the Federal Government, are met.

reasonable assurance that the objectives of OMB Circular The appendices referenced within the annual Statement of

A-123, Management’s Responsibility for Enterprise Risk Management Assurance (SOA) below are OMB Circular A-123 appendices

(ERM) and Internal Control, the FMFIA (31U.S. Code (U.S.C.) 3512, and are not included in DLA WCF AFR.

Sections2and4),andthe FFMIA (Pub.L.104-208), as prescribed

Management Assurances

DEFENSE LOGISTICS AGENCY
HEADQUARTERS
8725 JOHNM J. KINGMAN ROAD
FORT BELVOIR, VIRGIMIA 22080-6221

0CT 01 2020

MEMORANDUM FOR UNDER SECRETARY OF DEFENSE (COMPTROLLER)
THROUGH: OFFICE OF THE CHIEF MANAGEMENT OFFICER

SUBJECT: Annual Statement of Assurance Required Under the Federal Managers' Financial
Integrity Act (FMFLA) for Fiscal Year 2020

As Director of the Delense Logistics Agency (DLA), [ recognize DL A is responsible for
managing risks and maintaining effective internal controls to meet the objectives of Sections 2
and 4 of the Federal Managers’ Financial Tntegrity Act (FMFIA) of 1982. DL A conducted ils
assessment of risk and internal controls in accordance with the OMB Circular No. A-123,
“Management’s Responsibility for Enterprise Risk Management and Internal Control™; and the
Green Book, GAO-14-T04G, “Standards for Internal Confrol in the Federal Government.” Based
on the resulls of the assessment, DLA provides no assurance that internal controls over
operations, reporting, and compliance are operating effectively as of September 30, 2020.

DLA conducted its assessment of the effectiveness of internal controls over operations
in accordance with OMB Circular No. A-123, the GAO Green Book, and the FMFIA. The
Summary of Management s Approach fo Internal Control Evaluation section provides specifie
information on how DI.A conducted this assessment. Based on the results, DLA provides no
assurance that internal controls over operations and compliance are operating effectively as of
September 30, 2020,

DILA conducted its assessment of the cffcctiveness of intemal controls over
reporting (including internal and external financial reporting) in accordance with OMB Circular
MNo. A-123, Appendix A, The Sumwmary of Management 's Approach to Internal Control Evaluation
section, provides specific information on how DLA conducted this assessment. Based on the
results, LA provides no assurance that internal controls over reporting and compliance are
operating effectively as of September 30, 2020,

DA also conducted an internal review of the effectivencss of the internal controls over
the integrated financial management systems in accordance with FMFIA and OMB Cireular
No. A-123, Appendix D). The Summary of Mavagement s Approach ie Internal Control Evaluation
section provides specific information on how DA conducted this assessment. Based on the
results, DLA provides no assurance that the internal controls over the financial systems are in
compliance with the FMFIA, Section 4; Federal Financial Management Improvement Act
(FFMIA) of 1996, Scetion 803; and OMB Circular Mo. A-123, Appendix I, as of September 30,
2020,
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Section1 / Management’'s Discussion and Analysis (Unaudited)

DLA conducted an assessment of entity-level controls including fraud controls in
accordanee with the Green Book, OMB Circular No. A-123, the Payment Integrity Information
Act of 2019, and GAO Fraud Risk Management Framework. Based on the results of the
assessment, DLA provides no assurance that entity-level controls including fraud controls are
operating effectively as of Seplember 30, 2020,

To address these deficiencies, DLA established the Enterprise Risk Management (ERM)
Program Management Office (PMO) in 2019 and appointed a Chief Risk Officer to address the
full spectrum of DLAs risk portfolio and key internal conirols acrozs all organizational and
business aspects. This will enable DLA to modernize and integrate risk management and
internal control activities into an ERM framework resulting in improved mission delivery,
reduced costs, and corrective actions focused toward key risks, Moreover, DLA developed
comrective actions to address the shortfalls in the OMB A-123 Program and senior leaders at all
levels of the organization are committed to incremental improvements to establishing a risk
based controls environment. DLA continues to build the institutional capacity to execute an
effective OMB A-123 Program and demonstrates measurable progress that includes:

¢ Established a robust, multi-layered ERM governance structure, including a Senior
Management Council (SMC) to identify, escalate, and respond to risks in a methodical
way and implement internal controls in the high priority areas

¢ Designated and appointed key officials within the Agency, including a Senior
Accountable Official (SAQ) to oversee the OMB A-123 Program, a Chief Risk Officer
(CRO) to coordinate DLA's existing ERM efTorts, and a Risk Management and [nternal
Control (RMIC) Manager to facilitate and coordinate the Agency’s A-123 Program

« Established and staffed DLA"s ERM Program Management Office with team members
well versed in risk management, internal control and audit

+  Developed an ERM Framework to address predictable and unpredictable risk events

+ [nitiated the development of institutional capacity to implement A-123 by conducting
seven A-123 workshops focused on Program Overview, End-to-End Business Processes,
Assessable Units, Enterprise Risk Management, Risk Management Process, Fraud Risk
Management, and Internal Control

e Developed DLA’s first Risk Appetite Statement and identified Agency’s “top 3 most
critical risks™ to focus risk-miligation activilies al the enterprise level

e Developed and implemented an ERM dashboard 1o track DLA's top 3 most critical risks
¢ Published a comprehensive A-123 Program instruction (DLAI 5010.40) that is sought

after by the DoD Enterprise Risk Management Community of Practice and other Dol
organizations to use as benchmark for developing the Department’s DOT 5010.40
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Management’s Discussion and Analysis (Unaudited) / Section 1

+  Developed a comprehensive manual, DLAM 5010.40, Risk Management (Vol I) and
Internal Control (Vol IT) that provides the concepts for implementing and executing an
elfective A-123 Program

DILA also consistently strives to create a “culture of accountability™ to ensure compliance
with laws, regulations, policies, and the exceution of key processes. Examples of this include the
Agency-wide circulation of the Director’s “Tone at the Top” message and monthly employes
accountabilily assessments and supervisory assurance cerlifications.

DLA has also synchronized its efforts between the ERM PMO and Audit Task Force o
strengthen the Agency’s A-123 Program and audit infrastructure. This new approach leverages a
risk-based methedology to facilitate the integration of internal controls, risk management
activities and audit remediation. The effort includes establishing an aggressive plan to validate
Transaction Fund beginning balances and inventory existence, completeness and valuation for
Fiscal Year 2021 to support a favorable audit opinion,

Point of contact for this action is Kelleye Elmore at (571) 205-3397 or

kelleye.elmore@dla.mil,

M.C.8 1C
VADM, 8C, TISN
Director
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Section1 / Management’'s Discussion and Analysis (Unaudited)

Summary of Internal Control Assessment

The objectives of the system of internal control of DLA are to provide reasonable assurance of:

vvyywyy

Federal Managers’ Financial Integrity Act

The DLA management evaluated the system of internal control
in effect during the current fiscal year accordingto the guidance
prescribed inthe GAO Green Book and OMB Circular A-123.

The evaluation of internal controls extends to every
responsibility and activity undertaken by DLA and applies to
program, administrative, operational controls, and financial
reporting. Furthermore, the concept of reasonable assurance
recognizesthat (1) thecostofinternalcontrols shouldnotexceed
the expected benefits and (2) the benefits include reducing the
risk associated with failing to achieve the stated objectives.
Errors or irregularities may occur and not be detected
because of inherent limitations in any system of internal
control, including those limitations resulting from resource
constraints, congressional restrictions, and other factors. The
projection of any system evaluation to future periods is subject
torisks that procedures may be inadequate because of changes
in conditions or that the degree of compliance with procedures
may deteriorate. Based on the preceding description, DLA is

providing a statement of no assurance.

The DLA management did not methodically evaluate the sys-
tem of internal control in accordance with the GAO Green Book
and OMB Circular A-123 guidelines. There is not persuasive ev-
idence to support a determination that Green Book principles
are present and functioning and internal control components
are operating together throughout the organization consistent-
ly. As a result, there is not an effective system of internal con-
trol for DLA in effect as of the date of the SOA. Taken as a whole,
DLA does not comply with the requirement to provide reason-
able assurance that DLA operations, reporting, and compliance
objectives were achieved. DLA is unable to provide a position of

Effectiveness and efficiency of operations;
Reliability of financial and nonfinancial reporting;
Compliance with applicable laws and regulations; and

Financial information systems compliance with the FMFIA and FFMIA

reasonable assurance for FY2020 and reports a statement of
“no assurance” for Internal Control over Reporting (ICOR) and
Internal Control over Operations (ICOR-0). In addition, DLA is
unable to provide assurance that internal controls over finan-
cial systems (ICOFS) are in compliance with FMFIA and FFMIA.

The DLA's FY2019 SOA package followed the structure of the
financial statement audit NFRs for documenting the individual
material weaknesses associated with ICOR and ICOFS. DLA's
FY2019 SOA package included a total of 233 ICOR material
weaknesses (consolidated into seven material weaknesses for
AFR presentation), 78 ICOFS non-conformances (consolidated
into four non-conformances for AFR presentation), and three
ICOR-0 material weaknesses across the General Fund (GF),
Transaction Fund (TF), and WCF.

For FY2020, the SOA package was only required to include self-
identified material weaknesses and significant deficiencies
for internal DoD reporting because the financial statement
audit NFRs are already being reported and tracked separately.
The audit related ICOR and ICOFS material weaknesses that
have not yet been remediated are reported in the Summary
of Financial Statement Audit and Management Assurances
Other Information (Ol) section. Per the June 2019 DoD Financial
Improvementand AuditRemediationReport, financial statement
audit findings and Corrective Action Plans (CAPs) “are entered
into a centralized database managed by the Office of the Deputy
Chief Financial Officer (ODCFO0).” DLA's SOA Package FY2020
Material Weaknesses and Significant Deficiencies template
included a total of three material weaknesses in the area
of ICOR-0. The three FY2020 ICOR-0 material weaknesses,
summarized in the table below, are consistent with the ICOR-0
material weaknesses reported by DLA in the FY2019 SOA and
AFR.
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Management’'s Discussion and Analysis (Unaudited) / Section 1

Effectiveness of Internal Control over Operations (FMFIA § 2)

Supply Operations: Lack of policy and procedures in place
over the management and oversight of First Article Test
Exhibits

The DLA will establish and implement policies and procedures for identified
areas, train affected personnel on new procedures, and conduct compliance
reviews, tests of design, and tests of effectiveness for internal controls.

Contract Administration: Non-verification of supplier

The DLA will perform an analysis, develop and update policies and procedures,
test controls, and conduct implementation procedures to remediate the defi-

invoices ciencies associated with this finding.

Business Process Controls: Lack of procedures
over the scrap management program

The DLA is working to improve the documentation around
DLA's end-to-end business processes and has not performed
full-scale OMB Circular A-123 internal control testing during
FY2020 in order to self-identify and track ICOR and ICOFS
material weaknesses that remain unremediated from the
FY2019 SOA package. To address these deficiencies, DLA
established the ERM Program Management Office (PMO) in
FY2019 and appointed a Chief Risk Officer (CRO) to address the
full spectrum of DLA’s risk portfolio and key internal controls
across all organizational and business aspects. This will enable
DLA to modernize and integrate risk management and internal
control activities into an ERM framework resulting in improved
mission delivery, reduced costs, and corrective actions focused
toward key risks. Moreover, DLA developed corrective actions
toaddress the shortfallsinthe OMB Circular A-123 Program and
senior leaders at all levels of the organization are committed
to incremental improvements to establishing a risk based
controls environment. DLA continues to build the institutional
capacity to execute an effective OMB Circular A-123 Program
and demonstrates measurable progress that includes:

e Established a robust, multi-layered ERM governance
structure, including a Senior Management Council (SMC)
to identify, escalate, and respond to risks in a methodical
way and implement internal controls in the high priority
areas.

e Designatedand appointed key officials withinthe Agency,
including a Senior Accountable Official (SAQ) to oversee
the OMB Circular A-123 Program, a CRO to coordinate
DLA’'s existing ERM efforts, and a Risk Management
and Internal Control (RMIC) Manager to facilitate and
coordinate the Agency’s OMB Circular A-123 Program.

The DLA is working to define and publish policy/procedures to correct the
OCONUS Scrap Program. DLA will perform risk assessments on recommenda-
tions including fraud risk. DLA will also develop and review the internal controls
testing procedures.

Established and staffed DLA's ERM Program
Management Office with team members well versed in
risk management, internal control and audit.

Developed an ERM Framework to address predictable
and unpredictable risk events.

Initiated the development of institutional capacity to
implement OMB Circular A-123 by conducting seven
OMB Circular A-123 workshops focused on Program
Overview, End-to-End Business Processes, Assessable
Units, Enterprise Risk Management, Risk Management
Process, Fraud Risk Management, and Internal Control.

Developed DLA's first Risk Appetite Statement and
identified the top three most critical risks to focus risk-
mitigation activities at the enterprise level.

Developed and implemented an ERM dashboard to track
DLA’s top three most critical risks.

Published a comprehensive OMB Circular A-123 Program
instruction that is sought after by the DoD Enterprise
Risk Management Community of Practice and other DoD
organizations to use as a benchmark for developing the
Department’sinstruction.

Developed a comprehensive Risk Management and
Internal Control manual that provides the concepts for
implementing and executing an effective OMB Circular
A-123 Program.
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The DLA consistently strives to create a “culture of
accountability” to ensure compliance with laws, regulations,
policies and the execution of key processes. Examples of this
include the Agency-wide circulation of the Director's “Tone
at the Top” message and monthly employee accountability

assessments and supervisory assurance certifications.

The DLA has also synchronized its efforts between the ERMPMO
and Audit Task Force to strengthen the Agency’'s OMB Circular
A-123 Program and audit infrastructure. This new approach
leverages arisk-based methodologytofacilitate the integration
of internal controls, risk management activities and audit
remediation. The effort includes establishing an aggressive
plan to validate Transaction Fund beginning balances and
inventory existence, completeness and valuation for FY2021 to
support a favorable audit opinion.

The DLA’'s Summary of Financial Statement Audit and Manage-
ment Assurances for SOA package and audit related material
weaknesses are presented in the Ol section of this report.

Federal Financial Management
Improvement Act

FFMIA was enacted to advance Federal financial management
by ensuring that Federal financial management systems can
routinely provide reliable financial information uniformly
across the Federal government following OMB Circular A-123
Appendix D, Compliance with the Federal Financial Management
Improvement Act of 1996. The FFMIA requires agencies to
establish and maintain financial management systems that
substantially comply with the following three FFMIA Section
803(a) requirements:

» Federal Financial Management System
Requirements (FFMSRs)

» Federal Accounting Standards

» U.S.Standard General Ledger (USSGL) at the
transaction level

OMB Circular A-123, Appendix D provides the compliance
determination framework to evaluate compliance with the
FFMIA requirements. The FFMIA compliance determination
framework includes a series of Federal financial management
goals applicable across all Federal agencies and associated
that
determining whether the Agency has substantially complied

compliance indicators assist the Agency head in

with the requirements of FFMIA.

The DLA leveraged the OMB Circular A-123, Appendix D
compliance determination framework to perform a review of
dataforeachofthe FFMIA complianceindicators and associated
analysis in order to determine compliance with FFMIA. Based
on the application of the framework and associated analysis
of relevant FFMIA compliance indicators available, DLA had
identified high-risk factors associated with all three FFMIA
Section 803(a) requirements.

FFMSR:

High-risk factors that indicate non-compliance in this area
include: the disclaimer of opinion on the FY2019 financial
statements; and material weaknesses over internal controls
over reporting and information system non-compliance related
tofinancial system security were reported in FY2019 and FY2020
in areas that corresponded to FFMSRs.

Federal Accounting Standards?:

High-risk factors that indicate non-compliance in this area
include: the disclaimer of opinion on the FY2019 financial
statements and material weaknesses over internal controls
over reporting reported by DLA in FY2019 and FY2020 in
areas that related to compliance with Federal accounting
standards.

USSGL at the Transaction Level:

High-risk factors that indicate non-compliance in this area
include the disclaimer of opinion on the FY2019 financial
statements and material weaknesses over internal controls
over reporting reported in FY2019 and FY2020 in areas that
related toimplementation of the USSGL at the transaction level.

The above high risk factors were identified as part of the SOA
package, which was issued prior to the FY2020 financial
statement audit opinion.

During FY2019, DLA documented a financial management
systems strategy to formalize DLA’s strategic goals and
objectives for achieving FFMIA compliance and improving
financial management practices by ensuring that financial
that DLA
consistently provide accurate, reliable, and timely financial

management systems process transactions
information. The table below summarizes the status of
unresolved deficiencies associated with each of the FFMIA
Section 803(a) requirements and remediation activities that are
planned or underway, target dates, and offices responsible for

bringing systems into compliance.

3Refer to the Notes to the Principal Financial Statements: Note 1.C, Depar-
tures from U.S. GAAP.
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FFMIA Section 803(a)

Requirement

Remediation Activities

Target Date

Management's Discussion and Analysis (Unaudited) / Section 1

Responsible Offices

Federal Financial
Management System
Requirements

The DLA will continue to
develop and document
policies, procedures,

and controls in order to
comply with standards,
laws, and regulations that
promote reliable financial
reporting and effective
and efficient operations.

FY2021- FY2023

Finance

Information Operations
Acquisition

Logistics Operations

Federal
Accounting
Standards
Advisory
Board (FASAB)

The DLA will continue

to perform a root cause
analysis to identify under-
lyingissues as well as
develop and document
policies, procedures,
and controls to maintain
accounting data to permit
reporting in accordance
with U.S. GAAP as estab-
lished by the FASAB.

FY2021-FY2023

Finance

Information Operations
Acquisition

Logistics Operations

USSGL at the
Transaction Level

To reduce the material
risks of procedural and
posting logic deficiencies
and achieve compliance
with applicable account-
ing regulations, DLA will
identify non-compliant
areas with afinancial
impact in processes
acrossthe enterprise.
This approach will include
creating and updating
policies, procedures

and internal controls, as
well as requesting the
implementation of system
changesto address
underlying errorsin the
systemic posting logic.

FY2021- FY2023

Finance

Information Operations
Acquisition

Logistics Operations
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Compliance with Laws and Regulations

Anti-Deficiency Act

The Anti-Deficiency Act (ADA) Title 31 U.S.C. §1341, prohibits
Federal employees from obligating funds in excess of an
appropriation or before funds are available, or from accepting
voluntary services. As required by the ADA, DLA WCF notifies
all appropriate authorities of any potential ADA violations. At
this time, there are no known ADA violations for DLA WCF. One
potential DLA WCF ADA violation (Case 20-01 Audit of DLA Use
of Security Assistance Funds and Asset Accountability) exist
which is currently in the preliminary investigation phase. The
preliminary Review Reportis due in December 2020.

The DLA WCF has funds control policies to monitor and track
commitments, expenditures, and obligationstoensureamounts
do not exceed available authority, in compliance with the ADA.
DLA WCF is continuously evaluating the existing processes and
controls to identify areas of improvement.

Digital Accountability
and Transparency Act of 2014

The Digital Accountability and Transparency Act of 2014
(DATA Act)
and Transparency Act of 2006 to increase accountability

expands the Federal Funding Accountability

and transparency in Federal spending, making Federal
expenditure information more accessible to the public. It
directs the Federal Government to use government-wide data
standards for developing and publishing reports and to make
more information, including award-related data, available on
USASpending.gov. The standards and data allow stakeholders

to track Federal spending more effectively.

In FY2019, DLA implemented a comprehensive Data Quality
Plan (DQP) in accordance with OMB Memorandum M-18-16,
Appendix A to OMB Circular A-123, Management Reporting of
Data and Data Integrity Risk. This plan leverages several well-
established processes to monitor and improve procurement
data quality. During FY2020, DLA continued to build upon this
plan, which sets forth DLA’s process for reviewing, monitoring,
andreportingtherequireddata, aswellashowDLA willcontinue
to improve the process. At this time, DLA, as a component of
DoD, continues to rely on the Department’s DQP to satisfy the
OMB requirement, while DLA continues to develop a separate
DQP and test plans to assess controls impacting data quality.

Additionally, in accordance with OMB M-20-21, as implemented
by Office of the Under Secretary of Defense (Comptroller)
memorandum, Coronavirus Disease 2019 Disaster and Emergency
Relief Accounting and Reporting Requirements, April 9, 2020, DLA
has identified data elements in EBS, the accounting system of
record, and DDRS, thefinancial reporting systemto addressthe
COVID-19 reporting requirements. These include, a fund code
for new appropriations specific to funding for COVID-19, and
the use of specific internal order numbers to track additional
expenses resulting from COVID-19. DLA is unable to provide
assurance over compliance with the DATA Act.

Debt Collection Improvement Act of 1996

The Debt Collection Improvement Act of 1996 (DCIA) requires
that Federal Agencies refer delinquent debts to Treasury within
120 days and take all appropriate steps prior to discharging
debts. Defense Financial and Accounting Services (DFAS)
prepares a report for the debt receivable (Treasury Report on
Receivables at the end of each fiscal quarter), to notify Treasury
of debt aged more than 120 days, as required by the DCIA.

Prompt Payment Act, 31U.5.C. §§ 3901-3907

In 1982, Congress enacted the Prompt Payment Act (PPA) to
require Federal Agencies to pay their bills on a timely basis,
to pay interest penalties when payments are made late, and to
take discounts only when payments are made by the discount
date. DLA is unable to provide assurance over compliance with
the PPA.

Government Charge Card Abuse
Prevention Act of 2012

The Charge Card Abuse Prevention Act (Charge Card Act)
requires agencies to establish and maintain safeguards and
internal controls for purchase cards, travel cards, integrated
cards, and centrally billed accounts. Furthermore, the Charge
Card Act requires agencies to report purchase card violations,
andthe Inspector Generalto conduct periodicriskassessments
of government charge card programs. DLA is unable to provide
assurance over compliance with the Charge Card Act but has
multiple layers of processes and controls in place to identify
fraudulent purchases.

In order to mitigate the risk of fraud, DLA uses the DoD
mandated Insight on Demand (I0D) system, which is an artificial
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intelligence data mining platform that automatically analyzes
Government Purchase Card (GPC) data to identify and flag high
risk transactions. Agency/Organization Program Coordinators
(A/OPC) and Approving/Billing Officials (A/BQ) review 100%
of all flagged 10D data mining cases on a daily basis. A/OPCs
complete a monthly checklist within I0OD, which is a series of
oversight questions related to appointment and training, and
the Component Program Manager (CPMs) review the monthly
A/OPC reports within 10D to include corrective actions taken
for any identified non-compliance. A/OPCs complete a semi-
annual head of activity report within 0D that captures program
oversight data, including the number of transactions flagged for
review, findings, and corrective actions assigned. The A/OPCs
brief their head of activity with the results. CPMs complete a
semi-annual head of activity report within 10D that captures
program oversight data at the Agency level and briefs to the
Senior Procurement Executive.

In addition to 10D, DLA has processes in place for A/BOs, A/
OPCs, and the CPMs to conduct transaction reviews and overall
program compliance reviews in order to mitigate the risk of
fraud and misuse. MSC audit teams also conduct GPC reviews.
Asaresultof IODand DLA processes, transactions arereviewed
by A/BOs, A/OPCs, and CPMs daily, monthly, semi-annually,
and annually with corrective action assigned as appropriate.

On adaily basis, management approves all requirements before
the cardholder makes the purchase. A/BOs approve the use of
the GPC as the method of payment and review 100% of purchases
made by cardholders. The A/OPCs perform a monthly review
over a minimum of 6.0% of all cardholder transactions, take
corrective action and provide results to the CPM for review. The
A/OPCs and CPMs also review all monthly statement approval
and certifications to identify any A/BO violations of segregation
of duty policies.

CPM also conducts an annual comprehensive program
review of each DLA GPC Activity, which includes a random
sampling of cardholder transactions, appointment and training
documentation, and overall program oversight responsibilities.
The CPM assigns corrective actions as appropriate and provides
results to senior leadership.

During FY2020, there were no instances of fraud identified as a
result of reviews or audits.

Management’'s Discussion and Analysis (Unaudited) / Section1

Financial Systems

Financial Systems Strategy

The DLA Information Operations is DLA's knowledge broker,
providing comprehensive, best practice IT support to DoD/DLA
LogisticsBusinessCommunity.InformationOperationsprovides
dynamic information systems, customer support, efficient and
economical computing, data management, electronic business,
telecommunication services, key management, and secure
voice systems for DoD and DLA. Although DLA is unable to
provide assurance that the financial systems are in compliance
with Federal system security and accounting requirements,
DLA Information Operations endeavors to improve the control
posture of systems and processes by testing and correcting
deficiencies to ensure that DLA’'s systems are compliant.

The DLA Information Operations continues to review audit
findings from prior and current financial statement audits.
DLA Information Operations works with DLA Finance and
other business stakeholders to develop CAPs and resolve
findings. ldentified deficiencies are prioritized and aligned to
the appropriate plans and system enhancements. In addition
to identified audit findings, DLA Information Operations is
working to become compliant with the Standard Financial
Information Structure (SFIS) and Standard Line of Accounting
(SLOA) in accordance with applicable Federal requirements.
Improvements to general ledger posting logic to comply with
the USSGL are also being implemented proactively to ensure
all business events are mapped to the proper general ledger
accounts. DLA Information Operations works with DLA Finance
to build a roadmap for future financial system improvements
based on budget availability, resource and system constraints.
The financial systems strategy will support the overarching
strategy of DLA to make an end-to-end process review
aligned to financial statements line items with focus on risk
and controls. DLA Information Operations will also continue
to focus on remediating any issues associated with material
weaknesses and DoD Chief Information Officer (CI0O) priorities.

Effective April 1, 2020, DLA reduced onsite operations to
emergency and mission-essential/critical personnel only (i.e.,
meaning only those employees who must be physically present
to perform necessary functions) in response to the COVID-19
pandemic. While operating in an emergency status due to
COVID-19 precautions, telework-ready personnel not required
to be onsite are required to telework. DLA is working with the
Defense Information Systems Agency (DISA) to ensure the
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sustainment of DLA mass telework capability and partnering
with the DoD CI0, National Security Agency (NSA), and industry
onalongertermsolutionto provide the Secret Internet Protocol
Router Network for teleworkers.

FinancialManagement Systems Framework

The DLA relies on the Enterprise Business System (EBS) as
its accounting system of record to process, track and report
all business transactions which impact DLA WCF. The core of
EBS is Systems Applications and Product’s (SAP) Enterprise
Resource Planning Central Component (ECC) version 6.0.
This is an on-premises, commercial off-the-shelf (COTS)
software which has been configured to meet DLA's business
requirements. However, due to system limitations, accurate
data is not always produced, and DLA is unable to provide
assurance that the financial systems are in compliance with
Federal system security and accounting requirements. There
are numerous feeder systems which interface to EBS. These
include, but are not limited to, inventory and customer ordering
systems. The Distribution Standard System (DSS) is a legacy
inventory warehouse management system which interfaces
with EBS. EBS also interfaces with multiple DFAS systems for
the creation of financial statements, reports and Treasury cash
management. DLA EBS has a single, enterprise general ledger
which resides in SAP and is used for all funds.

Future Financial Management
Systems Framework

Infuture years, DLA will be upgrading to SAP's S/4 cloud-based
platformtoreplace ECC 6.0. Thisupgrade will provide enhanced
capabilities for financial reporting and accounting. In addition,
DLA is in the process of migrating from its legacy warehouse
management system, DSS, to SAP's Enterprise Warehouse
Management System. This will provide an integrated process

of inventory movements and tracking, thereby improving
inventory accounting accuracy.

The DLA will also be implementing system changes to meet the
requirements of Treasury's G-Invoicing system. G-Invoicing
will help address government-wide accounting elimination
problems by ensuring trading partners have the same
information  for intragovernmental transactions. The
G-Invoicing required use date for Federal Program Agencies
(FPAs) for New Orders has been delayed from June 2021. The
mandated implementation deadline of October 2022 for New
Ordersincludes Orders with a Period of Performance beginning
October 1, 2022 or later. FPAs must implement G-Invoicing
for “In-Flight” Orders by October 2023. The mandated
implementation deadline of October 2023 for “In-Flight” Orders
includes the conversion of Orders with an open balance and a

Period of Performance extending beyond September 30, 2023.

The implementation of DoD SLOA will improve interoperability
between DoD business systems and provide better end-to-
end funds traceability and eliminations reporting to enable
successful audits in DoD.

The DLA’s new Warehouse Management System (WMS) will
simplify storage and distribution processes to better align
with industry standards, creating a single warehousing system
for all of DLA. WMS is being developed in the cloud to reduce
infrastructure costs using Agile methodology. The benefits
of Agile include faster time to market, reduced cost, reduced
project risk, high quality products and solutions, immediate
value, increased customer satisfaction, and an ability to adjust
torequirement changes.
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FORWARD-LOOKING INFORMATION

The following areas present insights into how the Agency
shapes its programs and responds to challenges posed to DLA
WCF's goals and missions.

An Ever Changing Workforce

The DLA is a high-performing organization, and DLA's
workforce is its greatest asset. The eight People and Culture
objectives are the strategies that will assist DLA in mitigating
several significant external factors that will affect DLA and its
workforce.

Changing demographics are the first significant external factor.
There are different generations working side-by-side in the
DLA workplace and DLA civilians are playing an increasingly
critical role in supporting global DoD missions. These changing
demographics will require continued assessment of DLA's
current human resources initiatives and new strategies to
excel in areas such as recruitment, training and development,
work-Llife balance, managing in a geographically dispersed
environment while maintaining strong connections to
DLA culture, knowledge transfer, leadership skills, labor
management relations and a culture that fosters inclusiveness

and employee engagement.

Our economy is the second external factor that influences the
Federal government’s ability to recruit top talent and retain
its workforce. It is critical that DLA not only recruit and retain
a diverse workforce, but also ensures the workforce has
the critical skills necessary to operate in this constrained
environment.

Technologyisthe third external factor thatis rapidly transform-
ing the way DLA works and interacts with others. DLA must re-
cruit, develop, and sustain a workforce that is technically profi-
cient and agile to adopt emerging technologies, which requires
innovative human capital management strategies.

The work environment is the last significant external
factor to impact DLA's workforce. DLA's success as an
organization is largely dependent on DLA’s ability to achieve
a high-performing, results-driven culture and to sustain that
culture in light of changes to demographics, economics, and
technology. These factors will impact each segment of DLA,
and DLA Human Resources must strategically partner with
leadership and the workforce to carry out DLA's mission. The

use of change management techniques will assist in decreasing

the uncertainty associated with changes as well as mitigate
resistance to those changes.

The DLA has a critical mission to support the Military Services,
Combatant Commands, and other Federal agencies; that
includes supporting our Nation’s response to COVID-19. The
key to DLA's success is its people, and while DLA will respond
professionally and swiftly to mission requirements related
to COVID-19, we will also take necessary steps to protect and
inform our workforce. Approximately 35% of our DLA workforce
have been designated as “mission-critical onsite,” which means
they have to come into their workplaces throughout this crisis
to continue DLA’s vital work of supporting Warfighters and the
whole-of-government response to the pandemic. This includes
deploying overseas; executing our wholesale distribution
operations; supporting our Disposition Services customers;
enabling our Service customers at shipyards, readiness
centers, and depots; keeping our installations safe and secure;
performing necessary IT “touch labor;” issuing Common
Access Card (CAC) cards and fingerprinting new employees;
performing classified work: and many other functions requiring
physicalpresence. Asanemployer, DLAwill follow DoD policies
and guidelines in taking any actions to address or mitigate
the threat posed by COVID-19. This includes disseminating
official information by appropriate public or military health
authorities, leveraging workplace policies and flexibilities
designed to protect our workforce, and activating “continuity of
operations” plans should it become necessary. Each DLA major
population center has its own plan for returning employees to
the workplace, all based on common guidance for a conditions-
based, deliberate, and safe return. Different locations will go
through the various phases on different timelines accounting
for local conditions. DLA is monitoring workforce availability
and conducting site capability and capacity assessments. DLA
will continue to encourage completion of COVID-19 worksite
related trainings and to develop methods to effectively hire
and onboard personnel with a plan for virtual training and
orientation.

External Threats

In response to the President’s call for governmental reform
and under the Direction of the Chief Management Officer,
DoD is reviewing, changing, and setting up processes where
appropriate to gain efficiencies and maximize savings to
reinvest into service readiness. This is aligned to the LOE of
Warfighter First.
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The DoD as a whole faces numerous challenges - ranging
from strategic competition and aggression from other nations
and the threat of terrorism, to the concern of securing funding
necessary to accomplish the mission. These threats directly
affect DLA's missionand goals. Asthe Nation’'s Combat Logistics
Support Agency, DLA monitors these external threatsto ensure
readiness and support of the Warfighter.

Inaddition, DLA continuously reviewsits strategy to meet global
mission requirements as prescribed by DoD. DLA developed a
2018-2026 Strategic Plan and amended the plan in April 2019
to align with its principle to provide “effective logistics support
to the operating forces of its Military Services” at the “lowest
possible cost to the taxpayer”. DLA's Strategic Plan reaffirms
and extends DLA's commitment to Warfighter readiness and
lethality and to self-accountability. The plan describes five
LOEs, two CCs, and three Cross-Cutting Efforts that DLA
leverages to provide global, end-to-end supply chain solutions:
Warfighter First, Global Posture, Strong Partnerships, Whole
of Government, Always Accountable, People and Culture, and
Enterprise Enablers. Each LOE or CC has specific objectives.
Additionally, the Cross-Cutting Efforts; Auditability, DoD
reforms and Supply Chain Security insure synchronized efforts
for interagency coordination and execution.

The “Always Accountable” LOE focuses on building trust and
confidence in DLA's supply chain business by practicing cost
consciousness and ethical behavior through reliability and
transparency. DLA holds partners and suppliers to the same
high standards. DLA aims to attain and sustain auditability
through process excellence and sound financial stewardship.
DLA strives to achieve a control system that will enable it to
provide reasonable assurance over operations, reporting, and
compliance. DLA will continue to document, evolve, and test its
processes to ensure the Agency addresses weaknesses and
deficiencies identified in this document.

The DoD and the DLA share the responsibility for implementing
effective ERM to maintain operational efficiency and to protect
the achievement of mission. ERM is a strategic capability that
enables DLA to effectively deal with uncertainty and associated
risk and opportunity. It utilizes a forward-looking, mission-
oriented, and holistic approach to ERM that links risk to DLA’s
strategy and objectives. ERM enables the identification of
potential risks and subsequent responses to those risks. ERM
enables DLA to more effectively manage enterprise risks,
consider constraints and dependencies between key risks,
while creating and preserving the value DLA contributes to

the National Defense Strategy, NDBOP, and DoD objectives.
ERM and Internal Control are components of the governance
framework.

The DLA's culture of risk awareness continues to mature.
Thorough risk assessments can identify, document, and
communicate risk before itbecomes anissue. Through ERM and
Internal Control, DLA is taking a strategic approach to manage
risk and drive DLA's mission.

The DLA faces current and future cyber threats that must
be countered in a sustained effort to secure and defend the
Agency's critical operational data, network, and business
systems by applying key security principles, which include:

» Operations-level Situational Awareness;
» Layered perimeter defenses;
» Leastprivilege for access to data and IT capabilities; and

» Physical or logical segmentation of networks, services,
and applications.

The DLAis providing support to the U.S. response to COVID-19 in
the areas of material support, planning, and acquisition and will
continue to be a vital part of the worldwide logistics response.
As such, DLA is tracking the virus and its impact to military
operations and locations, as well as how communities are
responding to the threat. DLA is fully engaged and monitoring
COVID-19 changes from Occupational Safety and Health
Administration (OSHA) and DoD as well as providing continual
communication with employees through staff and site directors.
DLA host site services are operating based on local and state
guidance. DLA is continuing to monitor the readiness of first
responders and documenting the execution of the risk manage
process and risk acceptance at the appropriate leadership
levels.

Technological Advancement and Initiatives

As part of the 2018-2026 Strategic Plan, DLA has the Enterprise
Enablers CC. Enterprise Enablers focuses on Innovation, Data
Management, Technology, and Cyber Security. Innovation
allows DLA to adapt and overcome adverse circumstances in
a timely manner and permits DLA to continue to support the
Warfighter. DLA data assets include supply chain, acquisition,
personnel, information management, and financial data, along
with the infrastructure and exchanges that move it. Looking
forward, effective data management will enable DLA to develop
data and analysis as a service forits business users to facilitate
access to it as well as data-driven decisions.
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For technology, DLA Information Operations continuously
evaluates the IT operating environment to identify potential
opportunities to streamline and automate processes as well
as ensure alignment with DoD and DLA Strategic Initiatives.
One example of these types of efforts currently in process
include increasing the use of cloud computing technologies
and solutions. Many applications have already begun migration
to cloud computing. A major initiative, ERP to cloud migration
is scheduled for completion in the first quarter of FY2022.
Simultaneously, DLA will perform a Business Transformation
Study to define the scope and level of effort to conduct a
Migration to Standard to SAP S/4 capability. DLA will conduct
business process reengineering to ensure use of the standard

capability to the maximum extent possible to reduce cost,

Management’s Discussion and Analysis (Unaudited) / Section 1

streamline business process to adopt industry best practices
and allow for better innovation going forward. The full schedule
for the Migration to Standard phase will be developed once the
requirements have been defined and approved.

Finally, DLA provides funding for the development of the
Defense Agencies Initiative (DAI). The DAl mission is to
deliver auditable CFO Act compliant business environments
for Defense Agencies. The goal is to provide accurate, timely,
and authoritative financial data in support of DoD goals to
standardize financial management practices, improve financial
decision support, and support audit readiness. The DAl is a
critical DoD effort to modernize the Defense Agencies’ financial
management capabilities.

Exercise Prep

Marines prepare for an exercise at Vaziani Training Area, Georgia, Oct. 18, 2020. Photo By: USMC
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MEMORIAL SALUTE

Airmen salute during the STRAY 59 memorial flight in Okinawa, Japan, Feb.

26, 2020. The flight pays tribute to the 23 lives lost during the Special Warfare
Exercise of 1981, call sign STRAY 59.

{' Photo By: Marine Corps Cpl. Mark Lowe
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MESSAGE FROM THE CHIEF FINANCIAL OFFICER

NOVEMBER 2020 (WCF)

“I am fully committed to ensuring DLA meets its stewardship

responsibilities, and am proud to be part of a team of

colleagues that works hard to develop strategies that

strengthen our cross-functional partnerships internal

and external to the Agency.”

| am proud to join the Director in issuing our Fiscal Year
(FY) 2020 Agency Financial Report (AFR), the fourth Defense
Logistics Agency (DLA) has issued since starting the
financial statement audit process. DLA Working Capital
Fund's (WCF) FY2020 AFR highlights certain valuable insights
into the overall financial operations, accomplishments,
and challenges of the Agency, and this section of the AFR
provides a comprehensive view of DLA WCF financial
activities. DLA

efficiency, and effectiveness, as well as ensuring outstanding

remains committed to ensuring value,
stewardship to protect against fraud, waste and abuse in
every program we manage.

During the unprecedented COVID-19 pandemic, DLA quickly
responded to the needs of the Nation and Warfighter and
the Federal
Agency and Health and Human Services procuring critical

collaborated with Emergency Management
medical equipment and personal protective equipment (PPE)
in support of the National response. As challenging as the
operating environment became as a result of providing this
additional support and protecting the staff, DLA was still able
to accomplish its mission, while still protecting against fraud,

waste or abuse.

Although, DLA received a Disclaimer of Opinion on the
Agency's WCF financial statements, which denotes that
the auditor conducted audit procedures but was unable
to express an opinion on the financial statements, DLA
continues to make tremendous strides, establishing the
framework to correct material weaknesses, by reviewing
and establishing end-to-end business processes, identifying
the financial statement and financial reporting risks, and
designing and implementing the associated controls to
address those risks.

The DLA enterprise continues to document and evaluate
critical processes and controls to identify and address risks
associated with financial reporting. Efforts include initiatives
to improve the performance in accounting, financial
operations, and customer service to enhance the value
provided to the Warfighter and our partners. DLA continues
to strive toward improved financial reporting, remediation
of Notice of Findings and Recommendations, and improved
financial data and internal controls with the goal of achieving
an unmodified audit opinion. For DLA WCF, we are enhancing
our internal controls over operations, financial reporting, and

financial systems.

| am fully committed to ensuring DLA meets its stewardship
responsibilities, and am proud to be part of a team of
colleagues that works hard to develop strategies that
strengthen our cross-functional partnerships internal and
external to the Agency. As DLA evolves and matures in
the audit process, we will continue to learn and use that
knowledge to improve and protect our business processes,
allowing us to maximize our resources in support of the
Warfighter.
enhanced financial management and strong governance

One of our highest priorities is to provide

in support of our goals to identify and address risks,
successfully manage challenges, including audit findings,
and accomplish associated remediation actions necessary to
address material weaknesses. WARFIGHTER ALWAYS!

J.ARTHUR HAGLER
Director, DLA Finance
Chief Financial Officer
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AUDIT REPORTS

INSPECTOR GENERAL
DEPARTMENT OF DEFENSE
4800 MARK CENTER DRIVE

ALEXANDRIA, VIRGINIA 22350-1500

November 13, 2020

MEMORANDUM FOR SECRETARY OF DEFENSE
UNDER SECRETARY OF DEFENSE (COMPTROLLER)/
CHIEF FINANCIAL OFFICER, DOD
DIRECTOR, DEFENSE LOGISTICS AGENCY

SUBJECT: Transmittal of the Independent Auditor’s Reports on the Defense Logistics
Agency Working Capital Fund Financial Statements and Related Notes for
FY 2020 and FY 2019 (Project No. D2020-DO00FE-0053.000, Report No.
DODIG-2021-026)

We contracted with the independent public accounting firm of Ernst & Young, LLP (EY),
to audit the Defense Logistics Agency (DLA) Working Capital Fund Financial Statements
and related notes as of and for the fiscal years ended September 30, 2020, and 2019.
The contract required EY to provide a report on internal control over financial
reporting and compliance with laws and other matters, and to report on whether the
DLA’s financial management systems substantially complied with the requirements of
the Federal Financial Management Improvement Act of 1996. The contract required EY
to conduct the audit in accordance with generally accepted government auditing
standards (GAGAS); Office of Management and Budget audit guidance; and the
Government Accountability Office/Council of the Inspectors General on Integrity and
Efficiency, “Financial Audit Manual,” June 2018, Updated April 2020. EY’s Independent
Auditor’s Reports are attached.

EY’s audit resulted in a disclaimer of opinion. EY could not obtain sufficient,
appropriate audit evidence to support the reported amounts within the DLA Working
Capital Fund Financial Statements. As a result, EY could not conclude whether the
financial statements and related notes were presented fairly in accordance with
Generally Accepted Accounting Principles. Accordingly, EY did not express an opinion
on the DLA Working Capital Fund FY 2020 and FY 2019 Financial Statements and

related notes.
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EY’s separate report, “Internal Control Over Financial Reporting,” discusses seven
material weaknesses related to the DLA’s internal controls over financial reporting.”

Specifically, EY’s report describes the following material weaknesses.

e The DLA did not have policies, procedures, or internal controls surrounding
documentation of procurements and disbursements, tracking of inventory by
owner, validating the perpetual inventory systems by performing periodic
physical counts, accumulating cost of inventory, and supporting inventory

balances and transactions.

e The DLA was unable to reconcile the Fund Balance With Treasury ending
balances from the general ledger directly to the U.S. Treasury and did not have
sufficient policies, procedures, or internal controls in place for the end-to-end

Fund Balance With Treasury process.

¢ The DLA did not have adequate policies, procedures, or internal controls to
record accounts receivable and revenue transactions in the proper period in
accordance with Generally Accepted Accounting Principles; was unable to
validate or explain the aged receivables balances; did not have procedures to
estimate valuation allowances against receivables; or did not support

recorded transactions.

¢ The DLA did not support the accounts payable balance, expenses, or related
budgetary balances, and it recorded accounts payable and expense
transactions in the wrong periods. In addition, the DLA did not have policies,
procedures, or internal controls to effectively implement accounting
standards; or did not have adequate procedures to record obligations and

accrue for liabilities incurred but not paid.

e The DLA did not have sufficient controls to review or identify inaccurate
financial statement balances and footnote disclosures, lacked policies and
procedures to validate account balances and monitor reporting variances
between source systems, and did not provide detailed budgetary account

listings that reconciled to the general ledger.

* A material weakness is a deficiency, or a combination of deficiencies, in internal control over financial
reporting that results in a reasonable possibility that management will not prevent, or detect and correct,

a material misstatement in the financial statements in a timely manner.
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e The DLA did not implement appropriate internal controls, including the
documentation of policies and procedures that describe end-to-end business

processes, monitoring service providers, and remediation of audit findings.

e The DLA had weaknesses in the design and operation of information systems
controls over financial data to include access controls, configuration
management, segregation of duties controls, and security management and

governance over implementation of security controls.

EY’s additional report, “Compliance and Other Matters,” discusses two instances of
noncompliance with applicable laws and regulations. Specifically, EY’s report describes
instances in which the DLA’s financial management systems did not comply with the
Federal Financial Management Improvement Act of 1996 and the Federal Managers’

Financial Integrity Act of 1982.

In connection with the contract, we reviewed EY’s reports and related documentation
and discussed them with EY’s representatives. Our review, as differentiated from an
audit of the financial statements in accordance with GAGAS, was not intended to enable
us to express, and we do not express, an opinion on the DLA Working Capital Fund

FY 2020 and FY 2019 Financial Statements and related notes. Furthermore, we do not
express conclusions on the effectiveness of internal control over financial reporting, on
whether the DLA’s financial systems substantially complied with Federal Financial
Management Improvement Act of 1996 requirements, or on compliance with laws and
other matters. Our review disclosed no instances where EY did not comply, in all
material respects, with GAGAS. EY is responsible for the attached reports, dated

November 13, 2020, and the conclusions expressed within the reports.

We appreciate the cooperation and assistance received during the audit. Please direct

questions to me.

-/ o
X! Lf{?;m/_'lfff

Lorin T. Venable, CPA
Assistant Inspector General for Audit
Financial Management and Reporting

Attachments:
As stated
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Report of Independent Auditors

The Director of the Defense Logistics Agency and
The Inspector General of the Department of Defense

Report on the Financial Statements

We were engaged to audit the accompanying financial statements of the Working Capital Fund of
the Defense Logistics Agency (DLA), which comprise the balance sheets as of September 30, 2020
and 2019, and the related statements of net cost, statements of changes in net position and
combined statements of budgetary resources for the years then ended, and the related notes to the
financial statements (the financial statements).

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in conformity with U.S. generally accepted accounting principles; this includes the design,
implementation and maintenance of internal control relevant to the preparation and fair
presentation of the financial statements that are free of material misstatement, whether due to fraud
Or erTor.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on conducting the
audit in accordance with auditing standards generally accepted in the United States, the standards
applicable to financial audits contained in Govermment Auditing Standards, issued by the
Comptroller General of the United States, and the Office of Management and Budget (OMB)
Bulletin No. 19-03, Audit Requirements for Federal Financial Statements. Because of the matters
described in the Basis for Disclaimer of Opinion paragraph, however, we were not able to obtain
sufficient appropriate audit evidence to provide a basis for an audit opinion.

Departure from U.S. Generally Accepted Accounting Principles
As described in Note 1, DLA has not implemented certain accounting standards required for the
Department of Defense and the Federal Government. The effect of these matters on the financial

statement amounts and related disclosures involved is not currently determinable by DLA and
could be material.
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Basis for Disclaimer of Opinion

DLA continues to have unresolved accounting issues and material weaknesses in internal controls
that cause DLA to be unable to provide sufficient evidential support for complete and accurate
financial statements on a timely basis. As a result, we cannot determine the effect of the lack of
sufficient appropriate audit evidence on DLA’s financial statements as of and for the years ended
September 30, 2020 and 2019.

Disclaimer of Opinion

Because of the significance of the matters described in the Basis for Disclaimer of Opinion
paragraph, we have not been able to obtain sufficient appropriate audit evidence to provide a basis
for an audit opinion. Accordingly, we do not express an opinion on these financial statements.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States require that the Management’s
Discussion and Analysis and Required Supplementary Information, as listed in the Table of
Contents, be presented to supplement the financial statements. Such information, although not a
part of the financial statements, is required by the Federal Accounting Standards Advisory Board
who considers it to be an essential part of financial reporting for placing the financial statements
in an appropriate operational, economic, or historical context. We were unable to apply certain
limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States because of the significance of the matter
described in the Basis for Disclaimer of Opinion paragraph. We do not express an opinion or
provide any assurance on the information.

Other Information

We were engaged for the purpose of forming an opinion on the financial statements that
collectively comprise DLA’s financial statements. The Other Information, as listed in the Table of
Contents, is presented for purposes of additional analysis and is not a required part of the financial
statements.

The Other Information has not been subjected to the auditing procedures applied in the engagement
to perform an audit of the financial statements, and, accordingly, we do not express an opinion or
provide any assurance on it.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we also have issued our reports dated
November 13, 2020, on our consideration of DLA’s internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts, grant
agreements and other matters. The purpose of those reports is solely to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the effectiveness of DLA’s internal control over financial
reporting or on compliance. Those reports are an integral part of an engagement to perform an
audit in accordance with Government Auditing Standards in considering DLA’s internal control
over financial reporting and compliance.

Gamat ¥ LLP

November 13, 2020
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Report of Independent Auditors on Internal Control Over Financial Reporting
Based on an Engagement to Audit the Financial Statements Performed
in Accordance with Government Auditing Standards

The Director of the Defense Logistics Agency and
The Inspector General of the Department of Defense

We were engaged to audit, in accordance with auditing standards generally accepted in the United
States and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States and the Office of Management and Budget
(OMB) Bulletin No. 19-03, Audit Requirements for Federal Financial Statements, the financial
statements of the Working Capital Fund of the Defense Logistics Agency (DLA), which comprise
the balance sheet as of September 30, 2020, and the related statement of net cost, statement of
changes in net position and combined statement of budgetary resources for the year then ended,
and the related notes to the financial statements, and have issued our report thereon dated
November 13, 2020. Our report disclaims an opinion on such financial statements because DLA
was not able to provide sufficient appropriate audit evidence due to matters discussed further in
the Basis for Disclaimer of Opinion paragraph.

Internal Control Over Financial Reporting

In connection with our engagement to audit the financial statements, we considered DLA’s internal
control over financial reporting (internal control) as a basis for designing audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of DLA’s internal
control. Accordingly, we do not express an opinion on the effectiveness of DLA’s internal control.
We did not consider all internal controls relevant to operating objectives as broadly defined by the
Federal Managers’ Financial Integrity Act of 1982 (FMFIA), such as those controls relevant to
preparing performance information ensuring efficient operations.

Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies, and, therefore, material weaknesses or significant
deficiencies may exist that have not been identified. As described below, we identified certain
deficiencies in internal control that we consider to be material weaknesses and significant
deficiencies.
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A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility that a
material misstatement of the entity’s financial statements will not be prevented, or detected and
corrected, on a timely basis. We consider the deficiencies described below and in Appendix A as
items I. through VII. to be material weaknesses.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is
less severe than a material weakness, yet important enough to merit attention by those charged
with governance. We consider the deficiencies described below and in Appendix B as items I. and
II. to be significant deficiencies.

Material Weaknesses

We identified the following matters involving internal control over financial reporting and its
operation that we consider to be material weaknesses, as defined above:

L. Inventory — Inventory is comprised of items held by DLA for resale or held by DLA on
behalf of one of the military services. Policies, procedures and internal controls surrounding
documentation of procurements and disbursements, tracking of inventory by owner,
validating the perpetual inventory systems by performing periodic physical counts,
accumulating cost of inventory and supporting inventory balances and transactions all had
deficiencies. The combination of these deficiencies in aggregate results in a material
weakness in internal control related to inventory. The matters identified related to inventory
are further described in Appendix A.

II.  Fund Balance with Treasury (FBwT)— DLA is unable to reconcile the FBWT ending
balances from the general ledger directly to the U.S. Treasury. DLA, in conjunction with
Defense Finance and Accounting Services (DFAS), has implemented the Cash Management
Reconciliation (CMR) and Department 97 Report Reconciliation Tool (DRRT) processes as
mechanisms to reconcile DLA’s general ledger to U.S. Treasury. However, these tools have
known control deficiencies and reconciling issues. In addition, DLA does not have sufficient
policies, procedures and internal controls in place for the end-to-end FBwT process. The
combination of these deficiencies in aggregate results in a material weakness in internal
control related to FBwT. The matters identified related to FBwT are further described in
Appendix A.

II.  Accounts Receivable (AR) and Revenue — AR consists of amounts owed to DLA primarily
related to the resale of goods and the provision of services. Revenue is earned when DLA
sells goods and services to the public or other federal entities. DLA was unable to support
the balances recorded as AR and validate or explain the significant balance of aged
receivables and unfilled customer orders. In addition, DLA did not have procedures to
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estimate valuation allowances against receivables and had not supported transactions
recorded. Furthermore, DLA did not have adequate policies, procedures and controls to
record AR and revenue transactions accurately and in the proper period in accordance with
U.S. generally accepted accounting principles (GAAP). The combination of these
deficiencies in aggregate results in a material weakness in internal control related to AR and
revenue. The matters identified related to AR and revenue are further described in
Appendix A.

IV. Accounts Payable (AP) and Expense — AP represents the amount owed to third parties by
DLA for goods and services received. Expenses are incurred and recognized when DLA
obtains goods and services from the public or other federal entities. DLA was unable to
support the AP balance, expenses and related budgetary balances. In addition, DLA did not
have overall policies, procedures and internal controls for the procure to pay process,
including the process to create and approve obligations and the process to review, record and
pay invoices. Furthermore, DLA lacked adequate procedures to record obligations and
accrue for liabilities incurred but not paid, and it recorded transactions in the procure to pay
process in incorrect periods. The combination of these deficiencies in aggregate results in a
material weakness in internal control related AP and expense. The matters identified related
to AP and expense are further described in Appendix A.

V. Financial Reporting— DLA’s financial statement preparation process lacks sufficient
controls to review and identify inaccurate balances on the financial statements and
incomplete and inaccurate footnote disclosures. DLA lacks policies and procedures to
validate account balances and monitor reporting variances between source systems, resulting
in DLA recording unsupported journal vouchers (JV) to correct the variances. In addition,
DLA does not have controls to review and approve transactions recorded with elevated
access privileges. Furthermore, DLA is unable to provide detailed listings for budgetary
accounts that reconcile to the general ledger. The combination of these deficiencies in
aggregate results in a material weakness in internal control related to financial reporting. The
matters identified related to financial reporting are further described in Appendix A.

VL. Oversight and Monitoring — DLA does not have an effective OMB Circular A-123 program,
which impacted DLA’s ability to appropriately identify and address significant risks for all
key business processes. DLA has not implemented appropriate internal controls, including
the documentation of policies and procedures that describe DLA’s environment related to
end-to-end business processes, monitoring of service providers, related parties, systems,
risks, controls and remediation of audit findings. In addition, DLA does not perform proper
review of data/reports used in the execution of key controls. The combination of these
deficiencies in aggregate results in a material weakness in internal control related to
oversight and monitoring. The matters identified related to oversight and monitoring are
further described in Appendix A.
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VII. Information Systems — Our assessment of DLA’s information technology (IT) controls and
the computing environment identified deficiencies which, collectively, constitute a material
weakness in the design and operation of information systems controls over financial data.
Based on our review, we have identified four areas of deficiency which, when aggregated,
result in a material weakness. The deficiencies relate to the following four areas:

* Access controls

* Configuration management

» Segregation of duties controls

* Security management / governance over implementation of security controls

The matters identified related to information systems are further described in Appendix A.
Significant Deficiencies

We identified the following matters involving internal control over financial reporting and its
operation that we consider to be significant deficiencies, as defined above:

I.  Property, Plant and Equipment (PP&E) — PP&E includes general equipment, internal use
software and construction-in-progress. DLA has not completed an analysis of existence and
completeness of PP&E assets or their process to value PP&E beginning balances and has
weaknesses in the processes of maintaining and reconciling PP&E records. Therefore, DLA
is unable to support the existence, completeness, rights and obligations, or valuation of its
PP&E. In addition, DLA does not have signed memorandums of agreement with the military
services that outline the reporting responsibilities, such as depreciation and maintenance
costs, for real property assets for which DLA is the primary user. The matters identified
related to PP&E are further described in Appendix B.

II.  Environmental Liabilities (EL) — ELs are comprised of cleanup costs associated with the
restoration of sites on real property that DLA manages. DLA lacks adequate policies,
procedures and controls to reconcile these liabilities to the corresponding real property and
to validate its estimation methodology. The matters identified related to EL are further
described in Appendix B.

Management’s Response to Findings

DLA’s responses to the findings identified in our engagement and relevant comments from DLA’s
management are provided in their accompanying letter dated November 13, 2020. Management’s
response was not subjected to the auditing procedures applied in the engagement to audit the
financial statements, and, accordingly, we express no opinion on it.
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Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and the
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal
control. This report is an integral part of an engagement to perform an audit in accordance with
Government Auditing Standards in considering the entity’s internal control. Accordingly, this
communication is not suitable for any other purpose.

St + LLP

November 13, 2020
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Appendix A — Material Weaknesses

I Inventory

DLA’s inventory is comprised of petroleum and aerospace products, weapon system repair parts,
food, clothing and medical supplies. Inventory also includes material from the military services
designated for disposal or reutilization. In accordance with FMFIA, management is responsible
for establishing effective controls over and accountability for all assets for which the agency is
responsible. DLA’s controls and processes do not exist or are not operating in several significant
areas, specifically:

A. Lack of or Inadequate Documentation of Inventory Accounting Policies, Procedures and
Controls. DLA has not documented the processes related to the significant business activities
for acquisition, movement, warehousing and disposition of inventory; the related risks for each
business activity; and the control activities designed to mitigate risks of material misstatement
in the financial statements. The documentation lacks an accurate description of the following:
financial reporting, records management, physical count policies, accounting for third-party
managed inventory, the Inventory Reconciliation Framework (IRF) and various other business
processes.

B. Lack of or Inadequate Documentation to Substantiate Inventory and Inventory-Related
Transactions. DLA was unable to provide documentation that inventory balances exist, or
inventory transactions occurred and are accurately recorded in the financial statements.
Specifically, documentation was not available to support:

* The completeness and accuracy of transactions recorded or the existence of balances in the
general ledger and the accountable property system of record (APSR).

» Shipping terms for sales transactions to evidence when the title and risk of loss are
transferred to the buyer.

* Balances recorded in the inventory detail reports from the financial reporting system that
do not reconcile to the site-specific end-of-month report and component financial
statements.

» Balances of fuel inventory held in pipelines or in-transit.
* Posting of transactions in the general ledger resulting from financial events (i.e., sales,

purchases, gains and losses, including gains and losses resulting from physical inventory
counts).
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C. Lack of or Inadequate Policies, Procedures and Controls Over Inventory Processes. DLA
lacks or has inadequate policies, procedures and controls, including the design of controls, over
the following:

* Inadequately Designed Controls Over Inventory Processes. For controls that have been
implemented over significant Energy and Distribution processes, the controls are not
designed to align with DLA policies or are not executed consistently. In addition, sufficient
documentation does not exist to evidence the performance of the control activities.

* Inventory Held for Others. Inventory held on behalf of the military services is not always
stored in physically segregated locations and instead, is commingled with similar inventory
that could be owned by multiple owners. DLA lacks controls over the commingled
inventory. DLA does not have policies and procedures to reconcile quantities of inventory
by owner to the total physical inventory counts on a regular basis. As a result, gain/loss
adjustments are not assigned to the appropriate owner and not recorded in compliance with
DLA’s policy.

* In-Transit and Pipeline Inventory (In-Transit). In-transit inventory relates to items that
were accepted at the point of origin (free on board shipping point) and are in-transit to a
DLA destination. Controls related to monitoring and reconciling in-transit inventory
balances do not exist. As a result, inventory recorded as in-transit from procurement points
of origin has remained in-transit for several fiscal years, including amounts dating back to
2012.

* Energy Inventory. DLA policy requires that monthly or quarterly automated tank gauging
(ATG) verifications be performed. In addition, DLA requires that manual readings of fuel
tank levels be obtained by calibrated tape or calibrated rod in the absence of functional
ATG systems. However, DLA lacks controls to monitor field-level sites for compliance
with DLA Energy policies. In addition, DLA does not monitor or review documentation to
validate that field-level sites are performing the monthly or quarterly verifications or that
manual readings are obtained in the absence of functional ATG systems.

* Posting Inventory Adjustments in the General Ledger. DLA policy requires that errors
between the APSR and the general ledger be reviewed and corrected by assigned users.
Adjustments to correct the errors above a certain dollar threshold are reviewed by a
supervisor. However, DLA does not have controls in place to prevent users from posting
adjustments above the threshold or to detect that adjustments posted above the threshold
were not reviewed.

* Inventory Recorded in the Appropriate Period. Policies and procedures are not in place
to record transactions in the period that the transaction occurred or to accrue for
transactions that occurred but were not posted at period-end.
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D. Inadequate Policies, Procedures and Related Controls Over Inventory Physical Counts.
The Department of Defense Financial Management Regulation (DoD FMR) requires that all
inventory be counted at least annually, either in a full physical count or through cycle counts,
to validate perpetual inventory accuracy. DLA has not adequately designed controls related to
physical counts to validate the existence and completeness of inventory related to Supply,
Aerospace or Disposition as required. For example:

*  Supply Inventory. DLA policy requires an annual physical count of all items on hand as
of the beginning balance sheet date. DLA is not in compliance with this policy or the DoD
FMR.

» Aerospace Inventory. Periodic physical counts or measurements of Aerospace inventory
are not performed.

+ Disposition Inventory. Inventory physical counts are not required to be performed on all
Disposition inventory received from the military services.

E. Lack of Controls for the Reconciliation Between Inventory APSR and the General
Ledger. DLA utilizes the IRF to reconcile the inventory quantity balance in the general ledger
to the inventory quantity balance in the APSRs. However, the IRF was not performed
completely, accurately or timely. For example:

* The inventory reconciliations are not completed on a timely basis or within the normal
financial statement close period (approximately 40-45 days from month-end).

» There were significant unreconciled variances totaling $258 million in the reconciliation
for June 2020.

* The IRF does not include all appropriate general ledger accounts, including inventory in-
transit between storage locations and inventories/stock on hand.

F. Lack of Controls over Inventory Held by Third Parties. DLA does not have a detailed
listing of inventory by vendor that reconciles to the inventory recorded in DLA’s general
ledger, nor does DLA have a listing of all vendors who hold inventory on DLA’s behalf. DLA
is unable to support the balances of inventory held at third parties for each vendor. In addition,
DLA recorded inventory at inactive vendors (i.e., vendors with which DLA no longer has a
contractual relationship). As a result, DLA is unable to substantiate the existence and
completeness of inventory held at third parties.

G. Lack of Policies, Procedures and Controls to Effectively Implement Accounting
Standards. DLA does not have policies, procedures and controls to effectively implement
accounting standards, causing an inaccurate presentation of inventory on the balance sheet and
in the related footnote disclosure. Specifically, DLA has neither implemented nor applied the
costing and valuation methodologies set forth by Statement of Federal Financial Accounting
Standards (SFFAS) No. 3, Accounting for Inventory and Related Property, and SFFAS No. 48,
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Opening Balances for Inventory, Operating Materials and Supplies, and Stockpile Materials.
For example:

* DLA values inventory using the moving average price (MAP). However, DLA is unable
to provide supporting documentation of costs that are included or excluded to calculate the
MAP.

* DLA began implementing inventory costing methodologies in accordance with SFFAS
No. 48 in fiscal year (FY) 2016. However, DLA did not completely and accurately value
inventory in accordance with SFFAS No. 48. For example, the values assigned for certain
inventory items were based on the latest acquisition cost (LAC). The LAC values did not
properly consider inventory acquired through the implementation date.

* DLA assigned zero-dollar values to unique material numbers and was not able to provide
the basis for the zero-dollar valuation for all materials.

*  Work in process (WIP) inventory items or components are provided to a production facility
for kitting, assembly or modification, or to make an end item. Policies and procedures are
not in place to record all costs, such as the assembly and labor costs, incurred during the
kitting, assembly or modification process.

* Valuation allowances for various inventory items, including excess, obsolete and
unserviceable (EOU) inventory, inventory held for repair, inventory held at net realizable
value, etc., are not appropriately documented or supported. The documentation for the
valuation allowance for inventory held for repair does not sufficiently describe the
methodology used to estimate the allowance or describe the rationale for adopting the
methodology being used and the factors used in the estimation process.

H. Inadequate or Lack of Controls Over Financial Reporting of Inventory. DLA lacks
controls to classify and present inventory appropriately in the financial statements. DLA
accounting policy states that inventory balances are based on the following categories:
inventory held for current sale, inventory held for future sale, EOU and inventory held for
repair. DLA uses the inventory condition codes as the basis to classify inventory between each
category. Controls are not in place to assign inventory the appropriate condition codes. In
addition, DLA is unable to determine whether inventory classified as EOU meets the definition
in SFFAS No. 3. As aresult, DLA was unable to substantiate the amounts classified, presented
or disclosed.

Recommendations

Consider the following corrective actions related to the deficiencies identified above:

A. Lack of or Inadequate Documentation of Inventory Accounting Policies, Procedures and
Controls. Document, update and finalize the process cycle memoranda (PCM) that document

the end-to-end processes for inventory, including receiving, distributing, recording, processing
and reporting. Perform a risk analysis and document risks associated with the DLA inventory
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business process. Review current control documentation and perform a gap analysis for
internal controls at the financial statement assertion level.

B. Lack of or Inadequate Documentation to Substantiate Inventory and Inventory-Related
Transactions.

* Develop and maintain documentation to support that inventory transactions occurred and
are accurately recorded in the financial statements, including:

— Standardizing data elements included in data extracts from APSRs and the general
ledger. For example, data elements to tie material movements to the related financial
postings.

— Standardizing documentation requirements to support financial events.
C. Lack of or Inadequate Policies, Procedures and Controls Over Inventory Processes.

* Inadequately Designed Controls Over Inventory Processes. Design and implement
internal control activities and include criteria, analyses, reviews and supporting thresholds
used in the execution of all relevant internal controls. The control activities should align
to, be executed consistently with DLA policies, and maintain sufficient documentation to
evidence these control activities.

* Inventory Held for Others. Develop policies and procedures related to inventory held for
others to include the following:

— Properly identifying the inventory owner of the material, as appropriate, such as
identifying the owner on material labels upon receipt or segregating the inventory by
owner.

— Recording inventory gains/losses for inventory held on behalf of others to the
appropriate owner to properly account for the gains/losses in accordance with DLA
policy.

* In-Transit and Pipeline Inventory. Develop and implement policies and procedures to
properly validate and reconcile in-transit and pipeline inventory and to validate that
balances are complete and accurate.

* Energy Inventory. Design policies, procedures and controls to monitor field-site
compliance with DLA Energy policies. The controls should monitor the performance of
monthly or quarterly verifications. In addition, DLA should monitor the performance of
manual readings on tanks with malfunctioning ATGs.

* Posting Inventory Adjustments in the General Ledger. Design application-level
controls that prevent users from posting transactions above their approved thresholds.

2011-3622160
Defense Logistics Agency - FY2020 Working Capital Fund - Agency Financial Report 61



Section 2 / Financial Section (Unaudited)

Further, DLA’s inventory process should include procedures to review transactions posted
to verify that unauthorized transactions were not posted.

* Inventory Recorded in the Appropriate Period. Design policies, procedures and
controls to process and post transactions to the correct period in the general ledger and that
an accrual is recorded at period-end for transactions that should be posted but have not
been resolved to reflect recording in the proper period.

D. Inadequate Policies, Procedures and Related Controls Over Inventory Physical Counts.
DLA should design and implement policies, procedures and controls as follows:

» The inventory count for Supply, Aerospace and Disposition should include a requirement
whereby quantities in the perpetual inventory system are supported via physical counts at
least once a year, either through a wall-to-wall, year-end count or adequately designed
cycle counts in compliance with the DoD FMR.

E. Lack of Controls for the Reconciliation Between Inventory APSR and the General
Ledger. Design policies and procedures to perform the IRF completely, accurately and timely.
The policies should consider the following:

* Reconciling or resolving variances timely, including establishing thresholds for variances
that require for a review to be performed.

* Including all inventory general ledger accounting codes in the IRF.

F. Lack of Controls Over Inventory Held by Third Parties. Design controls over inventory
held by third parties by performing a reconciliation of third-party managed inventory balances
to the general ledger balances and developing a comprehensive listing of vendors and military
services that hold DLA-owned inventory on behalf of DLA.

G. Lack of Policies, Procedures and Controls to Effectively Implement Accounting
Standards. Design policies and procedures to implement the appropriate accounting
standards, specifically SFFAS No. 3 and SFFAS No. 48. The policies and procedures should
include:

* Substantiating that the inputs to the MAP calculation include or exclude costs as
appropriate.

» Establishing opening inventory balances by valuing inventory using the deemed cost
valuation methodologies in accordance with SFFAS No. 48 and verifying that inventory
valuation complies with SFFAS No. 3 on a go-forward basis.

* Assigning a proper value and unit of measure at the time of receipt.

» Tracking and recording all costs incurred during the kitting or assembly process to the WIP
inventory.
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* Documenting the methodology, rationale and processes used to estimate valuation
allowances for items, including EOU inventory, inventory held for repair, inventory held
at net realizable value, etc.

H. Inadequate or Lack of Controls Over Financial Reporting of Inventory. Design and
implement controls to assign inventory items to the appropriate condition code, including
controls over EOU inventory classification in accordance with SFFAS No. 3.

II. Fund Balance with Treasury

Fund Balance with Treasury (FBwT) represents the aggregate amount of funds in DLA’s account
with U.S. Treasury. Treasury’s Financial Manual (TFM) Chapter 5100, Section 5120 requires
agencies to implement effective and efficient reconciliation processes and perform timely
reconciliations. However, deficiencies exist in DLA’s processes of recording and reconciling
transactions involving FBwT.

A. Lack of or Inadequate Documentation of FBWT Accounting Policies, Procedures and
Controls. DLA has not documented the end-to-end process to account for, monitor and report
FBwT and FBwT-related transactions. Documentation does not include the process to
determine the amounts recorded in suspense accounts; correct and review Defense Automatic
Addressing System (DAAS) rejects; research and resolve differences between U.S. Treasury,
disbursing system records, and accounting system records within a timely basis; and properly
review cash balances throughout the year to prepare cash projections and determine whether
DLA has enough cash to meet financial obligations.

B. Inappropriate Policies and Procedures for Recording Cash Collections. DLA does not
have an appropriate process to record FBwT (cash collections) upon receipt. Interfund
transactions are not processed by U.S. Treasury until month-end reporting; however, DLA
records the cash collection transaction in the general ledger prior to when the transactions occur
resulting in a misstatement of FBwT.

C. Lack of Controls for the Reconciliation of FBwT Between the General Ledger and the
U.S. Treasury. DLA, in conjunction with DFAS, has implemented the CMR and DRRT
processes as mechanisms to attempt to tie the general ledger to U.S. Treasury. However, the
CMR and DRRT processes are not sufficient to produce a complete and accurate reconciliation
of DLA’s general ledger to U.S. Treasury. As a result, DLA is unable to accurately reconcile
to U.S. Treasury.

Recommendations

Consider the following corrective actions related to the deficiencies identified above:

A. Lack of or Inadequate Documentation of FBWT Accounting Policies, Procedures and
Controls. Finalize the documentation of the end-to-end process for FBwT. The documentation

should include the process to perform regular and recurring reconciliations of the suspense
account data; the process to identify and correct DAAS rejects timely; the process to research
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and resolve differences between U.S. Treasury, disbursing system records and accounting
system records on a timely basis; and the process to determine that DLA has sufficient cash on
hand to meet current financial obligations.

B. Inappropriate Policies and Procedures for Recording Cash Collections. Design and
implement policies and procedures to properly record a debit to FBwT and a credit to accounts
receivable (AR) when the cash transaction has occurred, and cash has been received at U.S.
Treasury.

C. Lack of Controls for the Reconciliation of FBwT Between the General Ledger and the
U.S. Treasury. In coordination with DFAS, obtain a system and organization controls (SOC)
report for the processes and controls relevant to DLA, including the CMR and DRRT, and
reconcile the transactions recorded in the general ledger to the transactions sent to Secure
Payment System (SPS) in order to verify that the data was processed correctly.

III. Accounts Receivable and Revenue

Accounts receivable (AR) consists of amounts owed to DLA. Revenue is earned when DLA sells
goods and services to the public or other federal entities. AR and revenue fall within the scope of
DLA’s order to cash process. In accordance with FMFIA, management is responsible for
establishing and maintaining internal controls that provide reasonable assurance that revenues
applicable to the agency’s operations are properly recorded and accounted for to permit the
preparation of reliable financial reports and maintain accountability of assets. Because of the
nature of DLA’s services, DLA has a significant volume of transactions in the order to cash
process. This balance represents a substantial portion of their activity that involves receipt of funds
by DLA in order to provide inventory to their ultimate consumers. The volume of these
transactions makes it critical for DLA to properly record and reconcile these transactions to ensure
timely, appropriate recognition of costs to the end users.

A. Lack of or Inadequate Documentation of AR and Revenue Accounting Policies,
Procedures and Controls. DLA has not documented the end-to-end process to account for
Unfilled Customer Orders (UCO), revenue and AR transactions.

* UCOs. Documentation does not include the process to identify, research and resolve
unreconciled amounts for UCOs and the process to review the validity of significantly aged
UCOs in the general ledger despite being closed through other business processes and
systems. Additionally, documentation does not include the processes to account for and
report UCOs with non-federal customers.

* AR. Documentation does not include the process to evaluate the collectability and validity
of significantly aged AR (receivables include a significant amount of aged receivables
(greater than 180 days)); the process to review, reconcile or clear negative accounts
receivable balances in a periodic and consistent manner; and the process to account for,
calculate and post the allowance for doubtful accounts.
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* Nonstandard Revenue. Documentation does not include the process for the proper
accounting treatment for cash advances received and sales transactions related to
nonstandard revenue, such as emergency management situations and disaster relief efforts.

* Non-monetary Exchange Transactions. Documentation does not include the process for
the accounting treatment for non-monetary exchange transactions.

* Offsetting Transactions. Documentation does not include the process and controls to
analyze AR and AP transactions to determine proper offsetting, recording and presentation
in accordance with the customer or vendor agreement. Additionally, the documentation
does not include processes to account for the related budgetary accounts.

B. Lack of or Inadequate Controls Over AR, Revenue and Cash Collection Processes. DLA
lacks or has inadequate controls, including the design of controls, over the following:

* AR and Cash Collections. DLA lacks controls to substantiate the validity of AR balances,
including the use of a single account for multiple customers, and to apply collections from
customers accurately and timely. As a result, invalid AR transactions were recorded in the
financial statements.

* Intragovernmental Transactions. Intragovernmental transactions, including Military
Interdepartmental Purchase Requests (MIPRs), are sales orders received from other federal
agencies. DLA lacks controls to prevent services from being performed beyond the terms
of the agreement and to prevent duplicate transactions from being recorded in the general
ledger. As a result, duplicate sales orders were recorded in the general ledger. In addition,
there were instances where revenue recorded, in aggregate, exceeded the total funding
amount, or the services were performed outside the period of performance.

* Revenue Recorded Accurately and in the Appropriate Period. DLA lacks controls to
review pricing updates and record revenue transactions appropriately and accurately in the
period that the transaction occurred. As a result, a significant number of transactions were
not posted using the correct price or were not recorded in the proper accounting period. In
addition, the controls to validate that the accruals are recorded at the appropriate amount
and in the correct period are not designed effectively.

* Fuel Exchange Agreements. DLA does not have adequately designed controls around the
fuel exchange agreement (FEA) process. For example, DLA does not reconcile the
amounts receivable from, or payable to, foreign governments. In addition, sufficient
documentation does not exist to evidence the performance of the control activities. As such,
DLA is unable to demonstrate that the control was operating effectively.
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C. Lack of or Inadequate Documentation to Substantiate AR and Revenue Transactions.
DLA was unable to provide documentation that AR and UCO balances exist, or that revenue
transactions occurred and are accurately recorded in the financial statements. Specifically,
documentation was not available to support that:

* The AR balances (federal and non-federal), UCO and deferred revenue transactions are
complete and accurate, and reconcile to the general ledger and that the balances exist.

* The revenue transactions recorded, including emergency management situations and
disaster relief efforts, are complete and accurate and have occurred.

D. Lack of Policies, Procedures and Controls to Effectively Implement Accounting
Standards. DLA does not have policies, procedures and controls to effectively implement
accounting standards. Specifically, DLA has neither implemented nor applied the accounting
set forth by SFFAS No. 7, Accounting for Revenue and Other Financing Sources and Concepts
for Reconciling Budgetary and Financial Accounting. DLA performs services for other federal
agencies without funding and records receivables from these transactions. DLA is unable to
support revenue recognized from unfunded agreements, nor is an analysis performed on the
collectability of the receivable related to those agreements. Uncollected billings related to
unfunded agreements have been outstanding since FY 2017.

Recommendations
Consider the following corrective actions related to the deficiencies identified above:

A. Lack of or Inadequate Documentation of AR and Revenue Accounting Policies,
Procedures and Controls. Document, update and finalize the PCMs that document the end-
to-end processes for AR and revenue.

* UCOs. The documentation should include the process to reconcile UCOs between the
general ledger and sales legacy module completely, accurately and timely, to review the
aged UCO balances for validity and to account for UCOs with non-federal customers.

* AR. The documentation should include the process to evaluate the collectability and
validity of significantly aged AR (AR includes a significant amount of aged receivables
(greater than 180 days)); the process to review, reconcile or clear negative AR balances in
a periodic and consistent manner; and the process to account for calculating and posting
the allowance for doubtful accounts.

* Nonstandard Revenue. The documentation should include the financial reporting
requirements during emergency management situations, including disaster relief efforts.
The policies should include acceptable deviations from the normal business process,
documentation requirements and timelines for completion.

* Non-monetary Exchange Transactions. The documentation should include the
accounting and financial reporting requirements for non-monetary exchange transactions.
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* Offsetting Transactions. The documentation should include the process and controls
implemented to analyze customer and vendor agreements to determine proper offsetting,
recording, and presentation of AR and AP transactions and the accounting for the related
budgetary accounts.

B. Lack of or Inadequate Controls Over AR, Revenue and Cash Collection Processes.

* AR and Cash Collections. Design and implement controls to assess the existence and
completeness of the receivable balances, including significantly aged receivables; controls
to limit transactions in a customer account to a single customer, rather than a group of
customers; and controls to properly, accurately and timely post payments and credits to
customer accounts.

* Intragovernmental Transactions. Design and implement controls for intragovernmental
transactions that include system controls to prevent services from being provided beyond
the terms of the agreement (e.g., period of performance, funding amount) and to prevent
duplicate transactions from being recorded in the general ledger.

* Revenue Recorded Accurately and in the Appropriate Period. Design and implement
controls to properly record revenue transactions in the appropriate period; controls to
review and validate pricing updates; controls to monitor sales transactions at or near period-
end; controls to record revenue based on the proper triggering event; controls to manage
and maintain documentation to substantiate the revenue transaction; and controls to
validate that the accruals are recorded at the appropriate amount and in the correct period.

* Fuel Exchange Agreements. Design, document and implement controls around the FEA
process and include criteria, analyses, reviews and supporting thresholds used in the
execution of all relevant internal controls.

C. Lack of or Inadequate Documentation to Substantiate AR and Revenue Transactions.

» Develop documentation, including detailed listings of account balances, to substantiate that
the population of AR (federal and non-federal), UCO and deferred revenue transactions are
complete and accurate and that the balances in the population exist. The listing should be
reconciled to the general ledger.

* Develop documentation to substantiate that the population of revenue transactions
recorded, including emergency management situations and disaster relief efforts, are
complete and accurate and have occurred.

D. Lack of Policies, Procedures and Controls to Effectively Implement Accounting
Standards. Design and implement policies, procedures and controls to properly recognize
revenue earned and to assess the collectability of the receivable related to unfunded work
orders in accordance with SFFAS No. 7 and the DoD FMR.
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IV. Accounts Payable and Expense

Accounts payable (AP) consists of amounts owed to vendors. Expenses are incurred and
recognized when DLA obtains goods and services from the public or other federal entities.
Undelivered Orders (UDOs) represent the amount of goods and/or services ordered which have
not been received. AP, expenses and UDOs fall within the scope of DLA’s procure to pay process.
In accordance with FMFIA, management is responsible for establishing and maintaining internal
controls that provide reasonable assurance that expenses and budgetary transactions applicable to
the agency’s operations are properly recorded and accounted for to permit the preparation of
reliable financial reports. Because of the nature of the services, DLA has a significant volume of
transactions to procure goods and services to sell to its customers. Deficiencies exist in DLA’s
processes for recording and supporting AP, expenses and the related budgetary balances; recording
transactions in the proper period; documenting policies, procedures and controls; and designing
and executing controls over the processes to create and approve obligations and to review, record
and pay invoices.

A. Lack of or Inadequate Documentation of UDQO, Unliquidated Obligation (ULO), AP and
Expenses Accounting Policies, Procedures and Controls. DLA has not documented the end-
to-end processes to account for UDO, AP and expense transactions.

 UDO. The documentation does not include the process to review the validity of
significantly aged UDO. As a result, there is a significant number of UDO transactions that
had no current-year activity.

* AP. The documentation does not include the process to evaluate the validity of AP,
including significantly aged AP and negative payables; the process to record invoices,
including interfund transactions received, in the general ledger and submitted to DFAS for
timely payment; and the process to pay invoices timely or assess interest penalties for late
payments in accordance with the Prompt Payment Act.

* Non-monetary Exchange Transactions. Documentation does not include the process for
the proper accounting treatment for non-monetary exchange transactions.

 ULO. The documentation does not include the process to review the validity of
significantly aged ULO. For example, $843m (approximately 32% of the total balance) in
ULOs had no activity (payables, expenses, outlays) for at least two years.

* Offsetting Transactions. Documentation does not include the process and controls to
analyze AR and AP transactions to determine proper offsetting, recording and presentation
in accordance with the customer or vendor agreement.

* Foreign Currency Transactions. Documentation does not include the processes and
controls to account for transactions made in foreign currency including the respective gains
and losses.
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B. Lack of or Inadequate Controls Over UDO, ULO, AP, Expenses and Cash Disbursement
Processes. DLA lacks or has inadequate controls, including the design of controls, over the
following:

* Inadequately Designed Controls Over AP and Expense Processes. Controls that have
been implemented are not designed effectively. For example, the information used in the
control activity is not assessed for completeness and accuracy. In addition, sufficient
documentation does not exist to evidence the performance of the control activities.

+ UDO. DLA lacks controls to approve and record obligations in a timely manner; controls
to record downward and upward adjustments to UDO accurately and timely; and controls
to close invalid UDO in a timely manner. For example, samples selected for downward
and upward adjustment with the absolute value of approximately $72 million and
$45 million, respectively, were not supported or were recorded inaccurately.

* Vendor Contracts. DLA lacks controls to execute contracts in accordance with the Federal
Acquisition Regulation (FAR) and record obligations timely for contracts, including
Indefinite Quantity Contracts (IQC). For example, IQCs awarded did not have an
obligation recorded at the contract award date because the IQC did not have a guaranteed
minimum at contract award date.

* AP and Cash Disbursements. DLA lacks controls to post goods receipts in a timely
manner; review invoices prior to payment; and post payments, including payments that fail
to post systematically, in a timely manner.

* AP and Expenses Recorded in the Appropriate Period. DLA lacks controls to record
AP and expense transactions appropriately and accurately in the period that the transaction
occurred. As a result, 13 instances in our sample of 35 expense transactions were recorded
in the incorrect period.

* Transactions Recorded at the Detailed Level. DLA lacks controls to comply with the
Federal Financial Management Improvement Act (FFMIA), which requires transactions to
be recorded at the detailed level. DLA recorded transactions at a summary level for certain
budgetary and proprietary accounts. As a result, each summary-level record contained
multiple individual transactions. A reconciliation is not performed between detailed
transactions posted to the proprietary accounts and the summarized postings to the
corresponding budgetary accounts. Additionally, DLA lacks controls to properly classify
vendors as federal or non-federal at the transaction level.

C. Lack of or Inadequate Documentation to Substantiate AP and Expense Transactions.
DLA was unable to provide documentation to support the existence of AP balances, or that
expense transactions that occurred are accurately recorded in the financial statements.
Specifically, documentation was not available to support the transactions and balances for
various accounts, including AP, negative payables, UDO (paid and unpaid) and upward and
downward adjustments to delivered and undelivered orders.
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D. Lack of Policies, Procedures and Controls to Effectively Implement Accounting
Standards. DLA does not have policies, procedures and controls to effectively implement
accounting standards. Specifically, DLA has neither implemented nor applied the accounting
set forth by SFFAS No. 1, Accounting for Selected Assets and Liabilities, No. 4, Managerial
Cost Accounting Standards and Concepts; SFFAS No. 4, Managerial Cost Accounting
Standards and Concepts; and SFFAS No. 5, Accounting for Liabilities of the Federal
Government. For example:

DLA inappropriately expensed costs that should have been capitalized. For example,
inventory purchased for resale was inappropriately expensed.

AP and accrued liabilities are not recorded appropriately. For example, DLA policy allows
for a liability to be recorded without confirming whether a transfer of title has occurred or
service has been rendered. Further, DLA policy requires that only activities submitted by
the contractors on the last day of the month are accrued and liabilities incurred prior to the
last day of the month are not accrued.

DLA does not match revenue with the related cost of sales where the customers place the
order directly with the vendor, such as medical, clothing and textile sales. DLA does not
record the revenue earned at the same time the liability is recorded.

DLA processes allow for payment without receipt, thus resulting in a negative payable
balance. This occurs when payment is made prior to the goods receipts being posted in the
general ledger. This results in an understatement of expenses and payables, and a
misstatement of UDO.

Recommendations

Consider the following corrective actions related to the conditions described above:

A. Lack of or Inadequate Documentation of UDO, ULO, AP and Expenses Accounting
Policies, Procedures and Controls. Update and finalize the PCMs that document the end-to-
end processes for UDO, AP and expenses.

UDO. The documentation should include the process to review the validity of significantly
aged UDO, including a process to write off residual UDO for completed transactions.

AP. The documentation should include the process to evaluate the validity of AP, including
significantly aged AP and negative payables; the process to record invoices, including
interfund transactions received, in the general ledger and submitted to DFAS for payment
timely; and the process to pay invoices timely or assess interest penalties for late payments
in accordance with the Prompt Payment Act.

Non-monetary Exchange Transactions. The documentation should include the
accounting and financial reporting requirements for non-monetary exchange transactions.
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* ULO. The documentation should include the process to review the validity of significantly
aged ULO, including the process to write off residual ULO for completed transactions.

* Offsetting Transactions. The documentation should include the process and controls
implemented to analyze customer and vendor agreements to determine proper offsetting,
recording, and presentation of AR and AP transactions.

* Foreign Currency Transactions. The documentation should include the process and
controls to identify, monitor, and account for foreign currency transactions.

B. Lack of or Inadequate Controls Over UDO, ULO, AP, Expenses and Cash Disbursement
Processes.

* Inadequately Designed Controls Over AP and Expense Processes. Design and
implement internal control activities and include criteria, analyses, reviews and supporting
thresholds used in the execution of all relevant internal controls.

* UDO. Design and implement controls to approve and record obligations in a timely
manner; controls to record upward and downward adjustments to UDO accurately and
timely; and controls to close invalid UDO in a timely manner.

*  Vendor Contracts. Design and implement controls to execute contracts in accordance
with the FAR and record obligations timely for contracts, including 1QC.

* AP and Cash Disbursements. Design and implement controls to post goods receipts in a
timely manner; review invoices prior to payment; and post payments, including payments
that fail to post systematically, in a timely manner.

* AP and Expenses Recorded in the Appropriate Period. Design and implement controls
to record AP and expense transactions appropriately and accurately in the period that the
transaction occurred and controls to monitor expense transactions at or near period-end.

* Transactions Recorded at the Detailed Level. Design and implement controls to comply
with the FFMIA and reconcile the transaction-level detail to the summarized postings in
each account.

C. Lack of or Inadequate Documentation to Substantiate AP and Expense Transactions.
Develop documentation to support that AP balances exist, or that expense transactions
occurred and are accurately recorded in the financial statements.

D. Lack of Policies, Procedures and Controls to Effectively Implement Accounting
Standards. Design and implement policies, procedures and controls to record expenses
incurred in the proper period; to properly classify costs; and to match revenue with the related
cost of sales in accordance with SFFAS No. 1, SFFAS No. 4 and SFFAS No. 5.
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V. Financial Reporting

Financial reporting encompasses all aspects of operations affecting DLA’s ability to produce
reliable financial statements and disclosures. This process starts with establishing an effective
governance structure to identify and assess risk and continues with developing a control
environment that is effective and efficient to manage identified risks. In accordance with FMFIA,
management is responsible for establishing and maintaining internal controls to achieve reliable
financial reporting. However, deficiencies exist in DLA’s processes related to the accumulation
and presentation of their financial position and results of operations.

A. Lack of or Inadequate Documentation of Financial Reporting and Budgetary Processes.
DLA has not documented the end-to-end processes for budgetary processes. Specifically, DLA
has not documented the end-to-end processes to account for budgetary receipt. The
documentation does not sufficiently include a description of the process to record budget
authority, the transfer process, and the Treasury warrant process.

B. Lack of Controls Over Compliance with the TFM United States Standard General
Ledger (USSGL). DLA does not have controls to configure the posting logic in the general
ledger to be compliant with the USSGL and controls to link business events to the correct
posting logic. As a result, transactions are not recorded appropriately. For example, DLA
inappropriately uses a general ledger account (negative payables) to track payments made
without goods received and inappropriately combines entries to record the movement of
budgetary funds through the apportionment and allotment process, which should be recorded
separately. In addition, the posting logic for various inventory transactions, such as recoupment
from returns, disposal and material transfers, and service revenue transactions do not meet the
corresponding TFM business events.

C. Lack of or Inadequate Controls Over Financial Reporting Processes. DLA lacks or has
inadequate controls, including the design of controls, over the following:

* Beginning Balances for Budgetary Accounts. DLA does not have controls to verify the
accuracy of the beginning balances for budgetary accounts, such as Total Actual Resources
Collected and Contract Authority Carried Forward accounts. As a result, DLA is unable to
substantiate beginning balances recorded on the financial statements.

* Trading Partner Transactions. DLA does not have controls in place to validate and
reconcile trading partner eliminations. Adjustments made to AR, AP, revenue, expenses
and undisbursed funds are not appropriately supported. A complete reconciliation is not
performed at the agreement level to the trading partner adjustments that are being made.
As a result, trading partner adjustments are recorded in Defense Departmental Reporting
System (DDRS) as “top-side” adjustments and are identified as “unsupported” by DFAS.

* Contingent Liabilities. DLA does not have adequate controls to identify and account for
contingent legal liabilities that should be recorded or disclosed in the financial statements.
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* Interfaces Between Feeder Systems and the General Ledger. DLA does not have
adequate controls to interface and post transactions between feeder systems and the general
ledger appropriately. As a result, failed interface transactions are not reviewed and resolved
in a timely manner.

» Financial Statement Close Process. DLA does not have adequately designed controls
around the annual close and reconciliation processes, such as the monthly or quarterly
reconciliation between the unadjusted trial balance (UTB) and the adjusted trial balance
(ATB) is not performed sufficiently and timely; the information used in the reconciliation
of UTB to ATB is not complete and accurate; and the review of the procedures performed
during the financial statement close process is not adequate. In addition, DLA has not
designed processes or controls to implement new accounting standards.

* Budgetary to Proprietary Tie Points. DLA does not have adequately designed controls
around the tie-point process. There are reconciliation issues between the budgetary and
proprietary tie points. As a result, DFAS records unsupported monthly and quarterly JVs
in the general ledger and the DDRS to reconcile DLA’s budgetary accounts to the
proprietary accounts.

*  Monthly or Quarterly JV Adjustments. DLA does not have controls to review and
approve JV adjustments recorded in the general ledger and DDRS by DLA and DFAS for
completeness, accuracy and validity. As a result, a comprehensive listing of adjustments
made is not maintained to allow DLA to determine the appropriateness and proper
recording of each JV adjustment, including those recorded by their service provider.

* Financial Statement Review Process. The level of review of the financial statements and
footnote disclosures was insufficient to detect and correct misstatements in the financial
statements and related disclosures. As a result, inaccurate balances and disclosures were
reported in the financial statements and notes. For example, line items were not
appropriately classified between federal and non-federal; supporting documentation did
not support the balances recorded in the notes; and the financial statements are not prepared
in conformity with U.S. GAAP as described in Note 1, Significant Accounting Policies,
which did not sufficiently describe changes or noncompliance in U.S. GAAP reporting.

* Transactions Recorded Using Elevated Privileges. DLA does not have controls to
review and approve transactions recorded with elevated or superuser access privileges to
determine the direct impact to the financial statements is appropriate and accurate. There
were more than 25 million transactions recorded totaling approximately $2.8 trillion using
user roles with elevated or superuser access privileges.

* Accounting for Direct Appropriations. DLA does not have adequate controls to account
for the receipt and expenditure of direct appropriations in the general ledger accurately and
in a timely manner. As a result, the receipt of $530.2 million and expenditure of
$579.2 million of direct appropriations were not recorded in the general ledger and was
recorded through “top-side” adjustments.
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D. Lack of or Inadequate Documentation to Substantiate Budgetary Execution. DLA is
unable to provide detailed listings for budgetary accounts at the purchase order (PO) or sales
order (SO) level that reconcile to the general ledger, such as delivered and undelivered orders
and unfilled customer orders.

Recommendations
Consider the following corrective actions related to the deficiencies identified above:

A. Lack of or Inadequate Documentation of Financial Reporting and Budgetary Processes.
Document the funds management process and controls to accurately reflect all aspects of the
end-to-end budget to execute process, including processes and controls performed by DL A and
service providers.

B. Lack of Controls Over Compliance with the TFM United States Standard General
Ledger (USSGL). Design and implement controls that configure posting logic in the general
ledger to be compliant with the USSGL; link business events to the correct posting logic; and
post transactions as intended.

C. Lack of or Inadequate Controls Over Financial Reporting Processes.

* Beginning Balances for Budgetary Accounts. Design and implement control activities to
accurately state the beginning balance for carryforward budgetary accounts.

* Trading Partner Transactions. Design and implement controls to perform a
reconciliation at the agreement level to validate trading partner eliminations, which
includes identifying, researching and resolving variances between DLA general ledger data
and trading partners.

* Contingent Liabilities. Design and implement controls related to litigation to identify,
estimate, record and disclose contingent liabilities in the financial statements.

* Interfaces Between Feeder Systems and the General Ledger. Design and implement
controls to review and resolve interface transactions that fail to post to the general ledger.

* Financial Statement Close Process. Develop and implement controls around the annual
close and reconciliation process, which includes a complete, accurate and timely
reconciliation of the UTB to the ATB and processes and controls to analyze the impact of
new accounting standards.

* Budgetary to Proprietary Tie Points. Design and implement controls to reconcile
budgetary to proprietary tie points and investigate variances.

* Monthly or Quarterly JV Adjustments. Design and implement controls to review and
approve JV adjustments recorded in the general ledger and DDRS by DLA and DFAS for
completeness, accuracy and validity prior to posting.
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* Financial Statement Review Process. Design and implement controls to sufficiently
review the quarterly financial statements and disclosures; to detect and correct
misstatements; and to review that the financial statements and disclosures are complete and
prepared in accordance with U.S. GAAP.

* Transactions Recorded Using Elevated Privileges. Design and implement controls
requiring financial management representatives to identify, review, and approve the
appropriateness of business events and financial transactions recorded using user roles with
elevated or superuser privileges.

* Accounting for Direct Appropriations. Develop and implement policies, procedures and
internal controls to properly record direct and expended appropriations in the general
ledger in an accurate and timely manner.

D. Lack of or Inadequate Documentation to Substantiate Budgetary Execution. Develop and
implement procedures to generate complete and accurate listings of budgetary accounts at the
PO and SO levels that reconcile to the general ledger.

VI. Oversight and Monitoring

Oversight and monitoring relate to DLA’s lack of establishment and implementation of a sufficient
enterprise-wide control environment as required by OMB Circular A-123, Management’s
Responsibility for Enterprise Risk Management Internal Control.

A. Lack of or Inadequate Documentation Around the OMB A-123 Program. DLA has not
documented the end-to-end process to oversee and monitor the enterprise-level risks and
controls, including their OMB A-123 program. Specifically, DLA has not performed and
documented a sufficient risk assessment at the enterprise and business process level to assess
and document reporting matters, such as the complexity of programs, accounting estimates,
related party transactions and extent of manual processes; a complete and accurate population
of its assessable units, business processes and relevant controls that are responsive to and
mitigate risks, including fraud risks; and an assessment and plan for timely remediation of
audit findings.

B. Lack of or Inadequate Controls Around System Generated Reports. DLA lacks or has
inadequate controls to verify the accuracy and completeness of system generated reports
required in the execution of controls.

C. Insufficient Oversight and Monitoring of Third-Party Service Providers. Service
organizations undergo examinations of internal controls over systems and processes supporting
their customers. The results of these examinations are documented in SOC 1 reports and
include the independent service auditor’s report, the service organization’s management
assertions and identified Complementary User Entity Controls (CUECs) that users of the
service organization (e.g., DLA) should have in place to supplement the service organization’s
internal controls. DLA does not perform sufficient oversight and monitoring of SOC 1 reports
and does not sufficiently design, implement or monitor CUECs over its service providers.
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Recommendations
Consider the following corrective actions related to the conditions described above:

A. Lack of or Inadequate Documentation Around the OMB A-123 Program. Document the
end-to-end process to oversee and monitor the enterprise-level risks and controls, including the
OMB A-123 program. Perform and document a sufficient risk assessment at the enterprise and
business process level to assess and document reporting matters. Document a complete and
accurate population of its assessable units and business processes. Identify and assess the risks
in each business process, and design and implement relevant controls that are responsive to
and mitigate these risks, including fraud risks. Perform an assessment and establish and execute
the plan to remediate the audit findings timely.

B. Lack of or Inadequate Controls Around System Generated Reports. Design and
implement controls to verify the accuracy and completeness around system generated reports
used in the execution of controls. For example, the procedures should include footing system
generated reports; performing a tie-out of system generated reports to the general ledger;
verifying that the parameters used to generate the reports or data are appropriate; judgmentally
selecting a sample of transactions or balances in the report; and validating that the transactions
are accurate.

C. Insufficient Oversight and Monitoring of Third-Party Service Providers. Design and
implement controls around the SOC 1 review process and validate CUECs are properly
identified, designed and are operating effectively.

VII. Information Systems

Information systems controls are a critical component of the federal government’s operations to
manage the integrity, confidentiality and reliability of its programs and activities and assist with
reducing the risk of errors, fraud or other illegal acts. Information management security, access
controls, segregation of duties, and configuration management controls are fundamental to the
integrity of financial data and can help manage risks such as unauthorized access, changes to
critical data, and prevent compromised data. The nature, size, and complexity of DLA’s operations
require DLA to administer its programs under a decentralized business model by using numerous
geographically dispersed operating locations and complex, extensive information systems.

DLA has made progress in remediating several prior year control deficiencies in the areas of least
privileged access and segregation of duties. However, several repeat control deficiencies in the
design and operation of information systems controls continue to remain unresolved.

The deficiencies relate to the following areas:

* Access controls

» Configuration management

» Segregation of duties (SoD) controls

» Security management / governance over implementation of security controls

2011-3622160
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Access Controls

Access controls include those related to protecting system boundaries, user identification and
authentication, authorization, protecting sensitive system resources, audit and monitoring, and
physical security. When properly implemented, access controls can help ensure that critical
systems assets are physically safeguarded and that logical access to sensitive computer programs
and data is granted to users only when authorized and appropriate. Weaknesses in such controls
can compromise the integrity of sensitive data and increase the risk that such data may be
inappropriately used and disclosed.

The identified access control weaknesses in aggregate represent a significant risk to the DLA
financial statements, Information Technology (IT) environment, and financial applications. Absent
or ineffective preventative controls and compensating detective controls expose financial systems
and financial data to inappropriate access, unauthorized inputs, and inaccurate entries, resulting in
significant risk to the financial statements.

The identified access control weaknesses that represent a significant risk to the DLA financial
management information systems environment include the following:

* Access was not restricted to authorized users with a business need, was not reviewed and
documented prior to provisioning, and was not assigned in accordance with the principle
of least privilege.

» User access and activity was not monitored and tracked for routine access recertification,
revalidation of privileged access, and terminated or inactive users.

* Audit logs, security violations, and sensitive user activity were not tracked, monitored,
resolved, or configured appropriately within systems.

Configuration Management

Configuration management involves the identification and management of security features for all
hardware and software components of an information system at a given point and systematically
controls changes to that configuration during the system’s life cycle. By implementing
configuration management controls, DLA can ensure that only authorized applications and
software programs are placed into production through establishing and maintaining baseline
configurations and monitoring changes to these configurations. Weaknesses in such controls can
compromise the integrity of sensitive data and increase the risk that such data may be
inappropriately used and disclosed.

The identified configuration management and change control weaknesses in aggregate represent a
significant risk to the DLA financial statements, IT environment, and financial applications.
Absent or ineffective controls expose financial systems and financial data to unexpected impact
from changes, inappropriate or unauthorized changes, and application errors in production.
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The identified change control weaknesses that represent a significant risk to the DLA financial
management information systems environment include the following:

* Both routine and emergency changes are not reviewed, approved, and tested in a non-
production environment prior to release. The impact and functionality of configuration
changes are not assessed prior to implementation.

» System configurations, baseline code, and production environments are not monitored and
inspected for unauthorized changes.

» Users have access privileges enabling them to bypass the configuration management
process and make changes directly to production.

Segregation of Duties Controls

An effective control environment guards against a particular user having incompatible functions
within a system. Segregation of duties controls provide policies, procedures, and an organizational
structure to prevent one or more individuals from controlling key aspects of computer-related
operations and, thereby, conducting unauthorized actions or gaining unauthorized access to
financial management information systems.

The identified segregation of duties and conflicting role weaknesses in aggregate represent a
significant risk to the DLA financial statements, IT environment, and financial applications.
Absent or ineffective controls around segregation of duties allows users to circumvent processes
and automated controls in place, obtain unnecessary or elevated access, and impact the integrity
of financial data.

The identified weaknesses that represent a significant risk to the DLA financial management
information systems environment include the following:

» Segregation of duties within the user provisioning process is not completed consistently
across all applications. Management did not identify segregation of duties conflicts that
consider both IT and business process roles and activities. Conflicting roles were not
inspected and rationalized prior to provisioning.

* Application program management has not completely identified sensitive (financial
transactions) roles in order to identify and implement appropriate segregation of duties.

Security Management / Governance Over Implementation of Security Controls

An entity-wide information security management and internal control program is the foundation
of a security control structure to address security risks. The security management program should
establish a framework and continuous cycle of activity for assessing risk, developing and
implementing effective security procedures, and monitoring the effectiveness of these procedures.
Without a well-designed program, security controls may be inadequate; responsibilities may be
unclear, misunderstood, or improperly implemented; and controls may be inconsistently applied.
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Such conditions may lead to insufficient protection of sensitive or critical resources and
disproportionately high expenditures for controls over low-risk resources.

The identified security management and governance weaknesses in aggregate represent a
significant risk to the DLA financial statements, IT environment, and financial applications.
Absent or ineffective controls around internal controls and governance compound data integrity
risk by not monitoring third parties and not remediating known gaps timely.

The identified security management control weaknesses that represent a significant risk to the DLA
financial management information systems environment include the following:

* SOC reports are not monitored and reviewed to assess CUECs, the impact of service
organization findings, identification of compensating controls, and resolution of control
gaps. In addition, service level agreements (SLAs) are not reviewed and updated in a timely
manner.

» Security controls were not identified, assessed, tested, or remediated completely within
required time frames.

* Management internal control procedures do not identify financially significant risks,
establish and implement controls, track known risk exposures, and remediate control gaps.

Recommendations

Implement controls to address deficiencies in access controls, configuration management,
segregation of duties and security management procedures to include:

Access and Segregation of Duties Controls

» Restrict access to authorized users in accordance with the least privilege principle. Review
and approve all access, including justification of business needs.

* Routinely monitor and revalidate access needs for business users, privileged users, and
inactive users.

* Monitor user activity, identify and audit security violations, and assess privileged and
sensitive users and transactions.

* Identify and document conflicting roles, enforce established segregation of duties
processes, and assess conflicts during account provisioning and management. Segregate
conflicting roles where possible, and if unavoidable, document business rationale and
monitor user activity.
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Configuration Management

* Review, approve, and test changes prior to implementation, to include user testing and
functionality assessments. Monitor source code, configurations, and production
environments for unauthorized changes.

» Segregate conflicting roles between development and production environments.
Security Management / Governance Over Implementation of Security Controls
* Document risks and controls in place, identify gaps, and complete corrective actions to
strengthen the internal control environment. Improve documentation, test and validate
controls, and remediate findings.
» Establish a process to evaluate and incorporate service provider reports, findings, and

controls into management’s security documentation, governance process, and application
control environment.
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Appendix B — Significant Deficiency

I Property, Plant and Equipment

Property, plant and equipment (PP&E) is comprised of general equipment, internal-use software
(IUS) and construction-in-progress (CIP). In accordance with FMFIA, management is responsible
for establishing and maintaining effective controls to achieve proper accountability for property
and other assets for which the agency is responsible. However, DLA was unable to support the
existence, completeness, rights and obligations, or valuation of its PP&E.

A. Lack of or Inadequate Documentation of PP&E Accounting Policies, Procedures and
Controls. PP&E process documentation, policy memoranda and standard operating
procedures fail to document the end-to-end processing of PP&E transactions and related
internal control activities. Specifically, a complete inventory of IUS and CIP has not been
performed. DLA is in the process of establishing or revising its policies and procedures for
performing these inventories on an ongoing basis. In addition, DLA does not have signed
memorandums of understanding with the military services that outline the reporting
responsibilities, such as depreciation and maintenance costs, for real property assets for which
DLA is the primary user.

B. Lack of or Inadequate Documentation to Substantiate PP&E and PP&E-Related
Transactions. DLA was unable to provide documentation that PP&E balances exist, that
transactions occurred or that DLA has rights to the PP&E recorded in the financial statements.
Specifically, documentation was not available to support:

» The completeness and existence of general equipment assets.
* The validity of PP&E additions and disposals.

C. Lack of or Inadequate Policies, Procedures and Controls Over PP&E Processes. DLA
lacks or has inadequate policies, procedures and controls, including the design of controls, over
the following:

* Inadequately Designed Controls Over PP&E Processes. Controls that have been
implemented are not designed adequately. For example, the information used in the control
activity is not assessed for completeness and accuracy. In addition, sufficient
documentation does not exist to evidence the performance of the control activities. As a
result, DLA is unable to demonstrate that the control is operating effectively.

« TUS. DLA policy states that IUS assets are recorded as in-service PP&E upon the
completion of the asset. However, IUS activity is not evaluated to determine whether the
activity should be capitalized or expensed and to identify when assets are completed and
should be placed in service.
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D. Lack of Policies, Procedures and Controls to Effectively Implement Accounting
Standards. DLA does not have policies, procedures and controls to effectively implement
accounting standards, causing an inaccurate presentation of PP&E on the balance sheet and in
the related footnote disclosure. Specifically, DLA has neither implemented nor applied the
accounting and valuation methodologies set forth by SFFAS No. 5, Accounting for Liabilities
of the Government; SFFAS No. 6, Accounting for Property, Plant and Equipment; SFFAS
No. 10, Accounting for Internal Use Software; and SFFAS No. 50, Establishing Opening
Balances for Property, Plant and Equipment. For example:

* DLA is unable to support the values assigned to general equipment assets, including
substantiating that the application of SFFAS No. 6 and SFFAS No. 50 was consistent and
appropriate. To account for a significant number of assets that have not been valued, DLA
assigned placeholder values to these assets until the valuation process is completed,
resulting in misstatements in the financial statements.

* DLA is unable to support the values assigned to IUS assets in accordance with SFFAS
No. 10.

* DLA has not established a policy to account for its leasing arrangements, nor has DLA
assessed whether the leasing arrangements should be accounted for as a capital or an
operating lease. As a result, the financial statements do not include disclosures for its policy
to account for lease arrangements, any operating lease commitments and future minimum
payments due.

Recommendations

Consider the following corrective actions related to the deficiencies identified above:

A.

Lack of or Inadequate Documentation of PP&E Accounting Policies, Procedures and
Controls. Document, update and finalize the PCMs that document the end-to-end processes
for PP&E. Complete the inventory of IUS and CIP to verify the existence and completeness of
the accounting records. In addition, obtain signed memorandums of agreement with the
military services that outline the reporting responsibilities, such as depreciation and
maintenance costs, for real property assets owned by the services for which DLA is the primary
user.

Lack of or Inadequate Documentation to Substantiate PP&E and PP&E-Related
Transactions.

* Develop documentation to substantiate that all of DLA’s general equipment assets are
recorded accurately and completely.

» Assess the data elements in the APSR to allow DLA to differentiate between assets that
have been added to or removed from the capital PP&E population and assets that have
changed or to assign a unique identifier to each asset that allows for additions and disposals
to be identified.
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C. Lack of or Inadequate Policies, Procedures and Controls Over PP&E Processes

» Inadequately Designed Controls Over PP&E Processes. Design and implement internal
control activities that include criteria, analyses, reviews and supporting thresholds used in
the execution of all relevant internal controls.

* TUS. Design and implement policies and procedures that require IUS activity to be
reviewed for proper capitalization and recorded in the appropriate period.

D. Lack of Policies, Procedures and Controls to Effectively Implement Accounting
Standards. Design policies and procedures to implement the appropriate accounting
standards, specifically SFFAS No. 5, SFFAS No. 6, SFFAS No. 10 and SFFAS No. 50. The
policies and procedures should include:

* Substantiating the values, including the alternate values, assigned to general equipment
assets and that the application of SFFAS No. 6 and SFFAS No. 50 is consistent and
appropriate.

» Assessing whether the values assigned to IUS assets are in accordance with SFFAS
No. 10. In addition, evaluate alternative valuation methodologies available under SFFAS
No. 50. SFFAS No. 50 permits the exclusion of IUS and IUS under development from the
opening balance as of the opening balance date.

» Establishing an accounting policy to identify and account for leasing arrangements,
including whether the leases should be accounted for and reported as capital or operating
leases in accordance with SFFAS No. 5 and SFFAS No. 6. In addition, include the required
disclosures for capital and operating leases in the financial statements in accordance with
OMB A-136.

II. Environmental Liabilities

ELs are comprised of cleanup costs associated with the restoration of sites on real property that
DLA manages. In accordance with FMFIA, management is responsible for establishing and
maintaining internal controls to achieve reliable financial reporting. However, we identified
deficiencies in controls listed below, which, when aggregated, we consider to be a significant
deficiency.

A. Inability to Reconcile EL. Associated with the Corresponding Real Property. DLA is
unable to completely and accurately reconcile EL associated with the corresponding real
property, such as buildings, fuel storage tanks and pipelines, that it manages.

B. Inadequate Controls Over Estimation Processes. DLA does not have adequately designed
controls around their analysis to retrospectively review the estimate, which includes comparing
actual costs to estimates to validate the estimation methodology.
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Recommendations
Consider the following corrective actions related to the deficiencies identified above:

A. Inability to Reconcile EL Associated with the Corresponding Real Property. Design and
implement policies and procedures to reconcile the buildings, tanks and pipelines in the
environmental closure and asbestos liabilities estimate to the PP&E listings and investigate
differences.

B. Inadequate Controls Over Estimation Processes. Design and implement adequate controls
to compare actual costs to estimates to see if any changes to the estimation methodology are
necessary.
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Ernst & Young LLP Tel: +1 703 747 1000
1775 Tysons Blvd Fax: +1 703 747 0100
Tysons, VA 22102 ey.com

Building a better
working world

Report of Independent Auditors on Compliance and Other Matters
Based on an Engagement to Audit the Financial Statements Performed
in Accordance with Government Auditing Standards

The Director of the Defense Logistics Agency and
The Inspector General of the Department of Defense

We were engaged to audit, in accordance with auditing standards generally accepted in the United
States, the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States, and the Office of Management and Budget
(OMB) Bulletin No. 19-03, Audit Requirements for Federal Financial Statements, the financial
statements of the Working Capital Fund of the Defense Logistics Agency (DLA), which comprise
the balance sheet as of September 30, 2020, and the related statement of net cost, statement of
changes in net position, and combined statement of budgetary resources for the year then ended,
and the related notes to the financial statements, and have issued our report thereon dated
November 13, 2020. Our report disclaims an opinion on such financial statements because DLA
was not able to provide sufficient appropriate audit evidence due to matters discussed further in
the Basis for Disclaimer of Opinion paragraph.

Compliance and Other Matters

In connection with our engagement to audit the financial statements of DLA, we performed tests
of its compliance with certain provisions of laws, regulations, contracts and grant agreements,
noncompliance with which could have a direct and material effect on the financial statements, as
well as the requirements referred to in the Federal Financial Management Improvement Act of
1996 (FFMIA) (P.L. 104-208). However, providing an opinion on compliance with those
provisions was not an objective of our engagement, and accordingly, we do not express such an
opinion.

The results of our tests disclosed instances of noncompliance and other matters that are required
to be reported under Government Auditing Standards and OMB Bulletin No. 19-03, as described
below. Additionally, if the scope of our work had been sufficient to enable us to express an opinion
on the financial statements, other instances of noncompliance or other matters may have been
identified and reported herein.

Our Report on Internal Control Over Financial Reporting dated November 13, 2020, includes
additional information related to the financial management systems and internal controls that were
found not to comply with the requirements, relevant facts pertaining to the noncompliance, and
our recommendations to the specific issues presented.
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As referenced in the Fiscal Year (FY) 2020 DLA Statement of Assurance, DLA provides no
assurance that the internal controls over operations, financial systems, reporting and compliance
are operating effectively in compliance with the Federal Managers’ Financial Integrity Act
(FMFIA), Section 4; FFMIA of 1996, Section 803; and OMB Circular No. A-123.

FFMIA

Under FFMIA, we are required to report whether DLA’s financial management systems
substantially comply with federal financial management system requirements, applicable federal
accounting standards, and the United States Standard General Ledger (USSGL) at the transaction
level. To meet this requirement, we performed tests of compliance with FFMIA Section 803(a)
requirements. The results of the tests disclosed instances in which DLA’s financial management
systems did not substantially comply with federal financial management system requirements,
applicable federal accounting standards or the USSGL.

(a) Federal financial management system requirements

EY identified as part of the Financial Information Systems material weakness, contained in the
Report on Internal Control Over Financial Reporting, noncompliance with federal financial
management system requirements for multiple systems. Weaknesses identified include those
associated with user access, configuration management/change controls, segregation of duties and
security management. These financial system deficiencies prevent DLA from being compliant
with federal financial management system requirements and inhibit DLA’s ability to prepare
complete and accurate financial reporting.

(b) Noncompliance with applicable federal accounting standards

As referenced in Note 1 to the financial statements, DLA self-identified that the design of their
financial and nonfinancial systems does not allow DLA to comply with applicable federal
accounting standards, including not being able to collect and record financial information as
required by U.S. generally accepted accounting principles. EY also identified noncompliance with
federal accounting standards during our testing, which was included in our Report on Internal
Control Over Financial Reporting.

(c) Noncompliance with USSGL posting logic at the transaction level

EY also identified noncompliance with USSGL posting logic during our testing, which was
included in our Report on Internal Control Over Financial Reporting.

FMFIA

Federal Managers’ Financial Integrity Act (FMFIA) of 1982 requires federal entities to establish
internal controls, perform ongoing evaluations of the adequacy of the entity’s system of internal

2011-3622160

A member firm of Ernst & Young Global Limited

86 Defense Logistics Agency - FY2020 Working Capital Fund - Agency Financial Report



EY

Building a better
working world

control, and prepare related reports. The Government Accountability Office’s (GAO’s) Standards
for Internal Control in the Federal Government (commonly referred to as the “GAO Green Book™)
issued under the authority of FMFIA, establishes five components of internal control: Control
Environment, Risk Assessment, Control Activities, Information and Communication and
Monitoring. To determine if an entity’s internal control system is effective, the Green Book
requires management to assess the design, implementation and operating effectiveness of the five
components of the entity’s internal control system.

DLA has not yet implemented a formal internal control program that would allow it to substantially
comply with FMFIA and the related GAO Green Book requirements, leading to inadequate control
environment, risk assessment and monitoring processes.

DLA was not able to provide evidence that they are in compliance with significant aspects of OMB
Circular A-123, which implemented FMFIA. DLA provided a FY 2020 Statement of Assurance,
however, there was not sufficient evidence that DLA fully completed an organizational risk
assessment, identified relevant risks related to the financial statement assertions, documented the
internal control standards as it relates to those assertions, performed internal control testing, and
reported and tracked control deficiencies at the control level for each process identified. DLA
provided evidence demonstrating that DLA has started to implement a testing strategy, however
DLA is unable to provide evidence that the extent of testing and review performed is sufficient to
meet the requirements of FMFIA.

Management’s Response to Findings

DLA’s responses to the findings identified in our engagement and relevant comments from DLA’s
management responsible for addressing the noncompliance are provided in the accompanying
letter dated November 13, 2020. Management’s response was not subjected to the auditing
procedures applied in the engagement to audit the financial statements and, accordingly, we
express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of compliance and the
results of that testing, and not to provide an opinion on the entity’s compliance. This report is an
integral part of an engagement to perform an audit performed in accordance with Government

Auditing Standards in considering the entity’s compliance. Accordingly, this communication is
not suitable for any other purpose.

St + LLP

November 13, 2020
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MANAGEMENTS RESPONSE TO AUDIT REPORTS

DEFENSE LOGISTICS AGENCY
HEADQUARTERS
8725 JOHN J. KINGMAN ROAD
FORT BELVOIR, VIRGINIA 22060-622 1

NOV 13 2020

MEMORANDUM FOR OFFICE OF THE INSPECTOR GENERAL, DEPARTMENT OF
DEFENSE

SUBJECT: Fiscal Year (FY) 2020 Financial Statement Audit — Working Capital Fund

Thank you for the opportunity to comment on Ernst & Young, LLP, Independent Auditor
Reports on the Defense Logistics Agency’s (DLA) Working Capital Fund (WCF) financial
statements for Fiscal Year 2020. We acknowledge and concur with the material weaknesses and
the disclaimer of opinion.

DLA acknowledges the material weaknesses and control deficiencies identified in the
areas of financial systems, internal controls, and business processes that impact financial
reporting, and will continue working to resolve the material weaknesses and strengthen internal
controls around operations, reporting, and financial systems by prioritizing remediation efforts
that will effect positive progress toward a favorable opinion.

DLA will continue working to enhance and mature the design and operating effectiveness
of its internal controls to improve the reliability of the WCF financial statements. We look
forward to working collaboratively with the Office of Inspector General in support of future
audits to improve financial management and stewardship,

weShntr—

M. C. SKUBIC
VADM, SC, USN
Director
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INTRODUCTION TO PRINCIPAL FINANCIAL STATEMENTS

The principal financial statements and the accompanying notes
(financial statements) included in this report are prepared
pursuant to the requirements of the CFO Act of 1990 (Pub. L.
101-576), and expanded by GMRA (Pub. L. 103-356) and other
applicable legislation. Other reporting requirements include
the OMB Circular A-136, as amended. The responsibility for the

integrity of the financial information included in these financial
statements rests withthe management of DLAWCF.The IPAwas
engaged to perform the audit of DLAWCF's financial statements
and disclaimed an opinion on these financial statements.
The Audit Reports, and Management's Response to the Audit
Reports, accompany the unaudited financial statements.

The DLAWCF financial statements consist of the following:

The Balance Sheets present those resources owned or
managed by DLA WCF that represent future economic
benefits (assets), amounts owed by DLA WCF that
will require payments from those resources or future
resources (liabilities), and residual amounts retained by
DLA WCF comprising the difference (net position) as of
September 30, 2020 and 2019.

The Statements of Net Cost present the net cost of DLA
WCF operations for the years ended September 30, 2020
and 2019. DLA WCF's net cost of operations is the gross
cost incurred by DLA WCF activities, less any exchange
revenue earned and inter-entity eliminations from DLA
WCF activities.

The Statements of Changes in Net Position present the
change in DLAWCF's net position resulting from the net cost
of DLA WCF's operations, budgetary financing sources, and
other financing sources for the years ended September 30,
2020 and 2019.

The Combined Statements of Budgetary Resources present
how and in what amounts budgetary resources were made
available to DLA WCF, the status of these resources, and
the net outlays of budgetary resources for the years ended
September 30, 2020 and 2019.

The Notes to the Principal Financial Statements provide
detail and clarification for amounts in the principal financial

statements.

Mountain Hornet

A Navy F/A-18F Super Hornet
soars above the clouds while
conducting flight operations
near Atsugi, Japan, January 29,
2020. Photo By: Navy Lt. Alex

Grammar
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Defense Logistics Agency - Working Capital Fund

As of September 30, 2020 and 2019
(dollars in thousands)

ASSETS (Note 2)
Intragovernmental
Fund Balance with Treasury (Note 3)

Accounts Receivable (Note 4)

Other Assets (Note 5)

Total Intragovernmental Assets

Cash and Other Monetary Assets

Accounts Receivable, Net (Note 4)
Inventory and Related Property, Net (Note 6)
General Property, Plant and Equipment, Net

Other Assets (Note 5)
TOTAL ASSETS

BALANCE SHEETS

(Note7)

Stewardship Property, Plant and Equipment (Note 8)

LIABILITIES (Note 9)

Intragovernmental
Accounts Payable
Other Liabilities (Note 10)

Total Intragovernmental Liabilities

Accounts Payable

Environmental and Disposal Liabilities (Note 11)

Other Federal Employment Benefits (Note 12)

Other Liabilities (Note 10)
TOTAL LIABILITIES

Commitments and Contingencies (Note 13)

NET POSITION
Unexpended Appropriations
Cumulative Results of Operations
TOTAL NET POSITION
TOTAL LIABILITIES AND NET POSITION

Unaudited Unaudited
FY2020 FY2019

$ 3,915,418 $ 1,238,592
1,864,975 1,849,488

123,306 123,306
5,903,699 3,211,386

7,074 =

717,098 1,143,780
21,837,879 21,316,697
631,176 2,560,841

89,068 86,173

$ 29,185,994 $ 28,318,877
$ 224,915 $ 188,045
1,852,941 66,925
2,077,856 254,970
2,495,823 2,742,214
1,187,141 1,272,239

159,850 180,535

301,435 262,152

6,222,105 4,712,110

291,494 291,040
22,672,395 23,315,727
22,963,889 23,606,767

$ 29,185,994 $ 28,318,877

The accompanying notes are an integral part of these statements.
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Defense Logistics Agency - Working Capital Fund
STATEMENTS OF NET COST
For the Years Ended September 30, 2020 and 2019
(dollars in thousands)

Unaudited Unaudited
FY2020 FY2019
Energy
Gross Cost $ 9,692,755 $ 1,473,715
Less: Earned Revenue (10,734,135) (12,501,054)
Net Cost (1,041,380) (1,027,339)
Supply Chain Management
Gross Cost 31,657,088 32,860,648
Less:Earned Revenue (31,435,772) (31,980,171)
Net Cost 221,316 880,477
Document Services
Gross Cost 221,567 258,988
Less: Earned Revenue (206,091) (240,007)
Net Cost 15,476 18,981
Total Gross Cost 41,571,410 44,593,351
Less: Total Earned Revenue (42,375,998) (44,721,232)
NET COST OF OPERATIONS $ (804,588) $ (127,881)

The accompanying notes are an integral part of these statements.
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Defense Logistics Agency - Working Capital Fund
STATEMENTS OF CHANGES IN NET POSITION
For the Years Ended September 30, 2020 and 2019
(dollars in thousands)

Unaudited Unaudited
FY2020 FY2019
Unexpended Appropriations
Beginning Balances $ 291,040 $ 1,187,496
Budgetary Financing Sources:
Appropriations Transferred-in/out 579,285 548,096
Appropriations Used (578,831) (1,239,240)
Other Adjustments = (205,312)
Total Budgetary Financing Sources 454 (896,456)
Total Unexpended Appropriations 291,494 291,040
Cumulative Results of Operations
Beginning Balances 23,315,727 21,395,559
Budgetary Financing Sources:
Appropriations Used 578,831 1,239,240
Nonexchange Revenue 475 3,900
Transfers-in/out Without Reimbursement (245,767) 205,312
Other Financing Sources:
Transfers-in/out Without Reimbursement (1,936,079) 161,466
Imputed Financing 155,107 185,607
Other (487) (3,238)
Total Financing Sources (1,447,920) 1,792,287
Net Cost of Operations (804,588) (127,881)
Net Change (643,332) 1,920,168
Total Cumulative Results of Operations 22,672,395 23,315,727
TOTAL NET POSITION $ 22,963,889 $ 23,606,767

The accompanying notes are an integral part of these statements.
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Defense Logistics Agency - Working Capital Fund
COMBINED STATEMENTS OF BUDGETARY RESOURCES
For the Years Ended September 30, 2020 and 2019
(dollars in thousands)

Unaudited Unaudited
FY2020 FY2019

BUDGETARY RESOURCES
Unobligated Balance From Prior Year Budget Authority, Net $ 222,506 $ 1,643,206
Appropriations 579,285 48,096
Contract Authority 45,645,928 49,892,452
Spending Authority From Offsetting Collections 484,783 298,191
TOTAL BUDGETARY RESOURCES $ 46,932,502 $ 51,881,945

STATUS OF BUDGETARY RESOURCES
New Obligations and Upward Adjustments $ 46,510,140 $ 51,429,049
Unobligated Balance, End of Year:

Apportioned, Unexpired Accounts 422,362 452,896
Unexpired Unobligated Balance, End of Year 422,362 452,896
Total Unobligated Balance, End of Year 422,362 452,896
TOTAL BUDGETARY RESOURCES $ 46,932,502 $ 51,881,945

OUTLAYS, NET
Outlays, Net $ (2,343,308) $ 1,108,011
AGENCY OUTLAYS, NET S (2,343,308) 1,108,011

+

The accompanying notes are an integral part of these statements.
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NOTES TO THE PRINCIPAL FINANCIAL STATEMENTS

(Unaudited)

Note 1: Summary of Significant Accounting Policies (Unaudited)

A.Reporting Entity

Created in 1961, DLA is a component of the U.S. DoD and reports
to the OUSD for Acquisition and Sustainment through the
Assistant Secretary of Defense Sustainment. DLA provides
material and services to components of DoD (including the U.S.
Army, Navy, and Air Force), other Federal Agencies, and public
entities. DLA accomplishes its mission and goals through the
operations of the WCF, GF, and TF. These financial statements
and accompanying notes herein only refer to the activities of
DLA WCF.

The DLA WCF has the three major activity groups (DLA Energy,
DLA SCM, and DLA Document Services) and two support
programs, included within DLA SCM, as described below,
to execute its mission to provide supply, logistics, distribu-
tion, and disposition service support. These activities are the
primary revenue generators within DLA WCF.

DLA Activity Groups

DLA Energy (Fort Belvoir, Virginia) - provides petroleum
products/lubricants, supply chain services, sustainment,
restoration and modernization, transportation, aerospace
energy, fuel quality/technical support, installation energy and
utility services.

DLA Supply Chain Management:

Troop Support (Philadelphia, Pennsylvania) - consists of 5
commodities:

e Subsistence - food support for the military all over the
world;

e C&T - clothing, textiles and equipment to U.S. service
members, other Federal Agencies, and partner nations;

e C&E - construction materials, heavy equipment, tactical
gear, firefighting equipment, minerals and precious metals
to wood products, imaging and information equipment;

e |H - industrial items such as screws, nuts, and bolts,
typically referred to as bench stock or repair parts (IH
has been transferred to Aviation and Land and Maritime in
FY2020); and

e Medical - medical and pharmaceutical supplies.

Aviation (Richmond, Virginia) - provides repair parts for
aviation weapons systems.

Land and Maritime (Columbus, Ohio) - provides repair parts
for ground-based, maritime, aviation, and foreign military
systems.

DLA Support Services Programs - DLA’'s Support Services
Programs provide distribution support to SCM and may also
perform disposition services on behalf of the three DLA Activity
Groups, as well as other Federal entities and public entities.

e DLA Distribution (New Cumberland, Pennsylvania) -
provides storage and distribution solutions, transportation
planning, logistics planning and contingency operations,
as well as operating a global network of 34 distribution
centers.

e DLA Disposition Services (Battle Creek, Michigan) -
disposes of excess property by reutilization, transfer, and
demilitarization, and conducts environmental disposal and

reuse.

DLA Document Services
Pennsylvania) - provides automated document production,

(New Cumberland,

printing services, digital conversion, and document storage.
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Guard Support

Delaware Army National Guard Sgt. Zell Flamer, left, and Pfc. Cole Smith unload a medical supply truck during a COVID-19 screening and

testing event in Seaford, DE., May 5, 2020. Photo By: Army Capt. Brendan Mackie

B. Basis of Presentation and Accounting

Basis of Presentation and Accounting: The DLA
WCF fiscal year ends September 30. The accompanying
financial statements account for all resources for which
DLA WCF is responsible. These financial statements present
the financial position, results of operations, changes in net
position, and the combined budgetary resources of DLA
WCF, as required by the CFO Act of 1990, expanded by the
GMRA of 1994, and other applicable legislation. The financial
statements are prepared from the books and records of DLA
WCF activities in accordance with U.S. GAAP promulgated
by the FASAB* and presented in the format prescribed by the
OMB Circular A-136, except asidentifiedin Note 1.C., Departures
from U.S. GAAP, and in the following paragraphs.

The DLA WCF financial statements reflect both accrual and
budgetary accounting transactions, except as identified in
Note 1.C., Departures from U.S. GAAP. Under the accrual method
of accounting, revenues are recognized when earned and
expenses are recognized when incurred, without regard to
thereceipt or payment of cash. Budgetary accountingis based
on concepts set forth by OMB Circular A-11, which provides
instructions on budget execution. Budgetary accounting is
designedtorecognizethebudgetaryresourcesandtherelated

status of those budgetary resources, including the obligation
and outlay of funds according to legal requirements, which
in many cases is made prior to the occurrence of an accrual-
based transaction. Budgetary accounting is essential for
compliance with legal constraints and controls over the use
of Federal funds.

However, DLA WCF is unable to fully prepare financial
statements in conformity with and implement all elements
of U.S. GAAP (refer to Note 1.C., Departures from U.S. GAAP),
the form and content requirements for Federal government
entities specified by OMB Circular A-136, due to limitations
of financial and nonfinancial management processes and
systemsthat supportthe financial statements. In addition, the
financialmanagementsystemsusedby DLAWCF areunableto
meet all full accrual and budgetary accounting requirements
as many of the financial and nonfinancial feeder systems and
processes were not designed to collect and record financial
information on the full accrual accounting basis as required
by U.S. GAAP. These systems were designed to support
reporting requirements for maintaining accountability over
assets, reporting the status of Federal appropriations, and
recording information on a budgetary basis, rather than

“FASAB is the official body for setting accounting standards of the U.S.
government.
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preparing financial statementsin accordance with U.S. GAAP.
Therefore, DLA WCF is continuing the necessary actions
required to bring its financial and nonfinancial systems and
processes to generate financial statements and the accom-
panying notes in accordance with U.S. GAAP and in compli-
ance with the reporting requirements of OMB Circular A-136.
DLAis assessingfinancial feeder systems and processes and
their conformance to existence, completeness, and accuracy
requirements as required by U.S. GAAP and OMB Circular
A-136. As DLA WCF identifies non-conforming data issues,
the Agency will continue to implement interim mitigation
processes to address these limitations. In addition, DLA WCF
is remediating material weaknesses found in all end-to-end
business process cycles pertaining to reconciliations and
adequacy of the supporting documentation identified through
audits and other compliance reporting.

Combined Statements of Budgetary Resources:
The budgetary accounting concepts are recognized in
the Combined Statements of Budgetary Resources. The
Combined Statements of Budgetary Resources present: (1)
budgetary resources for the fiscal year; (2) status of those
budgetary resources (includes obligated® amounts and
unobligated®amounts for the fiscal year); and (3) Outlays, Net
for the fiscal year, which is comprised of Outlays’less Actual
Offsetting Receipts (cashtransactions). DLAWCF's budgetary
resources® include unobligated balances of resources from
prior years and new resources, consisting of appropriations,
contract authority, and spending authority from offsetting
collections.

In FY2020, Congress approved the Defense Working Capital
Fund Prior Approval Request Reprogramming Actions: 20-10
and 20-13. As aresult, the Combined Statements of Budgetary
Resources includes transactions totaling $4.0 million and
$241.0 million, respectively, for the non-expenditure transfer
of prior year balances from DLA WCF, which increased
Spending Authority from Offsetting Collections and reduced
Unobligated Balance from Prior Year Budget Authority, net.
The transactions did not increase the DLA WCF's available
budgetary resources and were recorded in accordance with
required posting logic under OUSD(C) guidance.

Intragovernmental and Non-Federal

Transactions: Statement of Federal Financial Accounting
Standards (SFFAS 1), Accounting for
Liabilities, distinguishes between Intragovernmental and Non-

Selected Assets and

Federal assets and liabilities. Intragovernmental assets and

liabilities arise from transactions among Federal entities.
Intragovernmental assets are claims other Federal entities
owe to DLA WCF. Intragovernmental liabilities are claims
DLA WCF owes to other Federal entities, whereas non-
Federal assets and liabilities arise from transactions
with public entities. The term public entities encompasses
domestic and foreign persons and organizations outside
the U.S. Government. Non-Federal assets are claims of
DLA WCF against public entities. Non-Federal liabilities are
amounts that DLA WCF owes to public entities. DLA WCF is
unable to accurately map its trading partners to separate
Intragovernmental and Non-Federal transactions in
accordance withTFM, Volume |, Part 2 Central Accounting and
Reporting, Chapter 4700, Federal Entity Reporting Requirements

for the Financial Report of the United States Government.

The DLA WCF
DoD and Federal entities that generate

with other

inter-DoD and

engages in transactions
intragovernmental balances; however, DLA WCF is unable
to reconcile and resolve differences between balances and
transactionswithotherDoDandFederalentitiesinaccordance
with  OMB Circular A-136 requirements and TFM 4700
guidance. The process is not fully implemented (refer to Note
1.C., Departures from U.S. GAAP, related to Intragovernmental/
Intra-departmental and Non-Federal Transactions).

Intra-departmental Transactions: DoD reporting
entitiesreconcilewiththeirtradingpartnersatthedetailtrans-
action level. Detail transactions provide support for reported
balances requiring elimination with trading partners. DLA
WCF is ultimately responsible for the accuracy of its trading
partner data and initiating actions to reconcile balances with
its trading partners; however, DLA WCF is unable to resolve
the reconcilingdifferencesinamountsreported for the buyer/
seller transactions reciprocal category with Other Defense
Organizations (0DO0), (refer to Note 1.C., Departures from U.S.
GAAP, related to Intragovernmental/Intra-departmental and
Non-Federal Transactions). A DoD reporting entity unable

° Per OMB Circular A-11, Section 20, “Obligation means a legally binding
agreement that will resultin outlays, immediately orin the future.”

¢ Per OMB Circular A-11, Section 20, “Unobligated amount means the
cumulativeamountofbudgetauthoritythatremainsavailableforobligation
under law in unexpired accounts. The term "expired balances available for
adjustment’only referstounobligated amounts in expired accounts.”

7Per OMB Circular A-11, Section 20, “Outlay means a payment to
liquidate an obligation (other than the repayment to the Treasury of debt
principal).. Outlays are a measure of Government spending.”

8Per OMB Circular A-11, Section 20, "Budgetary resources are amounts
available toincur obligationsin a given year. Budgetary resources consist
of new budget authority and unobligated balances of budget authority
provided in previous years."
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to provide detail transactions at the appropriate time of the
financial statement reporting cycle must adjust its balance to
match the seller’'s or buyer’'s supportable data.

Inter-fund Transactions:
and balances among DLA WCF activities (Energy, SCM, and

Inter-fund transactions

Document Services) are eliminated from the Balance Sheets,
the Statements of Net Cost, and the Statements of Changes
in Net Position. The Combined Statements of Budgetary
Resources is presented on a combined basis in accordance
with OMB Circular A-136; therefore, inter-fund transactions
DLA WCF
presentsthe Statements of Net Costbased on activitiesrather

have not been eliminated from this statement.

than program costs, which is not in accordance with OMB
Circular A-136 (refer to Note 1.C., Departures from U.S. GAAP,
related to Statements of Net Cost).

Classified Activities: Accounting standards require
all reporting entities to disclose that accounting standards
allow certain presentations and disclosures to be modified,
if needed, to prevent the disclosure of classified information.

Use of Estimates: The DLA WCF management has made
certain estimates and assumptions when reporting assets,
liabilities,revenue,andexpensesanddisclosuresinthenotes.
DLA WCF's estimates are based on historical experience,
current events and other assumptions that are believed to be
reasonable under the circumstances. However, uncertainties
associated with these estimates exist and actual results may
differ from these estimates. Significant estimates underlying
the accompanying financial statements include: (1) contingent
liabilities, (2) environmental and disposal liabilities (EL),
(3) accruals for accounts receivable related to aerospace,
customer direct, Fuel Exchange Agreements (FEA), and
inventory accruals (4) allowance for doubtful accounts, (5)
accounts payable MOCAS and outbound MIPR accruals, (6)
undelivered orders, (7) Federal Employees’ Compensation
Act (FECA) liability, (8) inventory defined as Excess, Obsolete,
and Unserviceable (EQU), and (9) allowance forinventory held
for repair as of the date of these financial statements.

C. Departures from U.S. GAAP

Financial management systems and processes continue to
be evaluated and modified as DLA WCF strives to remediate
its material weaknesses and record and report its financial
activity in accordance with U.S. GAAP. Therefore, DLA WCF
is determining the actions required to bring its financial and

nonfinancial feeder systems and processes into compliance
with U.S. GAAP. However, due to the financial management
systems and operational limitations, the known Departures
from U.S. GAAP described below have been identified that
impact DLAWCF financial statements although other Departures
from U.S. GAAP may exist that have not beenidentified.

Definition of Reporting Entity: The DLA WCF has
not completed analyzing material applicable business

relationships with other organizations to identify
consolidation entities, disclosure entities, or related parties
in accordance with SFFAS 47, Reporting Entity (effective
FY2018). As aresult, DLA WCF is unable to determine if there
are consolidation entities that are required to be consolidated
and disclosed in DLA WCF financial statements or disclosure
entitiesandrelated parties where the nature and magnitude of
suchrelationshipsarerequiredtobedisclosedinaDisclosure

Entities and Related Parties note to the financial statements.

Statements of Net Cost: The DLA WCF does not have
policies and compliant processes in place to present its
major program costs aligned with DLA WCF mission and
goals by responsibility segments in accordance with SFFAS
4, Managerial Cost Accounting Concepts and Standards, and OMB
Circular A-136.

Intragovernmental/Intra-departmental and
Non-Federal Transactions (Note 1.B.): TheDLA
WCF does not have compliant processes in place to properly
report and distinguish between intragovernmental, intra-
departmental, and non-Federal transactions in accordance
with SFFAS 1, Accounting for Selected Assets and Liabilities.

Inter-Entity Cost (Note 1. U.): The DLA WCF does
not have compliant processes in place to recognize all sig-
nificant inter-entity costs related to inputs of its goods or
services provided to entities for a fee or user charge in
accordance with SFFAS 55, Amending Inter-Entity Cost Pro-
visions, (effective FY2019). Generally, the fees and user
charges should recover the full costs of those goods and
services. Thus, the cost of inter-entity goods or services
needs to be recognized by the receiving entity in order to de-
termine fees or user charges for goods and services sold.

Reconciliation of Net Cost to Net Outlays (Note
17): The DLA WCF does not have an established policy for the
reconciliation of net cost to net outlays in accordance with
SFFAS 53, Budget and Accrual Reconciliation.
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Fund Balance with Treasury (Note 1.G. and Note
3):The DLAWCFisnotabletoaccountfor FBwTinaccordance
with SFFAS 1, Accounting for Selected Assets and Liabilities, due to
its inability to identify and reconcile the reported differences
between DLAWCF's accounting system and Treasury. Monthly
unsupported journal vouchers are made to adjust the FBwT
balances in DLA WCF financial statements to match U.S.
Treasuryrecords.

Accounts Receivable, Net, Revenue, and
Unfilled Customer Orders (Notes 1.H. and 1.U.,
Notes 4 and 14): The DLA WCF does not have policies
and compliant processes in place to: (1) recognize revenue
and record the related accounts receivable, net and unfilled
customer order (UCO) balances from goods sold and services
provided in the proper period; (2) identify, evaluate, record,
and report an allowance for doubtful accounts related to
in accordance with SFFAS

1, Accounting for Selected Assets and Liabilities, and Technical

intragovernmental receivables

Bulletin 2020-1, Loss Allowance for Intragovernmental Receivables;
and (3) adjust revenue to the extent that realization of the full
amountis not probableinaccordance with SFFAS 1, Accounting
for Selected Assets and Liabilities, and SFFAS 7, Accounting for
Revenue and Other Financing Sources and Concepts for Reconciling

Budgetary and Financial Accounting. More specifically:

Direct Sales - DLA WCF Holds the Inventory to be Sold:
In some instances, given the current distribution system that
DLA WCF uses is not in accordance with SFFAS 7, Accounting
for Revenue and Other Financing Sources and Concepts for
Reconciling Budgetary and Financial Accounting, as revenue may
berecognized before materials are shipped ordeliveredtothe
customer;

Consignment/Direct Sales - Third Party Holds the
Inventorytobe Sold: Forinventorythatismanagedbyathird
party, revenue is recognized on the date DLA WCF bills the
customer which may occur before DLA WCF releases control
of the materials, which is not in accordance with SFFAS 7,
Accounting for Revenue and Other Financing Sources and Concepts

for Reconciling Budgetary and Financial Accounting;

Customer Direct Sales: The customer direct process is
where DLAWCF permitsits customersto order goodsdirectly
from DLA WCF's authorized vendors. Under DLA WCF's
business structure, DLA WCF has the obligation to pay the
vendor and the right to collect payment from the customer.

Therefore, DLA WCF incurs a liability and earns revenue at
the time the customer accepts the goods from the vendor.
However, while DLA WCF records an accrual for the liability
incurred, DLA WCF does not account for the revenue earned
at the same time in accordance with SFFAS 7, Accounting for
Revenue and Other Financing Sources and Concepts for Reconciling

Budgetary and Financial Accounting:

Customer Returns: The DLA WCF does not match the
customer returns to the original sales orders and improperly
decreasesrevenue, cost of goods sold, and contract authority
liquidated for the amount of the return which is not in
accordance with SFFAS 3, Accounting for Inventory and Related
Property, and SFFAS 7, Accounting for Revenue and Other Financing
Sources and Concepts for Reconciling Budgetary and Financial

Accounting;

Fuel Exchange Agreement business process: The DLA
WCF does not have policies and compliant processes in place
to (1) properly adjust the budgetary accounts in accordance
with SFFAS 7, Accounting for Revenue and Other Financing Sources
and Concepts for Reconciling Budgetary and Financial Accounting,
whenthenettingofindividualsalesandpurchasetransactions
occur; (2) recognize and value appropriately the replacement-
in-kind transactions in accordance with SFFAS 3, Accounting
for Inventory and Related Property; and (3) demonstrate that the
monthly accrual methodology for FEA is in accordance with
SFFAS 5, Accounting for Liabilities of the Federal Government, and
SFFAS 1, Accounting for Selected Assets and Liabilities;

Unfilled Customer Orders: The DLA WCF does not properly
record UCO activity and is unable to support the UCO balance
in the accounting system in accordance with SFFAS 7,
Accounting for Revenue and Other Financing Sources and Concepts

for Reconciling Budgetary and Financial Accounting:

Revenue: The DLA WCF performs services for other Federal
entities and recognizes accounts receivable and revenue
for these transactions without assessing the probability of
collection which is not in accordance with Technical Bulletin
2020-1, Loss Allowance for Intragovernmental Receivables. In
addition, DLA is unable to produce a population of customer
disputes which impacts their ability to support the allowance
for returnsinaccordance with SFFAS 1, Accounting for Selected
Assets and Liabilities; and
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Foreign Currency: The DLA WCF does not have a policy and
compliant processes in place to determine the significant
effects, if any, of changes in the exchange rate related to
recording foreign currency transactions in accordance with
SFFAS ', Accounting for Revenue and Other Financing Sources and
Concepts for Reconciling Budgetary and Financial Accounting. This

alsoimpacts accounts payable.

Inventory and Related Property, Net (Note 1.J.
and Note 6): The DLA WCF does not have policies and
compliant processes in place to account for inventory and
related property, netor properly account for gains and losses
on adjustments to inventory in situations where DLA WCF
owns the same material as held for a customer in accordance
with SFFAS 3, Accounting for Inventory and Related Property, and
SFFAS 7, Accounting for Revenue and Other Financing Sources
and Concepts for Reconciling Budgetary and Financial Accounting.
Furthermore, DLA has not completed establishing inventory
and related property beginning balances using deemed cost
and has not made an unreserved assertion as permitted by
SFFAS 48, Opening Balances for Inventory, Operating Materials
and Supplies, and Stockpile Materials, (effective FY2017). More
specifically:

Excess, Obsolete, Unserviceable: The DLA WCF does not
have proceduresinplacetoreview and determine if additional
material in its accounting system should be classified as
EOU in accordance with SFFAS 3, Accounting for Inventory and
Related Property. Upon receipt of EOU from other components
or military services, the asset is recorded incorrectly as a
gain rather than a transfers-in. Upon disposition of EOU, the
expense is recorded incorrectly as cost of goods sold rather
than determining the gain or loss based on the difference of

the sale price and Net Realizable Value (NRV) in accordance

with SFFAS 3, Accounting for Inventory and Related Property. The
accounting treatment for both transfers-in and disposition
of EOU are not in accordance with SFFAS 7, Accounting for
Revenue and Other Financing Sources and Concepts for Reconciling

Budgetary and Financial Accounting.

Excess, Obsolete, Unserviceable Carrying Amount:
The DLA WCF is unable to provide the carrying value of
the inventory before it was identified as EOU inventory, in
accordance with SFFAS 3, Accounting for Inventory and Related
Property;

Raw Materials and Inventory Work in Process: The DLA
WCF does not properly account for inventory provided to
vendorsagainst contractsandworkordersfor manufacturing
and assembly in accordance with SFFAS 3, Accounting for
Inventory and Related Property. These items should be initially
accounted for as Raw Material, and then as Inventory Work in
Process;

Additionallnventory Costs:The DLAWCF does not properly
account for additional inventory costs in the manufacturing
andassemblyprocess,inaccordance with SFFAS 3, Accounting

for Inventory and Related Property;

Categories of Inventory: The DLA WCF does not have
policies and procedures in place for management’'s criteria
to determine the category of inventory in accordance with
SFFAS 3, Accounting for Inventory and Related Property:

CustomerDirect:InrecordingCustomerDirecttransactions,
DLAWCF combines the purchase fromthe vendor and the cost
of goods sold into a single entry in the accounting system that
does notinclude the receipt orissuance of inventory; and

Temporary

Housing

Members of the Hawaii National
Guard, Maui Fire Department
and the Department of Parks
and Recreation work together
to construct temporary
shelters for residents of Maui
County affected by the COVID-19
pandemic in Wailuku, HI, May
22,2020. Photo By: Army Sgt.
1st Class Theresa Gualdarama,

Hawaii Army National Guard
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Goods Receipt: The DLA WCF does not have sufficient
policies and procedures to properly account for receipts
of goods when the receipted quantity does not match the
purchase order quantity. In addition, under the contractual
agreement, if the contractor delivers and DLA WCF receives
quantities of any item in excess of the quantity called for, DLA
WCF may retain such excess quantities without compensating
the contractor. Rather than adjusting the unit cost based on
the updated quantity received, DLAWCF isrecording a gain to
account for the excess items.

General Property, Plant and Equipment, Net
(Note 1.K. and Note 7): The DLA WCF does not have
policies and compliant processes in place to account for
general PP&E, net, at historical cost, in accordance with
SFFAS 6, Accounting for Property, Plant, and Equipment, and
SFFAS 10, Accounting for Internal Use Software. Supportable
general PP&E beginning balances have not been established
for buildings, general equipment, Construction-in-Progress
(CIP), Internal Use Software (IUS), and IUS in Development
using the alternative valuation methods permitted by SFFAS
50, Establishing Opening Balances for General Property, Plant, and
Equipment, (effective FY2017). In addition, DLA WCF does not
have compliant processes in place to account for impairment
of facilities and equipment in accordance with SFFAS 44,
Accounting for Impairment of General Property, Plant, and Equipment

Remaining in Use. More specifically:

Transferred assets: The DLAWCFisunable to determinethe
valuation of general equipment assets previously transferred
from the military services in accordance with SFFAS 6,

Accounting for Property, Plant, and Equipment;

The DLA WCF
substantiate the valuation of internal-use software in

Internal-Use Software: is unable to
accordance with SFFAS 10, Accounting for Internal Use Software,
and SFFAS b0, Establishing Opening Balances for General Property,
Plant, and Equipment;

Internal-Use Software in Development: The DLA WCF
does not have the proper policies and compliant processes
to identify IUS in Development balances in accordance with
SFFAS 10, Accounting for Internal Use Software:;

Construction-in-Progress Balances: The DLA WCF
does not have the proper policies and compliant processes
to identify aged CIP balances in accordance with SFFAS 6,

Accounting for Property, Plant, and Equipment;

Capitalization: The DLA WCF does not properly follow
the policy and procedures for capitalization thresholds to
effectively implement and consistently apply the threshold
in accordance with SFFAS 6 Accounting for Property, Plant, and
Equipment, and SFFAS 10, Accounting for Internal Use Software;

Depreciation: The DLA WCF does not properly follow the
policy and procedures for depreciation and amortization to
effectively implement and consistently apply the policy in
accordance with SFFAS 6, Accounting for Property, Plant, and
Equipment, and SFFAS 10, Accounting for Internal Use Software:;
and

Rights and Obligations: The DLA WCF is unable to
substantiate whether DLA WCF has the rights and obligations
to the recorded general PP&E assets in accordance with
SFFAS 6, Accounting for Property, Plant, and Equipment.

Leases (Note 1.L.): The DLA WCF does not have policies
and compliant processesinplacetoidentify, evaluate, record,
and report capital and operating leases in accordance with
SFFAS 5, Accounting for Liabilities of the Federal Government,
and SFFAS 6, Accounting for Property, Plant, and Equipment. As
such, DLA WCF does not have any capital or operating leases
reported or disclosed as of September 30, 2020 and 2019.

Other Assets - (Note 1.M. and Note 5): The DLA
WCF does not have policies and compliant processes in place
to record advances and prepayments related to organic
manufacturing and outstanding contract financing payments
in accordance with SFFAS 1, Accounting for Selected Assets
and Liabilities. Specifically, the accounts payable adjustment
methodology for negative payable is inaccurate and is not in
accordance with Treasury Financial Manual/USSGL.

Accounts Payable, Expenses, and Undelivered
Orders (Notes 1.0. and 1V., Notes 9 and 15): The DLA
WCF does not have policies and compliant processes in place
to account for accounts payable, expense accruals, and the
related Undelivered Orders (UDOs) in accordance with SFFAS
1, Accounting for Selected Assets and Liabilities, and SFFAS 5,

Accounting for Liabilities of the Federal Government. More specifically:

Accrual methodology for liabilities: The DLAWCF does not
properly accrue liabilities in the period incurred, recognize
the related expenses, and reduce UDOs in accordance with
SFFAS 5, Accounting for Liabilities of the Federal Government.
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DLA WCF improperly expensed cost that should have been
recorded as an asset;

Negativepayable:The DLAWCFprocessesallowforpayment
without receipt, thus resulting in a negative payable that is
not in accordance with SFFAS 5, Accounting for Liabilities of the
Federal Government. This occurs when a payment is made prior
to the goods receipts being posted in DLA WCF's accounting
system. This results in an understatement of current year
expenses and payables, and an overstatement of UDOs; and

Undelivered Orders: The DLA WCF does not have sufficient
policies and procedures in place to record obligations at the
time contracts are awarded. In addition, DLAWCF isunable to
supportthe UDO balance inthe accounting system.

Environmental and Disposal Liabilities (Note
1.P. and Note 11): The DLA WCF does not have policies
and compliant processes in place to reconcile asset listings.
DLA accounts for costs related to cleanup, asset closure,
and asbestos associated with general PP&E in accordance
with SFFAS 5, Accounting for Liabilities of the Federal Government;
SFFAS 6, Accounting for Property, Plant, and Equipment, and
Federal Financial Accounting and Auditing Technical Release
2, Determining Probable and Reasonably Estimable for Environmental

Liabilities in the Federal Government.

Commitments and Contingencies (Note 1.N. and
Note 13): The DLA WCF did not complete its assessment of
commitments and contingencies in accordance with SFFAS
5, Accounting for Liabilities of the Federal Government, and SFFAS
12, Recognition of Contingent Liabilities Arising from Litigation: An
Amendment of SFFAS 5, Accounting for Liabilities of the Federal

Government.

Public-Private Partnerships: The DLA WCF has not
completed analyzing all applicable business relationships to
determine if these arrangements or transactions indicate the
existence of Public-Private Partnership (P3) relationships,
risk-sharing arrangements or transactions lasting more
than five years between public and private sector entities,
in accordance with SFFAS 49, Public-Private Partnerships:
Disclosure Requirements, (effective FY2019). As a result, DLA
WCF is unable to determine the nature of such partnerships,
if applicable, andrelated Federal funding amounts requiredto
be disclosed in aP3 note to the financial statements.

D. Pronouncements Recently Issued but
Not Yet Effective

FASAB has issued the following pronouncements that may
affect future financial presentation, as well as financial
management practices and operations of DLA WCF upon
implementation. DLA WCF has not completed the process of
evaluating the effects of adopting this pronouncement and is
unable to determine the materiality of changes that adopting
will have on its financial position, results of operations,
changesin net position, and combined budgetary activity.

FASAB SFFASEL SFFAS 57 (paragraphs
Statement No 3-8,1,and12)
Leases: An Amendment
of SFFAS 5, Accounting
FASAB for Liabilities of the Federal Omnibus

Government, and SFFAS Amendments FY2019

6, Accounting of Property,
Plant, and Equipment

Standard

Adoption
Required in FY

Deferred to FY2024 Effective FY2024

SFFAS 58, Deferral of the Effective Date of SFFAS 54, Leases, defers
SFFASDbH4,Leases:AnAmendmentof SFFAS 5, Accountingfor Liabilities
of the Federal Government, and SFFAS 6, Accounting for Property,
Plant, and Equipment, until FY2024; earlier implementation is
not permitted. SFFAS 54, Leases: An Amendment of SFFAS 5,
Accounting for Liabilities of the Federal Government, and SFFAS 6,
Accounting for Property, Plant, and Equipment, revises the current
Federal financial reporting standards for lease accounting and
requires that Federal lessees recognize a lease liability and a
leased asset at the commencement of the lease term, unless it
meets any of the scope exclusions or the definition/criteria of
short-term leases, or contracts or agreements that transfer
ownership, orintragovernmental leases.

E. Appropriations and Funding

Initial Corpus: The DLA WCF received its initial corpus
through an appropriation from the DWWCF. The corpus financed
initial operations to obtain goods and services sold to customers
on areimbursable basis to maintain the corpus. In addition, DLA
WCF receives direct or supplemental appropriations through
DoD reprogramming actions, Title V (Revolving and Management
Funds), IX (Overseas Contingency Operations), and X (Required
Additional Appropriations). For the year ended September 30,
2020, DLA WCF received $530.2 million in appropriations under
the Coronavirus Aid, Relief, and Economic Security (CARES)
Act in support of COVID-19 mission activities. The CARES Act
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appropriations and transfers are not intended to be used for new
obligations in FY2020 and shall only be used for the FY2020
financial statements. The amount of contract authority realized
wasreducedintheamountequaltothebudgetauthorityreceived
from these appropriations and transfers. In addition, DLA WCF
received $49.0 millionin direct appropriationsin FY2020. For the
year ended September 30, 2019, $548.0 million in supplemental
appropriation was received through DoD reprogramming
actions. (Referto Note 16, Contributed Capital.)

The DWWCF consists of six activity groups. DLAWCF operates
threeofthesixactivitygroups, whichinclude DLAEnergy, DLA
SCM,and DLADocument Services. DFAS andthe DISA operate
the other three activity groups. DLA WCF is the cash manager
for the DWWCF funding and is responsible for developing
DWWCF activity group budget exhibits related to cash and
monitoring cash execution. Although DLA WCF shares its
accounting code with DFAS and DISA, each agency receives
their own separate Annual Operating Budget. OUSD(C) uses a
dataelementreferredtoasa’limit’ to differentiate the various
0DOs under Treasury Index (TI)-97. DLA WCF uses limits
assignedtotheTI-97 organizationstotrack spendingatalevel
below the Treasury Account Symbol (TAS) level.

Contract Authority: The DLA Energy and DLA SCM
receive contract authority for their operating and capital
programs. Contract authority is a type of budget authority
that permits obligations to be incurred in advance of an
appropriation, offsetting collections, or receipts to make
outlays to liquidate the obligations. Typically, the Congress
provides contract authority in an authorizing statute to allow
DoD components to incur obligations in anticipation of the
collection of receipts or offsetting collections that will be
used to liquidate the obligations. Subsequently, the contract
authority liquidates through the receipt of customer funds.

Spending Authority from Offsetting collections:
The DLA Document Services receives spending authority
from offsetting collections for its operation program.
Spending authority from offsetting collections represent
authority that permits obligations and outlays to be financed
by reimbursements from the funding agencies and requires
the receipt of customer orders priortoincurring obligations.

F. Entity and Non-Entity Assets

The DLAWCF reports both entity and non-entity assets. Entity
assetsareassetsthatthereporting entity has authoritytouse

in its operations. Management may have authority to decide
how funds are used or it may be legally obligated to use the
funds a certain way. Non-entity assets are not available for
useinDLAWCF'soperations. DLAWCF maintains stewardship
accountability and reporting responsibilities for non-entity
assets and will subsequently remit these non-entity assets
to the Treasury. DLA WCF records a corresponding liability,
custodial liability, for these accountsreceivable (referto Note
2, Non-Entity Assets, and Note 10, Other Liabilities).

G. Fund Balance with Treasury

The DLA WCF does not maintain cash in a commercial bank,
but ratherinthe U.S. Treasury. DLA WCF's FBwT includes the
amount available for DLA WCF to pay current liabilities and
finance authorized purchases, exceptasrestrictedbylaw.The
disbursing offices of DFAS, the U.S. Army Corps of Engineers,
GSA, and the Department of State’s financial service centers
process DLA WCF's cash collections, disbursements, and
adjustments.

In recent years, DLA WCF implemented Treasury Direct
Disbursing (TDD), which provides DLA WCF the capability to
transmit directly from accounting systems to Treasury for
disbursements. With the implementation of TDD, DLA WCF
has aunique accounting code allowing DLAWCF to identify the
transactions.

Onamonthlybasis, DLAWCF adjustsits FBwT accountbalance
to bring its cash balance to be in agreement with the U.S.
Treasurycashbalancereportedonthe Central Accountingand
Reporting System using the Cash Management Report (CMR).
The CMR provides a summary cash position for each 0ODOs
FBwTaccountbyfiscalyearandappropriationatthelimitlevel.
The adjustments represent the undistributed disbursements
and collections amounts that have been reported to Treasury,
buthavenotyetbeenpostedto DLAWCF'saccountingsystems.
Undistributed amounts can be a result of timing, invalid line
of accounting, invalid TAS information, and unsupported and
unreconciled differences.

The DLA WCF's accounting service provider, DFAS, uses
suspense accounts to hold transactions temporarily prior
to identifying the correct funding. Suspense account items
represent the amounts that are reported to Treasury,
but have not yet been classified to a DLA WCF TAS. The
transactions in suspense accounts include unidentified
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collections, disbursements, Recyclable Materials, and Intra-
Governmental Payment and Collection Transactions at Month
End. With the suspense account, there is a significant effort
by DFAS to allocate the expenditures or collections to the
individual ODOs.

(Refer to Note 1.C., Departures from U.S. GAAP, related to Fund
Balance with Treasury, and Note 3, Fund Balance with Treasury.)

H. Accounts Receivable, Net

Accounts receivable represents amounts due to DLA WCF
from other Federal entities (intragovernmental) and the
public (non-Federal). DLA's accounts receivable arise from
sales of inventory and services performed.

DLA WCF does not recognize an allowance for doubtful
accounts from other Federal Agencies. Allintragovernmental
accounts receivable are presented as gross amounts in the
Balance Sheets. The DLA WCF presents its non-Federal
accountsreceivablenetofanallowancefordoubtfulaccounts,
which is based on systematic methodology of grouped aged
publicaccountsreceivables. DLAWCFevaluatestheallowance
methodology and estimated allowance percentages quarterly
based on historical average collections on aged public
accounts receivable. The allowance for doubtful accounts is
calculated based on the aged accounts receivable balances
from the preceding month, with the exception of FEA accounts
receivable, as these are reconciled in periodic settlements
with the foreign governments (refer to Note 1V, Transactions
with Foreign Governments and International Organizations, for
additional information on FEA sales and settlements). DLA
WCF will be implementing Technical Bulletin 2020-1, Loss

Allowance for Intragovernmental Receivables, in FY2021.

(Refer to Note 1.C., Departures from U.S. GAAP, related to
Accounts Receivable, Net, Revenue, and Unfilled Customer
Orders, and Note 4, Accounts Receivable, Net.)

|.Cash and Other Monetary Assets

The DLA WCF's Cash and Other Monetary Assets consist of
$7.1 million and $0.0 million in bid deposit collections as of
September 30, 2020 and 2019, respectively. Previously, the
FY2019 bid deposit was reported on the consolidated ODO
General Fund financial statements. Bid deposit collections are
received from public sales and held in escrow by DLA WCF until
settlement occurs. In FY2020, DLA WCF determined bid deposit

collections are under DLA Disposition's management and
should be reported in DLA WCF's financial statements. As such,
the bid deposit collections were recorded during FY2020.

J.Inventory and Related Property, Net

The DLA WCF inventory is comprised of material held at DLA
Energyand DLA SCM and categorized into:

Inventory Held for Sale: Inventorythatisinthe process
of production for sale or to be consumed in the production of
goods for sale or in the provision of services for a fee. Refer
to Note 1.A., Reporting Entity, for items held for sale by activity
group. Additionally, DLA WCF has inventory held for sale, in-
transit. This consists of material in transit from commercial
and Government suppliers to the financial reporting entity or
materialintransit between storage locations.

Inventory Reserved for Future Sale: inventory
that is maintained and not readily available in the market or
because there is more than a remote chance that they will
eventually be needed (although not necessarily in the normal
course of operations). Similar to the Inventory Held for Sale,
the inventories primarily include weapon system repair parts
from DLA Aviation and DLA Land and Maritime, and food and
medical suppliesfrom DLA Troop Support.

Inventory Held for Repair: Inventory that is damaged
and requires repairs to make it suitable for sale, which
includes consumable spares, repair parts and repairable
items. Inventory Held for Repairis valued using the allowance
method as described in SFFAS 3, Accounting for Inventory and
Related Property, and DoD Financial Management Regulation
(FMR), Volume 4, Chapter 4.

Excess,Obsolete,andUnserviceablelnventory:
Excess inventory exceeds management requirements to
meet DLA WCF's mission. Obsolete inventory is no longer
needed due to technology, laws, customs, or operations.
Unserviceable inventory is damaged inventory that is more
economical todispose of thanto repair.

Inventory Valuation: The DLA WCF uses the Moving
Average Cost (MAC) method to value inventory Held for Sale,
Reserved for Future Sale and Held for Repair. Inventory Held
for RepairisvaluedatMAC lessanallowanceforthe estimated
repair cost. The allowance is calculated based on 2.0% of the
total value of Inventory Held for Repair. The MAC is calculated
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each time inventory is purchased dividing the total cost of
units available by the number of total units available.

EOU inventory is valued at its expected NRV. An NRV factor is
applied to the assets’ original acquisition value to determine
NRV. In FY 2020, DLA WCF Disposition changed its NRV
calculation of EOU inventory for scrap and usable material.
Previously, EOU identified as scrap was valued using the
average sales price per unit sold. While, usable material was
valued using: (1) all revenues including those that were not
attributed to the sale or disposition of EQU, (2) the cost the
customer would have incurred for purchasing the material
(cost avoidance), and (3) less the costs of operations. DLA
identified an error in the methodology to calculate the NRV
factor which resulted in an updated NRV factor of zero and the
reporting of EOU at a NRV of zero as of September 30, 2020.
DLAwasunabletodeterminethe effectoftheerrorintheprior
period due to the lack of policies and compliant processes for
inventory and related property discussed in Note 1. As such,
the correction of the error was recorded during FY2020.

(Refer to Note 1.C., Departures from U.S. GAAP, related to
Inventory and Related Property, Net, and Note 6, Inventory and
Related Property, Net.)

K. General Property, Plant and Equipment,
Net

The DLA WCF general PP&E consists of buildings, CIP,
structures, linear structures, IUS, IUS in development, and
general equipment that are used to facilitate the Agency’s
mission. The land that these assets reside on is not owned by
DLAWCF.

Capitalization Threshold: The DLA WCF general
PP&E assets are recorded at historical acquisition cost
plus improvements when an asset has a useful life of two or

more years, and the acquisition cost exceeds the $250,000
capitalization threshold; however, some of the assets
capitalized after October 1, 2013 do not exceed the $250,000
capitalization threshold. The general PP&E assets acquired
priortoOctober1,2013, were capitalized atvarious thresholds
and are carried at the remaining net book value.

In FY2020, DLA WCF transferred the real property assets to
the Military Departments and is in process of establishing
(MOAs) with the Military
Departments for the use of real property and the recording of

Memorandum of Agreements

related imputed costs.

The DLAWCF continues to validate its general PP&E balances
by verifying the existence and completeness, confirming
rights and obligations by validating documentation from
the military services to ensure DLA WCF is the appropriate
Financial Reporting Organization (FRO), and documenting
processes through reviewing and updating policy guidance
to define the procedures used for the valuation method. DLA
WCF has not yet finalized the inventory and valuation process
for their general PP&E. Accordingly, DLA WCF has not made
anunreserved assertion thatthe openingbalances of general
PP&E for FY2020 are presented fairly in accordance with U.S.
GAAP and SFFAS 50, Establishing Opening Balances for General
Property, Plant, and Equipment.

The DLA WCF determines the useful life of its general PP&E
using the asset classification and the type of assets based on
the DoD FMR 7000.14-R Volume 4, Chapters 24, 25, 27 and the
0USD Memorandum “Financial Reporting Policy for Real Property
Estimated Useful Lives, Land Valuation, and Accounting for Real

Property Outside of the United States.”

(Refer to Note 1.C., Departures from U.S. GAAP, related to
General Property, Plant and Equipment, Net, and Note 7,
General Property, Plant, and Equipment, Net.)

Depreciation Method and Useful Life

Asset Classes

Depreciation/

Useful Life (Years)

Amortization Method

Buildings, Structures, and Facilities Straight-line 20, 40 0r 45
IUS Straight-line 2 or 10
General Equipment Straight-line 50r10

CIP Not Applicable

Not Applicable

IUS in development

Not Applicable

Not Applicable
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L. Leases

As of September 30, 2020 and 2019, DLAWCF has not completed
the process of developing policies and procedures to identify,
evaluate, record, and report capital and operating leases in
accordance with SFFAS 5, Accounting for Liabilities of the Federal
Government, and SFFAS 6, Accounting for Property, Plant, and
Equipment.

(Referto Note 1.C., Departures from U.S. GAAP, related to Leases.)

M. Other Assets

Other assets include those assets such as civil service
employee pay and travel advances, Strategic Petroleum
Reserveandcertaincontractfinancingpaymentsnotreported
elsewherein DLAWCF Balance Sheets.

The DLA Energy's Strategic Petroleum Reserve consists of
crude oil held by the Department of Energy (DoE) on behalf of
DoD. Public Law 102-396, Section 9149 enacted in November
1992 established the requirement for DoE to acquire and
maintain a strategic petroleum reserve for National defense
purposes. Section 9149 provided appropriations for the
acquisition, storage, and drawdown of such reserve. Proceeds
from sales of this reserve will be deposited to DoD’s accounts
and remain available until expended. DoE reports this crude
oil in inventory in their financial statements, with an offsetting
custodial liability to DoD. By law, the reserve cannot be drawn
down or released to DoD without a Presidential Order along
with the advice from the Secretary of Defense. As of September
30, 2020, none of the reserve has been drawn upon, therefore
the full inventory remains on hand with DoE.

The DLA SCM conducts business with commercial contractors
under two primary types of contracts: fixed price and cost
reimbursable. To alleviate the potential financial burden on
the contractor that long-term contracts can cause, DLA WCF
may provide financing payments. The Federal Acquisition
Regulation, Part 32, defines contract financing payments as
“authorized disbursements to a contractor prior to acceptance
of supplies or services by the Government”.

Prepayments: Payments made in advance of the receipt of
goods and services are recorded and reported as Other Assets
in the Balance Sheets. DLA WCF's policy is to expense and/or
properly classify assets when the related goods and services
are received.

Bid Deposits: The DLA WCF Disposition Services manages
the sale of EOU inventory deemed appropriate and safe for
the general public. Bid deposits must be received from the
customers prior to the auction of EQOU. The bid deposits are
funds that are held in the Small Escrow Account which pertain
toand arereported by DLA.

(Refer to Note 1.C., Departures from U.S. GAAP, related to
Advances and Prepayments, and Note 5, Other Assets.)

N. Commitments and Contingencies

In accordance with SFFAS 5, Accounting for Liabilities of the
Federal Government, as amended by SFFAS 12, Recognition of
Contingent Liabilities Arising from Litigation: An Amendment of SFFAS
5, Accounting for Liabilities of the Federal Government, DLA WCF
recognizes contingent liabilities in DLA WCF's Balance Sheets
and Statements of Net Cost when the loss is determined to be
probable and reasonably estimable. In the event of an adverse
judgment against the Government, some of the liabilities
may be payable from the U.S. Treasury. DLA WCF evaluates
all contingent liabilities based on three criteria: probable,
reasonably possible and remote.

The DLA WCF recognizes that the estimated liability may be a
specific amount or a range of amounts. If some amount within
the range is a better estimate than any other amount within the
range, thatamountis recorded. If no amount within the range is
a better estimate than any other amount, the minimum amount
of the range is recorded and the range and a description of the
nature of the contingency are disclosed.

The DLAWCF doesnotrecordanaccrualforcontingentliabilities
ifitis not probable and reasonably estimable, but does disclose
those contingencies that are reasonably possible in Note 13,
Commitments and Contingencies, of the financial statements. DLA
WCF does not disclose orrecord contingent liabilities where the
loss is considered remote.

(Refer to Note 1.C., Departures from U.S. GAAP, related to
Commitments and Contingencies, Note 11, Environmental and

Disposal Liabilities, and Note 13, Commitments and Contingencies.)
0. Liabilities

Liabilities represent probable and measurable future outflows
of resources as a result of past transactions or events and are
recognized when incurred, regardless of whether there are
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budgetary resources available to pay the liabilities. However,
liabilities cannot be liquidated without legislation providing
resources and legal authority.

Liabilities Covered and Not Covered by
Budgetary Resources: Liabilities covered by budgetary
resources include those liabilities for which Congress
appropriated funds and are otherwise available to pay amounts
due as of the Balance Sheet dates. Liabilities not covered
by budgetary resources are amounts owed in excess of
available, congressionally appropriated funds and, therefore,
nobudgetaryresources are availabletopayamounts due as of
the Balance Sheet dates (refer to Note 9, Liabilities Not Covered

by Budgetary Resources).

Liabilities Not Requiring Budgetary Resources:
Liabilities that have not in the past required and will not in the
future require the use of budgetary resources are referred to
as liabilities not requiring budgetary resources.

Current and Noncurrent Liabilities: The DLA WCF
discloses its other liabilities between current and noncurrent
liabilities in accordance with SFFAS 1, Accounting for Selected
Assets and Liabilities. The current liabilities represent liabilities
that DLA WCF expects to settle within the 12 months of
the Balance Sheet dates. Noncurrent liabilities represent
liabilities that DLA WCF does not expect to be settled within
the 12 months of the Balance Sheet dates.

Accounts Payable: Accounts Payable includes amounts
owed but not yet paid to Intragovernmental and Non-Federal
entities for goods and services received by DLA WCF. DLA
WCF estimates and records accruals when services and
goods are performed or received (i.e., Mechanization of
Contract Administration Services (MOCAS) accrual related to
contract financing and Negative Payable Accrual to adjust the
timingissuesthatexistwhenaninvoiceisreceived and posted
without a goods receipt). DLA WCF also accrues liabilities
incurred at month-end but not yet recorded using data from
Third Party Payment Systems, Government Purchase Card
(GPCs), various feeder systems, and estimates of costs
incurred when goods or services received but notinvoiced.

Advances from Others: Advances from Others is cash
received in advance of goods or services that have not been
fully rendered and reported as Other Liabilities in the Balance
Sheets.

(Refer to Note 1.C., Departures from U.S. GAAP, related to
Accounts Payable, Expenses, and Undelivered Orders, Note 9,
Liabilities Not Covered by Budgetary Resources, and Note 10, Other
Liabilities.)

P. Environmental and Disposal Liabilities

ELs are a probable and reasonably estimable future outflow
or expenditure of resources that exists as of the financial
reporting date for environmental cleanup costs resulting
from pasttransactions or events.

The DLA WCF is responsible for accurate reporting of the EL
and expense for the real property and/or equipment that it
recordsandreportsinitsfinancial statementsasassets. DLA
identifies and estimates accrued EL through its annual cost-
to-complete (CTC) process. DLA's accrued EL are comprised
of environmental cleanup costs associated with restoration
of environmental sites on real property that it does not own
but has received contract authority to execute and manage.
These environmental sites may include, but are not limited
to, decontamination, decommissioning, site restoration, site
monitoring, clean closure of assets, and post-closure costs
related to the Agency’s operations that result in hazardous
waste. Due to noted deficiencies, DLA is not able to reconcile
the population of real property assets that encompass the
environmental sites closure and asbestos liabilities.

(Refer to Note 1.C., Departures from U.S. GAAP, related
to Environmental and Disposal Liabilities, and Note 11,

Environmental and Disposal Liabilities.)
Q. Payroll and Annual Leave Accruals

Accrued payroll consists of salaries, wages, and other
compensation earned by employees, but not yet disbursed
as of the Balance Sheet date. DLA accrues the cost of unused
annual leave, including, restored leave, compensatory time,
and credit hours as earned and reduces the accrual when
leave is taken. The payroll and annual leave accrual liability
is accrued based on the latest pay period data for reporting
purposes (refer to Note 10, Other Liabilities).

R. Other Federal Employment Benefits

The FECA (Public Law 103-3) provides income and medical
cost protection to covered Federal civilian employees injured
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on the job, to employees who have incurred work-related
occupational diseases, and to beneficiaries of employees
whose deaths are attributable to job-related injuries or
occupational diseases. The FECA program is administered by
the Department of Labor (DOL), which pays valid claims and
subsequently seeks reimbursement from DLA WCF for these
paid claims. The FECA liability consists of two elements.

The first element, accrued FECA liability, is based on
actual future payments for claims paid by DOL but not yet
reimbursed by DLAWCF. DLAWCF reimburses DOL for claims
as funds are appropriated for this purpose. In general, there
is a one to two-year period between payment by DOL and
reimbursement to DOL by DLA WCF. As a result, DLA WCF
recognizes an intragovernmental liability, not covered by
budgetary resources, for the claims paid by DOL that will be
reimbursed by DLA (refer to Note 9, Liabilities not Covered by
Budgetary Resources, and Note 10, Other Liabilities).

The second element, actuarial FECA liability, is the estimated
liability for future payments and is recorded as a liability with
the public, not covered by budgetary resources. The actuarial
FECA liability includes the expected liability for death,
disability, medical, and miscellaneous costs for approved
compensation cases. DOL determines the actuarial FECA
liability annually, as of September 30, using an actuarial
method that considers historical benefit payment patterns,
wage inflation factors, medical inflation factors, and other
variables. The projected annual benefit payments are
discounted to present value. In FY2020, the methodology for
billable projected liabilities was revised to include, among
other things: (1) an algorithmic model that relies on individual
case characteristics and benefit payments (the FECA Case
Reserve Model): and (2) incurred but not reported claims were
estimated using the patterns of incurred benefit liabilities in
addition to those of payments. The FY2019 methodology used a
traditional paid loss development method with the FECA Case
Reserve Model run concurrently to, among other things, test
the validity of the FECA Case Reserve Model (refer to Note 9,
Liabilities Not Covered by Budgetary Resources, and Note 12, Other
Federal Employment Benefits).

S. Pension Benefits

Based on the effective Federal government start date, DLA
WCF's civilian employees participate in either the Civil
Service Retirement System (CSRS), a defined benefit plan, or
the Federal Employees Retirement System (FERS), a defined

benefit plan and contribution plan. The employee pension
benefit is managed at the OUSD level. The measurement of
the service cost requires the use of an actuarial cost method
and assumptions. The Office of Personnel Management (OPM)
administers these benefits and provides the factors that
DLA applies to calculate and recognize imputed costs, as
reported in its Statements of Net Cost, and a corresponding
imputed financing sources in the Statements of Changes in
Net Position. DLA WCF is not responsible for and does not
report CSRS or FERS assets, accumulated plan benefits, or
liabilities applicable to its employees. OPM is responsible for
andreportsthese amounts.

T. Net Position

Net position is the residual difference between assets and
liabilities, and consists of Unexpended Appropriations and
Cumulative Results of Operations.

Unexpended Appropriations: Unexpended appropri-
ations consist of unobligated and undelivered order balances.
Unobligated balances are amounts of remaining budgetary
resources available for obligation, which have not been re-
scinded or withdrawn. Undelivered orders are the amount of
obligations incurred for goods and/or services ordered, but
not yet received. DLA WCF's unexpended appropriations pri-
marily consist of supplemental appropriations and overseas
contingency operations.

Cumulative Results of Operations: cumulative re-
sults of operations consist of the net difference since incep-
tion between: (1) expenses and losses; (2) revenue, gains; and
(3) other financing sources.

(Refer to Note 1.C., Departures from U.S. GAAP, related to
Accounts Receivable, Net, Revenue, and Unfilled Customer
orders and Accounts Payable, Expenses, and Undelivered
Orders, and Note 15, Undelivered Orders.)

U. Revenue and Other Financing Sources

Exchange and Non-exchange Revenue: The DLA
WCF classifies revenue as either exchange revenue or non-
exchange revenue. Exchange revenue arises when DLA
WCF provides goods or services to intragovernmental or
Non-Federal entities in exchange for inflows of resources.
Exchange revenue is presented in the Statements of Net Cost
and serves to offset the costs of these goods and services.
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DLA WCF activities recognize exchange revenue from the
sale of petroleum products from DLA Energy, weapon system
repair parts from DLA Aviation and DLA Land and Maritime,
food and medical supplies from DLA Troop Support, DLA
Disposition sells eligible DoD excess personal property or
its residual materials from disposal operations, or from the
reimbursements for goods and services provided to other
DoD activities, other Federal Agencies and the public. The sale
of materials include DLA WCF's Direct sales and Customer
Direct sales. DLAWCF's Direct sales are from DLA WCF stock
to the customer, whereas Customer Direct sales are from the
vendordirectly to the customer.

Non-exchange revenue is derived from the government’'s
sovereign right to demand payment, such as specifically
identifiable, legally enforceable claims. DLA WCF non-
exchange revenue includes interest penalties and
administrative fees. Non-exchange revenue is considered to
reduce the cost of DLAWCF's operations andisreportedinthe

Statements of Changes in Net Position as a financing source.

DLA Energy Standard Fuel Price: The DLA WCF uses a
Standard Fuel Price (SFP) per barrel of fuel sold to customers
to include DoD, U.S. Coast Guard, and Foreign Governments.
DLAWCF is responsible for recommending a SFP to OUSD(C).
Inthe processofdeterminingtherecommended SFP,DLAWCF
considers the amount necessary to recover the cost of the
products and services. Upon receiving DLA WCF's proposed
SFP, 0USD(C) performs an evaluation of the proposed SFP and
determines the final SFP that DLA WCF is required to use for
DLAWCF Energy sales.

OUSD(C) sets the final SFP based on OMB derived product
assumptions and approved non-product costs for DLA
Energy. On September 24,2019, 0USD(C) set the SFP effective
October1,2019 at $124.32 per barrel. Effective June 1,2020, by
0USD(C) direction, DLA WCF decreased the FY2020 SFP from
$124.32 per barrel to $99.12 per barrel. OUSD set the FY2019
SFP effective October 1, 2018 at $125.16 per barrel. DLA WCF
was able to recover the full costs of the goods and services
provided by DLA Energy in FY2020 and FY2019, respectively.

DLA Energy Cost Plus: Federal civilian Agencies and other
authorized customers are charged cost plus as follows, (1) for
CustomerDirectsales,customersare chargedtheacquisition
cost of fuel billed to DLA Energy by the vendor on the day of
delivery plus the cost plus rate and (2) for DLA Direct Sales,
customers are charged the average acquisition cost of fuel

plusthe cost plus rate. The cost plus rate for FY2020is $0.055
per gallon. The cost plus rate for FY2019 was $0.05 cents per
gallon.

Supply Chain Cost Recovery Rate: The DLA WCF establishes
the selling price in two separate methods depending on the
type of items. For Non-National Stock Numbers (NSNs),
which include part numbers, local stock numbers or service
materials as described in a vendor's product catalog or
contract solicitation that a customer can order, the selling
price is based on latest acquisition cost plus a Cost Recovery
Rate (CRR). The latest acquisition cost is the cost of acquiring
the goods and services. The CRR is a percentage added to the
acquisition cost that allows DLA WCF to recover the full cost
of the goods and services provided, including depreciation of
capital assets, inaccordance with U.S. Code Title 10, § 2208.

For NSNs, astandardpriceisestablishedannually. The selling
price is based on the average acquisition cost over the course
of the previous twelve months, other material cost (testing,
transportation, etc.) and the CRR.

Other Financing Sources: Other financing sources,
other than exchange and non-exchange revenue, include addi-
tional inflows of resources that increase results of operations
during the reporting period. DLA WCF's other financing sources
come from unexpended appropriationtransfers-inand non-ex-
penditure transfers-in initiated by OUSD, and are recognized
as financing sources when used. Other financing sources also
include: (1) transfers-in/out without reimbursement; and (2)
imputed financing with respect to costs subsidized by another
Federal entity.

Transfers-In/Out Without Reimbursement: Transfers-in/out
without reimbursementinclude intragovernmental transfers of
capitalized assets. The amount of the transfer is the book value
of the transferring entity and if the book value is not known, the
amount is the estimated fair value at the date of transfer.

Imputed Financing and Imputed Cost: In certain cases, DLAWCF
receives goods and services from other Federal entities at no
cost or at a cost less than the full cost to the providing entity.
Consistent with accounting standards, certain costs of the
providing entity that are not fully reimbursed by DLA WCF are
recognized as imputed cost in the Statements of Net Cost and
are offset by imputed financing in the Statements of Changes
in Net Position. DLA WCF recognizes the following imputed
cost and related imputed financing: (1) employee benefits
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administered by the OPM (i.e., retirement, health, life insurance
benefits); and (2) claims settled by the Treasury Judgment
Fund. In accordance with SFFAS 55, Amending Inter-Entity Costs
Provisions, unreimbursed costs of goods and services other than
those identified above are not included in DLA WCF financial
statements.

(Refer to Note 1.C., Departures from U.S. GAAP, related to
Accounts Receivable, Net; Inventory and Related Property,
Net; Revenue, and Unfilled Customer Orders; Note 6, Inventory
and Related Property, Net; and Note 14, Exchange Revenue.)

V.Expenses

Expenses are recognized when there are outflows, usage
of assets, or incurrences of liabilities (or a combination)
from carrying out functions related to DLA WCF's activity
groups, for which benefits do not extend beyond the present
operating period. For financial reporting purposes, operating
expensesarerecognizedinthe periodincurred. (Referto Note
1.C., Departures from U.S. GAAP, related to Accounts Payable,
Expenses, and Undelivered Orders.)

W. Transactions with Foreign Governments
and International Organizations

The DLA WCF sells defense articles and services to foreign
governments andinternationalorganizations. DLAWCF's fuel
supply and services transactions with foreign governments
are entered into, in accordance with DoD Directives 5530.3
and 20109,
authorities. Foreign Military Sales are governed under the

under international agreement statutory

provisions of the Arms Export Control Act of 1976. Direct Bills

and FEA are governed under the provisions of Acquisition
Cross Servicing Agreements or Title 10 Section 2922 (e).
The FEAs are international acquisition and cross-servicing
agreements established between DLA and the Military
Departments of other nations. The DLA WCF utilizes FEAs
to account for fuel provided by foreign militaries to the U.S.
Military as well as fuel provided by DLA to other nations. For
FEA transactions, settlement occurs on a periodic basis as
prescribedintheFEA.Uponsettlementwiththeforeigncountry,
the purchases of fuel from foreign governments net against
sales to the foreign government. Settlement can be made
eitherinfuelorcash. Settlementinfuelisbasedontheagreed
upon price. For cash settlements, the agreements typically
call for reciprocal pricing (i.e., prices cannot be more than
the participants charge their military service components).
Payment for fuel after offsetting quantities is based on a
guantity and a price and is an arms-length transaction.

(Refer to Note 1.C., Departures from U.S. GAAP, related to
Accounts Receivable, Net, Revenue, and Unfilled Customer
Orders; and Accounts Payable, Expenses, and Undelivered
Orders.)

X. Reclassifications

Certain prior year amounts have been reclassified in the
presentation of the FY 2019 Balance Sheet and accompanying
notes, Other Assets and the Reconciliation of Net Cost to Net
Outlays, between intragovernmental and non-Federal
Other Assets related to organic manufacturing activity. The
reclassification had no net effect on the FY 2019 Balance Sheet
and accompanying notes, Other Assets and the Reconciliation of

Net Cost to Net Outlays, as previously reported.

Comfort Arrival

The USNS Comfort arrives in New York
Harbor to support National, state and
local response to the coronavirus,
March 30, 2020. The hospital ship will
provide approximately 1,000 beds for
urgent care patients not infected with
the virus, relieving pressure on local
hospital systems. Photo By: Kenneth
Wilsey, FEMA
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Note 2: Non-Entity Assets (Unaudited)

Non-Entity Assets as of September 30, 2020 and 2019, respectively, consist of the following (dollars in thousands):

FY2020 FY2019

Non-Federal Assets
Cash and Other Monetary Assets

Accounts Receivable, Net

Total Non-Federal Assets

Total Non-Entity Assets
Total Entity Assets

Total Assets

Cash and Other Monetary Assets consist of bid
deposit collections received from public sales and held in
escrow by DLA WCF until settlement occurs.

$ 7,074 $ =
1,007 4,513

8,081 4,513

8,081 4,513

29,171,913 28,314,364

$ 29,185,994 $ 28,318,877

Accounts Receivable, Net consists of administrative
fees, interest, and penalties and fine receivables.

Note 3: Fund Balance with Treasury (Unaudited)

Fund Balance with Treasury as of September 30, 2020 and 2019, respectively, consists of the following (dollars in thousands):

FY2020 FY2019

Status of Fund Balance with Treasury
Unobligated Balance:
Available
Obligated Balances Not Yet Disbursed

Total Fund Balance with Treasury

Status of Fund Balance with Treasury presents
the budgetary and proprietary resources that constitute DLA
WCF FBwWT. It primarily consists of unobligated and obligated
balances. The balances reflect the budgetary authority
remaining for disbursement against current or future
obligations. Unobligated and obligated balances differ from
the related amounts reported in the Combined Statements
of Budgetary Resources because budgetary balances are
supported by amounts other than FBwT (e.g., contract authority

and budgetary receivables).

Unobligated Balance - Available represents the
cumulative amount of budgetary authority that has not been

$ 422,362 $ 452,896
3,493,056 785,696
$ 3,915,418 $ 1,238,592

set aside to cover outstanding obligations and can be used for
future obligations.

Unobligated Balance - Unavailable includes the
cumulative amount of budget authority and funds not available
for obligation from offsetting collections. As of September 30,
2020 and 2019, DLA WCF does not have unobligated unavailable
balances.

Obligated Balance Not Yet Disbursed represents
funds that have been obligated for goods and services not
received, and those received but not paid.

Continued on next page -
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Non-budgetary FBwWT consists of FBWT in unavailable
receipt accounts and clearing accounts that do not have budget
authority and non-budgetary FBwT such as non-fiduciary
deposit funds. As of September 30, 2020 and 2019, DLA WCF
does not have non-budgetary FBwT.

2019, respectively:

Financial Section (Unaudited) / Section 2

Other Information includes the following tables sum-
marizing the undistributed collections and disbursements be-
tween U.S. Treasury and DLA WCF as of September 30, 2020 and

2020 Adjustments of Undistributed Collections and Disbursements (dollars in thousands)

Treasury Balances Not Yet Recordedin DLA
Transaction Type Balance based on CMR DLA WCF Trial Balance Accounting System
- Undistributed
Collections $ 42,583,412 $ 42,621,112 $ (37,700)
Disbursements $ 40,240,105 $ 40,249,417 $ (9,312)

2019 Adjustments of Undistributed Collections and Disbursements (dollars in thousands)

Treasury Balances Not Yet Recorded in DLA
Transaction Type Balance based on CMR DLA WCF Trial Balance Accounting System
- Undistributed
Collections $ 42,059,899 $ 42,006,799 $ 53,100
Disbursements $ 43,167,909 $ 43,149,937 $ 17,972

(Refer to Note 1.C., Departures from U.S. GAAP, related to Fund Balance with Treasury.)

Note 4: Accounts Receivable, Net (Unaudited)

Accounts Receivable, Net as of September 30, 2020 and 2019, respectively, consist of the following (dollars in thousands):

FY2020

Intragovernmental Accounts Receivable

Energy

Supply Chain Management
Document Services

Total Intragovernmental Accounts Receivable

Non-Federal Accounts Receivable, Net
Energy
Supply Chain Management
Document Services

Total Non-Federal Accounts Receivable, Net

Total Accounts Receivable, Net

Defense Logistics Agency -

$ 17,621 $ - $ 171,621
1,670,207 - 1,670,207

23,147 - 23,147

1,864,975 - 1,864,975

399,346 (16,734) 382,612

671,800 (337,907) 333,893

593 - 593

1,071,739 (354,641) 717,098

$ 2,936,714 $ (354,641) $ 2,582,073

Continued on next page -
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FY2019

Intragovernmental Accounts Receivable

Energy $

Supply Chain Management

Document Services

Total Intragovernmental Accounts Receivable

Non-Federal Accounts Receivable, Net
Energy
Supply Chain Management

Document Services

Total Non-Federal Accounts Receivable, Net

Total Accounts Receivable, Net $

263,164 $ - $ 263,164
1,544,557 = 1,544,557
41,767 = 41,767
1,849,488 = 1,849,488
566,933 (11,003) 555,930
932,027 (344,434) 587,593
257 = 257
1,499,217 (355,437) 1,143,780
3,348,705 $ (355,437) $ 2,993,268

Of the total non-Federal accounts receivable, net, criminal
restitutions, net consist of $6.0 million and $50.5 million,
as of September 30, 2020 and 2019, respectively. The gross
amount of criminal restitutions consist of $336.8 million and
$392.5 million with a related allowance of doubtful accounts

of $330.8 million and $342.0 million as of September 30, 2020
and 2019, respectively.

(Refer to Note 1.C., Departures from U.S. GAAP, related to
Accounts Receivable, Net, Revenue, and Unfilled Customer
Orders; and Note 1.H., Accounts Receivable, Net)

Note 5: Other Assets (Unaudited)

Other Assets as of September 30, 2020 and 2019, respectively, consist of the following (dollars in thousands):

FY2020 FY2019

Intragovernmental Other Assets
Other

Total Intragovernmental Other Assets

Non-Federal Other Assets
Outstanding Contract Financing Payments
Advances and Prepayments

Total Non-Federal Other Assets

Total Other Assets

Intragovernmental Other Assets consist of Strategic
Petroleum Reserve for National defense purposes. This

123,306 123,306
123,306 123,306
44,636 37,106
44,432 49,067
89,068 86,173
$ 212,374 $ 209,479

includes crude oil held by the DoE on behalf of DoD. The strategic
petroleum reserve is valued at historical acquisition cost.
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Non-Federal Outstanding Contract Financing
Payments
contractors under two primary types of contracts: fixed price
and cost reimbursable. To alleviate the potential financial
burden on the contractor that long-term contracts can
cause, DLA WCF may provide contract financing payments.

are related to business with commercial

Non-Federal Advances and Prepayments include
adjustments related to payments without receipt associated

with organic manufacturing.

(Refer to Note 1.C., Departures from U.S. GAAP, related to Other
Assets, and Note 1.M., Other Assets.)

Note 6: Inventory and Related Property, Net (Unaudited)

Inventory and Related Property, Net as of September 30, 2020 and 2019, respectively, consists of the following (dollars in thousands):

Inventory Categories:
Held for Sale
Reserved for Future Sale
Held for Repair
Excess, Obsolete, and Unservicable

Less: Allowance for Repairs

Valuation Method FY2020 FY2019
MAC $ 21,493,330 $ 20,678,480

MAC 254,179 250,533

MAC 92,215 86,783

NRV - 302,634
(1,845) (1,733)

$ 21,837,879 $ 21,316,697

Total Inventory and Related Property, Net

NRYV = Net Realizable Value

As of September 30, 2020 and 2019, DLA SCM is holding $111.8
million and $115.5 million, respectively, of inventory not
available for sale due to litigation.

EOUinventorydecreased compared with the amount reported
as of September 30, 2019 due to an error in the methodology
to calculate the NRV factor, which resulted in an updated NRV
factor of zero and the reporting of EQOU at a NRV of zero as of
September 30, 2020.

MAC = Moving Average Cost

Inaccordance with the CARES Act, HHS provided 20.0 million
cloth facemasks to DLA at no cost, between April and May
2020, for distribution to the DoD workforce in order to meet
operational requirements during the COVID-19 public health

emergency.

(Refer to Note 1.C., Departures from U.S. GAAP, related to Inter-
Entity Cost and Inventory and Related Property, Net.)

Dasman Shield

An airman stands by a Humvee
in Kuwait, Feb. 23, 2020,
during Dasman Shield, an
exercise designed to increase
interoperability between U.S
and Kuwaiti forces. Photo By:
Air Force Senior Airman Kevin

Tanenbaum
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Note 7: General Property, Plant and Equipment, Net (Unaudited)

General Property, Plant and Equipment, Net as of September 30, 2020 and 2019, respectively, consists of the following (dollars in

thousands):

FY2020

Acquisition Value

Accumulated

Depreciation/ Net Book Value

Major Asset Classes

Buildings, Structures, and Facilities $
Internal-Use Software

General Equipment

Internal-Use Software in Development

Construction-in-Progress

Amortization

Total General PP&E, Net $

112,428 $ (99,073) $ 13,355
687,17 (615,950) N,221
466,878 (375,509) 91,369
45,369 - 45,369
409,862 - 409,862
1,721,708 $ (1,090,532) $ 631,176

FY2019

Acquisition Value

Accumulated

Depreciation/ Net Book Value

Major Asset Classes

Buildings, Structures, and Facilities $

Internal-Use Software
General Equipment
Internal-Use Software in Development

Construction-in-Progress

Amortization

Total General PP&E, Net $

6,260,108 $ (4,279,3173) $ 1,980,735
679,587 (583,605) 95,982
529,650 (414,590) 115,060

43,629 - 43,629
325,435 - 325,435
7,838,409 $ (5,277,568) $ 2,560,841

The DLA WCF Building, Structures, and Facilities primarily
consistoffuelstoragetanks,tankerhydrationsystems, supply
chain warehouses, and office buildings. Software primarily
consists of e-Procurement software, Risk Based Inspection
software, and DAl software. General Equipment primarily

consists of fuel handling systems, conveyor systems, scrap
shredders, and electronic security systems.

The table below discloses current year activity for General
Property, Plant and Equipment, Net as of September 30, 2020
(dollarsinthousands):

FY2020

General PP& E, Net - Beginning Balances
Capitalized Acquisitions
Dispositions
Depreciation Expense
Transfers in/out without reimbursements, Net
General PP&E, Net - Ending Balances

$ 2,560,841
123,206

(37,888)

(212,470)

(1,802,513)

$ 631,176
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The DLA WCF was unable to reconcile the changes in General
Property, Plant,and Equipment,Net,balancesduringthefiscal
year. Activity cannot be properly quantified due to limitations
of financial and nonfinancial management processes and
systems that supportthe financial statements, asdisclosedin

Note 1.B., Basis of Presentation and Accounting.

Effective FY2020, DoD’s policy regarding real property is it
must be reported in the financial statements of the Military
Department that is the Installation Host having jurisdiction of
the real property asset. As of September 30, 2020, DLA WCF
transferred 8,092 real property assets in the amount of $2.1

billion to the Military Departments. This amount consisted
of an acquisition value and accumulated depreciation of $6.4
billionand $4.3 billion, respectively. As of September 30, 2020,
DLA WCF has 274 Real Property assets remaining with a net
book value of $13.4 million. 254 of the assets are for the Navy
and the remaining 20 belong to the US Marine Corps (USMC).
The remaining total acquisition value and accumulated
depreciationis $112.4 million and $99.0 million, respectively.

(Referto Note 1.C., Departures from U.S. GAAP, related to Gener-
al Property, Plant and Equipment, Net, and Leases)

Note 8: Stewardship Property, Plant and Equipment (Unaudited)

Stewardship PP&E are assets with properties that resemble
those of the general PP&E that are traditionally capitalized in
thefinancial statements. Stewardship PP&E includes heritage
assets. Heritage assets are items of historical, natural,
cultural, educational, or artistic significance, (e.g., aesthetic)
or items with significant architectural characteristics.
Heritage assets are expected to be preserved indefinitely.
Heritage assets that serve both a heritage function and
general government operations are considered multi-use
heritage assets, which would be recorded and presented
with general PP&E in the financial statements. However, as
of September 30, 2020 and 2019, DLA WCF had no multi-use
heritage assets.

TheDLAWCF'spolicyistopreserveandmaintainaccountability
for its heritage assets. DLA WCF's heritage assets consist
of one building, one cemetery, two feeding stations, and a
pasture (land). DLAWCF's heritage assets are resources that
are managed for the public benefit to include compliance with

required Federal laws, executive orders, DoD, governing
standards, and other binding agreements.

The DLA WCF heritage assets at Richmond are components
of the original Bellwood plantation which was sold to the
Department of the Army in 1941 when the Installation was
first created. Bellwood sits on a 23-acre parcel of land in
the southeast corner of the larger 611-acre Defense Supply
Center Richmond, a secure military facility located at 8000
Jefferson Davis Highway. The house was rehabilitated for
use as the Officers’ Club and became the social center of the
Installation. The Bellwood house serves as a meeting hall
and banquet space. The property also contains the Gregory
Family cemetery, the historic elk pasture created by James
Bellwood, and two feeding stations for the elk. Bellwood was
originally listed in the Virginia Landmarks Register in 1973
and in the National Register of Historic Places in 1978. This
updated nomination expands the boundaries to include the
entirety of the elk pasture.
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Note 9: Liabilities not Covered by Budgetary Resources (Unaudited)

Liabilities not Covered by Budgetary Resources as of September 30, 2020 and 2019, respectively, consist of the following (dollars in
thousands):

FY2020 FY2019

Intragovernmental Liabilities

Other $ 16,329 $ 16,346
Total Intragovernmental Liabilities 16,329 16,346

Non-Federal Liabilities

Other Federal Employment Benefits 159,850 180,535
Environmental and Disposal Liabilities 1,043,609 1,162,657
Other 466 6,126
Total Non-Federal Liabilities 1,203,925 1,349,318
Total Liabilities Not Covered by Budgetary Resources 1,220,254 1,365,664
Total Liabilities Covered by Budgetary Resources 4,993,770 3,341,933
Total Liabilities Not Requiring Budgetary Resources 8,081 4,513
Total Liabilities $ 6,222,105 $ 4,712,110

Other Intragovernmental Liabilities primarily
consist of accrued FECA liability based on DOL records.

Other Federal Employment Benefits are comprised
of FECA actuarial liability based on DOL records.

Environmental and Disposal Liabilities consist
of probable and reasonably estimable future outflow or
expenditure of resources that exist as of the financial reporting
date for environmental cleanup costs resulting from past
transactions or events. As of September 30, 2020 and 2019,
the total liabilities covered by budgetary resources for the EL
consist of $143.5 million and $109.6 million, respectively.

Other Non-Federal Liabilities are comprised of
contingent legal liabilities.

(RefertoNote1.C., Departures from U.S. GAAP, related to Accounts

Tire Service

Air Force Senior Airman Zachary Anderson services a tire

Payable, Expenses, and Undelivered Orders; and Accounts

Receivable, Net, Revenue, and Unfilled Customer Orders; Note
on a C-17 Globemaster Ill at the Pittsburgh International

Airport Air Reserve Station, PA., Feb. 26, 2020. Photo By:

Joshua Seybert, Air Force

10, Other Liabilities; Note 11, Environmental and Disposal Liabilities:;
and Note 12, Other Federal Employment Benefits.)
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Note 10: Other Liabilities (Unaudited)

Other Liabilities as of September 30, 2020 and 2019, respectively, consist of the following (dollars in thousands):

FY2020

Intragovernmental Other Liabilities

Advances from Others $ 1,798,994 $ - $ 1,798,994
Judgment Fund Liabilities 224 - 224
FECA Reimbursement to DOL 8,726 12,852 21,578
Custodial Liabilities 1,007 - 1,007
Employer Contribution and Payroll Taxes Payable 31,138 - 31,138
Total Intragovernmental Other Liabilities 1,840,089 12,852 1,852,941
Non-Federal Other Liabilities
Accrued Funded Payroll and Benefits 287,474 - 287,474
Advances from Others 6,407 - 6,407
Liability for Bid Deposits 7,074 - 7,074
Contract Holdbacks - 14 14
Contingent Liabilities 466 - 466
Total Non-Federal Other Liabilities 301,421 14 301,435
Total Other Liabilities $ 2,141,510 $ 12,866 $ 2,154,376

FY2019

Intragovernmental Other Liabilities

Advances from Others $ 15,728 $ - $ 15,728
Judgment Fund Liabilities 105 - 105
FECA Reimbursement to DOL 9,530 13,217 22,747
Custodial Liabilities 4,513 - 4,513
Employer Contribution and Payroll Taxes Payable 23,832 - 23,832
Total Intragovernmental Other Liabilities 53,708 13,217 66,925
Non-Federal Other Liabilities
Accrued Funded Payroll and Benefits 249,086 - 249,086
Advances from Others 6,922 - 6,922
Liability for Bid Deposits - - -
Contract Holdbacks - 18 18
Contingent Liabilities 6,126 - 6,126
Total Non-Federal Other Liabilities 262,134 18 262,152
Total Other Liabilities $ 315,842 $ 13,235 $ 329,077
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Intragovernmental Advances from Others are
advances from FEMA and HHS related to COVID-19 relief efforts.
(Refer to Note 18, COVID-19 Activity.)

Judgment Fund Liabilities are amounts paid by
Treasury on behalf of DLA WCF for the settlement of legal
contingent liabilities.

FECA Reimbursement to the DOL are the accrued
FECA liability paid by DOL but not yet reimbursed by DLA WCF.
Custodial Liabilities are Lliabilities for collections
reported as non-exchange revenues where DLA is acting on
behalf of another Federal entity. (Refer to Note 2, Non-Entity

Assets.)

Employer Contributions and Payroll Taxes
Payable are the employer portion of payroll taxes and benefit
contributions for health benefits, retirement, life insurance,
and voluntary separation incentive payments.

Accrued Funded Payroll and Benefits includes
salaries, wages, leave, and other compensation earned by
employees but not yet disbursed.

Non-Federal Advances from Others are liabilities
for collections received to cover future expenses or acquisition
of assets.

Liability for Bid Deposits are amounts received for the
collection of funds offered on a bid auction or negotiated sales
basis. A liability is recognized until settlement occurs. (Refer to
Note 2, Non-Entity Assets.)

Contract Holdbacks are amounts earned by contractors
or suppliers during the production period but not yet paid to the
contractor/supplier to ensure future performance.

Contingent Liabilities is a loss determined to be
probable and the amount is estimable based on the outcome of
anuncertain future event. The current portionis related to legal
contingencies. (Refer to Note 13, Commitments and Contingencies.)

(RefertoNote1.C., Departures from U.S. GAAP, related to Accounts
Payable, Expenses, and Undelivered Orders; and Commitments
and Contingencies.)

Note 11: Environmental and Disposal Liabilities (Unaudited)

Environmental and Disposal Liabilities as of September 30, 2020 and 2019, respectively, consist of the following (dollars in

thousands):

FY2020 FY2019

Environmental and Disposal Liabilities
Other Accrued Environmental Liabilities - Non-BRAC:
Environmental Corrective Action
Environmental Closure Requirements
Asbestos

Total Environmental and Disposal Liabilities

The DLA WCF EL are comprised of two primary elements:
the Defense WCF
environmental restoration programs; and (2) the CTC which

(1) existing obligations supporting
includes anticipated future costs necessary to complete the
environmental restoration requirements at DLA Energy and

Non-Energy environmental restoration sites.

In FY2020 and FY2019, DLA WCF utilized the Remedial Action

$ 430,909 $ 391,872
688,412 786,586
67,820 93,781
$ 1,187,141 $ 1,272,239

Cost Engineering and Requirements (RACER) software to
generate the CTC estimates of anticipated future costs. DLA
WCF includes EL for environmental sites under DLA Energy
management as well as Non-Energy management sites.

FY2020 cost DLA Energy
management were generated for a total of 5,128 sites,

estimates for sites under

which includes 71 sites with corrective action costs, 3,058
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assets with closure costs, and 1,999 assets with asbestos
clean-up costs. Cost estimates for sites under Non-Energy
management were generated for a total of 1,207 sites, which
includes one site with corrective action costs, 110 assets with
closure costs, and 1,096 assets with asbestos clean-up costs.

Types of Environmental Liabilities and Disposal
Liabilities: The DLAWCFisresponsible for the recognition,
and disclosure of Non-BRAC
EL and Environmental Disposal for General Equipment.

measurement, reporting,
Non-BRAC EL are specifically related to past and current
installationrestoration activities and operations, and closure
and disposal of Plant, Property, and Equipment. All clean-
up and disposal actions are conducted in coordination with
regulatory Agencies, other responsible parties, and current
property owners.

The DLAWCF reportable EL isunder Other Accrued EL - Non-
BRAC and includes the following line items:

Environmental Corrective Action: EL associated with
the cleanup sites not eligible for DERP funding, typically
conducted under Resource Conservation and Recovery Act

(RCRA) or other Federal or state statutes and regulations;

Environmental Closure Requirements EL associated with the
futureclosure/decommissioningoffacilitiesonaninstallation
that have environmental closure requirements to include fuel
storage tanks and pipelines; and

Asbestos EL associated with the removal, containment, and/
ordisposal of friable (immediate health threat) and nonfriable
(not an immediate health threat): (1) asbestos-containing
materials from property; or (2) material and/or property that
consists of asbestos-containing material at permanent or
temporary closure or shutdown of associated general PP&E
on Non-BRAC installations;

The DLA WCF assessed its General Equipment inventory and
does not currently have reportable EL for these or any other
EL categories as listed onthe DoD FMR Volume 6B, Chapter 10
- Note to the Financial Statements, Paragraph 1017, Figure 10-
31.Environmental and Disposal Liabilities (March 2020).

Applicable Laws and Regulations for Cleanup
Requirements: The DLA WCF is required to clean up
contamination resulting from past waste disposal practices,
leaks, spills and other prior activities, which may have
created a public health or environmental risk. DLA WCF is

required to comply with the following laws and regulations
for Corrective Actions, where applicable: The Comprehensive
Environmental Response, Compensation, and Liability Act;
the Superfund Amendments and Reauthorization Act; RCRA;
and other applicable Federal, State, and local laws and
regulations. Required cleanup may at times extend beyond
Installation boundaries onto privately owned property or onto
sites where DLA WCF is named as a potentially responsible
party by a regulatory Agency. DLA WCF reports corrective
action-related EL in accordance with SFFAS 5: Accounting
for Liabilities of the Federal Government and Federal Financial
Accounting and Auditing Technical Release 2: Determining
Probable and Reasonable Estimable for Environmental Liabilities in

the Federal Government.

The DLA WCF is also required to ensure all hazardous
substances are removed prior to closing or disposing of
Property Plant, and Equipment assets, such as Petroleum,
Oil, and Lubricant storage tanks and pipelines and General
Equipment in accordance with applicable Federal, State, and
local laws and regulations. DLA WCF reports EL associated
with closures of Property Plant, and Equipmentinaccordance
with SFFAS 5: Accounting for Liabilities of the Federal Government,
SFFAS 6: Accounting for Property, Plant, and Equipment, and
Federal Financial Accounting and Auditing Technical Release
1. Implementation Guidance on Cleanup Costs Associated with
Equipment, and Federal Financial Accounting and Auditing
Technical Release 14: Implementation Guidance on the Accounting
for the Disposal of General Property, Plant, and Equipment.

The DLA WCF is required to abate or properly dispose of
asbestos containing material in accordance with the Toxic
DLA WCF reports EL associated
with asbestos cleanup in accordance with Federal Financial

Substances Control Act.

Accounting and Auditing Technical Release 2: Determining
Probable and Reasonably Estimable for Environmental Liabilities in
the Federal Government,and Technical Release 10: Implementation
Guidance on Asbestos Cleanup Costs Associated with Facilities and
Installed Equipment.

Additionally, DLAWCF isrequiredtoreport EL associated with
Non-Nuclear Powered General Equipment, in accordance
with SFFAS 6, Accounting for Property, Plant, and Equipment, and
Federal Financial Accounting and Auditing Technical Release
1: Implementation Guidance on Cleanup Costs Associated with
Equipment, and Federal Financial Accounting and Auditing
Technical Release 14: Implementation Guidance on the Accounting
for the Disposal of General Property, Plant, and Equipment.
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Methods for Assigning Estimated Total Cleanup
Costs to Current Operating Periods: To estimate
the DLA WCF utilizes a
combination of historical or pre-negotiated contract costs,

future environmental costs,
proposal costs, engineering estimates, and in the absence
of other detailed information, parametric estimates created
using the RACER software. Any historical costs used in the
creation of the estimates for DLA WCF EL are adjusted for
inflation and reported in current year dollars. The RACER
Steering Committee ensures that the RACER software is
Validated, Verified, and Accredited (VV&A) in accordance
with DoD Instruction 5000.61. The DoD is working with the
RACER Steering Committee and stakeholders to identify
improvements to RACER functionality, auditability, and
documentation.

Nature of Estimates and the Disclosure of
Information Regarding Possible Changes Dueto
Inflation, Deflation, Technology, or Applicable
Laws and Regulations: The DLA EL Site Identification
(ID) process tracks environmental events such as spills and
releasesinan Environmental Event Repository and evaluates
each event annually for inclusion in the CTC estimates if
applicable. The DLA WCF EL estimates are created annually
for all projected requirements to achieve site closure and
are finalized and approved by July, in accordance with the
DoD 7000.14-R FMR Volume 4, Chapter 13 - Environmental
and Disposal Liabilities (April 2018). The estimates are then
reevaluated through a Roll Forward review to identify any
material changes to previously approved estimates to ensure
accuracy as of the financial reporting date of September 30.
Processes are conducted in accordance with the DLA EL
Management SOPs, the DoD 7000.14-R FMR Volume 4, Chapter
13 - Environmental and Disposal Liabilities (April 2018); and
the OUSD memorandum for Strategy for Environmental &
Disposal Liabilities Audit Readiness (September 30, 2015).

Revised CTC estimates and prioryearobligationsarereported
in the balance as of September 30. As of the reporting date,
no material changes in total estimated cleanup costs were
identified through the Roll Forward review due to changes
in laws, technology, or plans. In addition, DLA WCF is not
aware of any changes to estimates that would result from
inflation, deflation, technology, plans, and/or pending
changes to applicable laws and regulations. EL estimates will
be reevaluated each year and may change in the future due to
changesinlaws andregulations, changesin agreements with

regulatory agencies, and advances in technology.

Uncertainty Regarding the Accounting Esti-
mates Used to Calculate the Reported Environ-
mental and Disposal Liabilities: The stated total DLA
WCF EL includes prior year obligations and the estimate of fu-
ture costs necessarytocompleterequirements. DLAWCF has
instituted extensive controls to ensure that these estimates
are accurate and reproducible. The cost estimates produced
through the Environmental Liabilities Management process
are considered accounting estimates, which require certain
judgments and assumptions that are reasonable based upon
information available at the time the estimates are calculated.
Actual costs may materially vary from the accounting esti-
mates if agreements with regulatory Agencies require reme-
diation or closure activities to a different degree than antici-
pated when calculating the estimates. WCF EL can be further
affected if investigation of the environmental sites reveals
contamination levels that differ from the estimated parame-
ters.

Thecalculationof DLAWCFELreliesonsite/assetinventories.
Asset inventories obtained from the DLA system of record
provide the basis for asset-related EL estimates, which
includes Other Accrued Environmental Liabilities - Non-
BRAC Environmental Closure Requirements, and Asbestos.
The EL for these line items are estimated annually to account
for changestoinventories.

The DLA WCF utilizes a formalized Site ID process to identify,
track, and evaluate environmental events where the potential
for an out-year EL exists but the EL is not probable and
measurable. Theseenvironmentaleventswillbere-evaluated
in the following fiscal year to determine if any changes have
taken place and sufficient information/data is available to
create an estimate of future costs that would be included in
the EL balance.

Unrecognized Costs: The DLA WCF systematically
recognizes asset-related DLA WCF EL over the useful life of
general PP&E assets in accordance with DoD FMR Volume 4,
Chapter13,Paragraph130203 (April2018).Thetotalrecognized
Asbestos EL balance is stated above in the footnote and the
associated unrecognized Asbestos EL is $17,594 thousand.
The total recognized Environmental Closure Requirements
DLAWCFEL is stated above in the footnote and the associated
unrecognized Environmental Closure EL is $21,069 thousand.
DLA has no reportable EL for General Equipment assets.
Asset-related EL are amortized based on the useful life of
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the assets as defined in DoD FMR Volume 4, Chapter 24 - Real
Property, Paragraph 240206.B, Table 24-1: DoD Useful Lives
for Depreciable Real Property Assets (October 2019).

Cleanup Costs Associated with Overseas
Environmental Liabilities: Total overseas cleanup
ELs Total overseas cleanup EL includes 854 environmental
closure requirements sites (792 tanks and 62 pipelines) at
83 installations across 19 countries/territories, and three
environmental corrective action sites (two are located at

Royal Air Force Base Mildenhall, England and one at Atlantic
Undersea Test and Evaluation Center in the Bahamas).
Additionally, thereare 729 buildings/structures with overseas
asbestos cleanup-related requirements at 84 installations
across 20 countries/territories.

(Refer to Note 1.C., Departures from U.S. GAAP, related to
Environmental and Disposal Liabilities, and Commitments
and Contingencies.

Note 12: Other Federal Employment Benefits (Unaudited)

Other Federal Employment Benefits as of September 30,2020 and 2019, respectively, consist of the following (dollars in thousands):

FY2020

Other Federal Employment Benefits
FECA $

159,850 159,850

Total Other Federal Employment Benefits $

159,850 159,850

FY2019

Other Federal Employment Benefits

FECA $

180,535 $ - $ 180,535

Total Other Federal Employment Benefits $

180,535 $ - $ 180,535

Actuarial Calculations: The DLA WCF actuarial liability
for workers’ compensation benefits is developed by the DOL
Office of Workers' Compensation Programs (OWCP) and
provided to DLA WCF at the end of each fiscal year. The liability
includes the expected liability for death, disability, medical and
miscellaneous costs for approved compensation cases. The
liability is determined using a method that utilizes historical
benefit payment patterns to predict the ultimate payments. The
projected annual benefit payments are then discounted to the
present value using OMB’s economic assumptions for 10-year
US. Treasury notes and bonds. Cost-of-Living Adjustments
(COLASs) and medical inflation factors are also applied to the
calculation of projected future benefits.

Actuarial Cost Method and Assumptions: boL
selected the COLA factors, Consumer Price Index Medical
(CPIM) factors, and discount rate by averaging the COLA rates,
CPIM rates, and interest rates for the current and prior four
years for FY2020 and FY2019, respectively. Using averaging
renders estimates that reflect historical trends over five
years. The FY2020 and FY2019 methodologies for averaging the
COLA rates used OMB provided rates for the current and prior
four years: the FY2020 methodology also considered updated
information for the current year that was provided by program
staff. The FY2020 and FY2019 methodologies for averaging
the CPIM rates used OMB provided rates for the current and
prior four years; the FY2020 methodology also considered
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updated information for the current year that program staff
obtained from the Bureau of Labor Statistics public releases
for CPI. DOL selected the interest rate assumptions whereby
projected annual payments were discounted to present value
based on interest rate assumptions on the U.S. Department of
the Treasury's Yield Curve for Treasury Nominal Coupon (TNC)
Issues (the TNC Yield Curve) to reflect the average duration of
income payments and medical payments. Discount rates were
based on averaging the TNC Yield Curves for the current and
prior four years for FY2020 and FY2019, respectively.

Interest rate assumptions utilized for FY2020 discounting were
as follows:

Year 1: 2.4% and thereafter (wage benefits)

Year 1: 2.3% and thereafter (medical benefits)

To provide more specifically for the effects of inflation on the
liability for future workers’ compensation benefits, wage
inflation factors (COLAs) and medical inflation factors (CPIMs)
were applied to the calculation of projected future benefits.

rates for these factors for the
(CBY)

methodology’'s

The actual charge

back year 2020 were also used to adjust the

historical payments to current vyear
The compensation COLAs and CPIMs

used in the projections for various CBY were as follows:

constant dollars.

CBY COLA CPIM
2021 1.9% 3.2%
2022 2.1% 3.2%
2023 2.2% 3.6%
2024 2.2% 4.0%
2025 2.3% 3.9%

To test the reliability of the model, comparisons were made
between projected payments in the last year to actual amounts,
by Agency. Changes in the liability from last year's analysis to
this year's analysis were also examined by Agency, with any
significantdifferencesbyagencyinspectedingreaterdetail. The
model has been stable and has projected the actual payments
by Agency reasonably well.

The DOL Office of Inspector General issued in July 2020 a
report that found that most OWCP programs are experiencing
or expecting delays and resource management issues as a
result of increasing claims and social distancing mandates
brought on by the COVID-19 pandemic. In general, there have

been downward trends inthe number of open claims and closed
claims and payments; based on the average of the prior five
chargeback CBYs, the number of open claims, closed claims,
and payments havedecreased. Federalemployees who contract
COVID-19 while in the performance of their federal duties are
entitled to workers’ compensation coverage pursuant to FECA,

which could affect future claims and payments.

Jungle Journey

Marines cross arope bridge during training at the

Jungle Warfare Training Center in Okinawa, Japan,
March 20, 2020. Photo By: Marine Corps Lance Cpl.
Jackson Dukes
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Accrued and reasonably possible legal, contract financing payment, and environmental contingent liabilities as of September 30,

2020 and 2019, respectively, consist of the following (dollars in thousands):

FY2020

AN Estimated Range of Loss

Liabilities

Lower End Upper End

Legal Contingencies
Probable $

Reasonably Possible

Environmental Contingencies
Probable $

Reasonably Possible

Contract Financing Payment Contingencies

Probable $

Reasonably Possible

Legal Contingencies
Probable $

Reasonably Possible

Environmental Contingencies
Probable $
Reasonably Possible

Contract Financing Payment Contingencies
Probable $

Reasonably Possible

Legal Contingencies: The DLA WCF is a party in various
administrative proceedings and legal actions related to claims

466 $ 466 $ 5,475

$ 5,705 $ 250,346

1,187,141 $ - $ -
$ - $ -

- $ - $ -

$ - $ -

Estimated Range of Loss

Accrued
Liabilities

Lower End Upper End

6,126 $ 6,126 $ 6,957

$ 18,042 $ 2,868,438

1,272,239 $ = $ -
$ -8 -

- $ - $ -

$ -8 -

for environmental damages, equal opportunity matters,
contractual bid protests.

and
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The DLAWCF has accrued contingent liabilities for legal actions
where the Office of General Counsel considers an adverse
decision probable and the amount of loss is estimable. In the
event of an adverse judgment against the Government, some of
the liabilities may be payable from the U.S. Treasury Judgment
Fund. DLA WCF records contingent liabilities (refer to Note 10,
Other Liabilities) within Other Liabilities in the Balance Sheets.

Cases for which legal counsel determines an adverse outcome
is reasonably possible and the possible financial outflow is
measurable, are not recorded, but disclosed as reasonably
possibleforfinancialreporting purposes. DLAWCF's Automated
Workflow and Reporting System (AWARS) is used by the Office
of General Counselto assessthe outcomes and possible liability
amounts of open cases. The AWARS projects a minimum liability
of approximately $5.7 million and $18.0 million and a maximum
liability of approximately $250.3 million and $2.9 billion as of
September 30, 2020 and 2019, respectively. These cases relate
to Employee or Applicant Related and Contract Related Matters.

Potential Loss Related to Economic Price
Clause Contracts: The DLA WCF is a party in numerous
individual contracts that contain clauses, such as price
escalation, award fee payments, or dispute resolution, that may

result in a future outflow of expenditures. DLA WCF has limited
automated system processes by which it captures or assesses
these potential liabilities; therefore, the amounts reported
may not fairly present DLA WCF's total contingent liabilities.
Known contingencies that are considered both measurable and
probable have beenrecognized and recorded as liabilities in the
Balance Sheets.

Environmental Contingencies: The DLA WCF has
developedaprocesstoidentify, estimate, and record contingent
EL. The WCF does not estimate a potential range of loss in this
process. Where DLA WCF is aware of probable and measurable
future outflow of resources due to a past event or exchange
transaction, the appropriate program categories are reported

in Note 11, Environmental and Disposal Liabilities.

Commitments: The DLA WCF does not have obligations

related to canceled appropriations for contractual

commitments.

(Refer to Note 1.C., Departures from U.S. GAAP, related to
Environmental and Disposal Liabilities, and Commitments and
Contingencies.)

Note 14: Exchange Revenue
(Unaudited)

The DLA WCF pricing policy for SCM and Energy Management is
to seek full cost recovery for products and services provided.
These DLA WCF activities maintain the goal to break-even
over a single year or two-year period; however, the SCM may
request a waiver from the OUSD(C) to recover costs beyond the
budget year to maintain a stabilized CRR. DLA WCF establishes
its selling or standard prices in the budget to ensure sufficient
budgetary resources are available to cover the costs of
operations. The prices are normally stabilized or fixed during
execution to mitigate the impact of unforeseen fluctuations.
DLAWCF will not change the prices during the fiscal year unless
a prior approval from OUSD(C) is received, with the exception
of those instances in which the SCM out-of-cycle price changes
may be made without OUSD(C) approval.

The DLAEnergy Management generally bills its customers using
a petroleum standard price mandated by OUSD(C). OUSD(C)

establishes the standard price for petroleum and product costs
onanannual basis (refer to Note 1.T., Revenue and Other Financing
Sources, related to non-NSN and cost-plus pricing.

For the years ended September 30, 2020 and 2019, DLA WCF
recognized other accounting gains of approximately $2.2 billion
and $2.3 billion, respectively, and losses of approximately $2.0
billion and $2.5 billion, respectively, derived from supply chain
activities involving MAC updates, receipts without purchase
orders, errors due to inventory receipts, NRV updates, and
disposal of demilitarized property.

(RefertoNote1.C., Departures from U.S. GAAP, related to Accounts
Receivable, Net, Revenue, and Unfilled Customer Orders; and
Inventory and Related Property, Net.)
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Note 15: Undelivered Orders (Unaudited)

Undelivered Orders for the years ended September 30, 2020 and 2019, respectively, consist of the following (dollars in thousands):

FY2020 FY2019

Intragovernmental Undelivered Orders
Unpaid
Total Intragovernmental Undelivered Orders
Non-Federal Undelivered Orders
Unpaid
Prepaid/Advanced

Total Non-Federal Undelivered Orders

TotalUndelivered Orders

UDOs represent the amount of goods and/or services ordered
to perform DLA WCF’'s mission objectives that have not been
received. Unpaid UDOs represent obligations for goods and
services that have not been received or paid. Whereas, paid
UDOs represent obligations for goods and services that
have been paid for in advance of receipt. For the years ended
September 30, 2020 and 2019, respectively, DLA WCF does not
have a balance for prepaid/advance intragovernmental UDOs.

Due to system limitations, DLA WCF estimates the allocation
of intragovernmental and non-Federal unpaid UDOs based

$ 1,945,087 $ 1,507,992
1,945,087 1,507,992
21,355,746 21,631,576

89,068 86,173

21,444,814 21,711,749

$ 23,389,901 $ 23,225,741

on funded liabilities reported in the Balance Sheets excluding
payroll and employee benefit liabilities. The allocation of non-
Federal prepaid/advanced UDOs are based on advance and
prepayment reported in Other Assets.

(Refer to Note 1.C., Departures from U.S. GAAP, related to Intra-
governmental/Intra-departmental and Non-Federal Transac-
tions and Accounts Payable, Expenses, and Undelivered Orders.

Note 16: Contributed Capital
(Unaudited)

The DLA WCF received additional funding through the
allotment of appropriations from the: (1) CARES Act and DoD
reprogramming actions for the year ended September 30, 2020
of $579.2 million; and (2) DoD reprogramming actions for the
year ended September 30, 2019 of $548.0 million.
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Note 17: Reconciliation of Net Cost to Net Outlays (Unaudited)

Reconciliation of Net Cost to Net Outlays for the years ended September 30, 2020 and 2019 consist of the following (dollars in thousands)

FY2020

NETCOST $ (31,690,179) $ 30,885,591 $ (804,588)
Components of Net Cost That are Not Part of Net Outlays
General PP&E Depreciation - (212,470) (212,470)
General PP&E Disposals & Other Adjustments - (182,418) (182,418)
Cost of Goods Sold (5,461,727) (25,943,360) (31,405,087)
Offset to Capitalized Assets - 104,925 104,925
Net Gains - 405,690 405,690
Other - 3,837 3,837
Increase/(Decrease) in Assets
Accounts Receivable, Net 15,487 (426,682) (411,195)
Other Assets - 2,895 2,895
Cash and Other Monetary Assets - 7,074 7,074
(Increase)/Decrease in Liabilities
Accounts Payable (36,870) 246,391 209,521
Environmental and Disposal Liabilities - 85,098 85,098
Other Federal Employment Benefits - 20,685 20,685
Other Liabilities:
Advances from Others (1,783,266) 515 (1,782,751)
Judgment Fund Liabilities (119) - (19)
FECA Reimbursement to DOL 1,169 - 1,169
Custodial Liabilities 3,506 - 3,506
Employer Contribution and Payroll Taxes Payable (7,306) - (7,306)
Accrued Funded Payroll and Benefits - (38,388) (38,388)
Liability for Bid Deposits - (7,074) (7,074)
Contract Holdbacks - 4 4
Contingent Liabilities - 5,660 5,660

Other Financing Sources

Imputed Financing (155,107) = (155,107)

Total Components of Net Cost That are
Not Part of Net Outlays (7,424,233) (25,927,618) (33,351,851)

Components of Net Outlays That are Not Part of Net Cost

Acquisition of PP&E - 123,206 123,206
Acquisition of Inventory 226,632 31,579,004 31,805,636
Other 487 (475) 12
Total Components of Net Outlays That are Not Part of Net Cost 227,119 31,701,735 31,928,854
NET OUTLAYS $ (33,887,293) $ 36,659,708 $ (2,227,585)
Outlays, Net, Statements of Budgetary Resources (2,343,308)
Reconciling Difference $ 115,723
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FY2019

NETCOST $

Components of Net Cost That are Not Part of Net Outlays
General PP&E Depreciation
General PP&E Disposals

Inventory Disposals

(32,696,615) $ 32,568,734 $ (127,881)
- (236,482) (236,482)
- (815,474) (815,474)

Cost of Goods Sold (5,942,040) (28,234,408) (34,176,448)
Offset to Capitalized Assets - 87,558 87,558
Net Gains - 593,856 593,856
Other - - -
Increase/(Decrease) in Assets
Accounts Receivable, Net 211,786 (25,598) 186,188
Other Assets = (1,040) (1,040)
Cash and Other Monetary Assets - - -
(Increase)/Decrease in Liabilities
Accounts Payable (18,314) 355,822 337,508
Environmental and Disposal Liabilities - 235,79 235,719
Other Federal Employment Benefits - 21,400 21.400
Other Liabilities:
Advances from Others 347,952 4,969 352,921
Judgment Fund Liabilities 87 - 88
FECA Reimbursement to DOL 584 - 583
Custodial Liabilities (1,767) - (1,767)
Employer Contribution and Payroll Taxes Payable (2,543) 113 (2,430)
Accrued Funded Payroll and Benefits - (10,301) (10,301)
Liability for Bid Deposits - - -
Contract Holdbacks - - -
Contingent Liabilities - 3,186 3,186
Other Financing Sources
Imputed Financing (185,607) = (185,607)
Total Components of Net Cost That are
Not Part of Net Outlays (5,589,856) (28,020,680) (33,610,536)
Components of Net Outlays That are Not Part of Net Cost
Acquistion of PP&E - - -
Acquisition of Inventory 200,565 34,624,912 34,825,477
Other 3,238 (3,900) (662)
Total Components of Net Outlays That are Not Part of Net Cost 203,803 34,621,012 34,824,815
NET OUTLAYS $ (38,082,668) 39,169,066 $ 1,086,398
Outlays, Net, Statements of Budgetary Resources 1,108,011
Reconciling Difference $ (21,613)
The Net Cost to Net Outlays Reconciliation schedule is reconciliation to the President’'s Budget within the

intended to facilitate reporting of the Federal deficit Consolidated Financial Report of the U.S. Government.
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The Net Cost to Net
reconciles the Net Cost (reported in the Statements of Net

Outlays Reconciliation schedule

Cost) to the Net Outlays (reported in the Combined Statements
of Budgetary Resources). The reconciliation clarifies the
relationship between budgetary and proprietary accounting
information. Examples of the reconciling items identified
are: 1) Transactions which did not result in an outlay but did
result in a cost; and 2) Unpaid expenses included in the net
cost in this reporting period but not yet included in outlays.
Components of net cost that are not part of net outlays are
most commonly (1) the result of allocating assets to expenses
over more than one reporting period (e.g., depreciation)
and the write-down of assets (due to revaluations); (2) the
temporary timing differences between outlays/receipts and
the operating expense/revenue during the period; and (3) costs
financed by other Federal entities (imputed inter-entity cost).

More specifically, for FY2020, the key differences between the
net cost and net outlays reconciliation for DLA WCF include:
(1) the cost of goods sold, which are operating expenses for
inventory purchases that have no impact on net outlays: (2)
increases in advances for others, which was due to cash
advances from the HHS and FEMA related to COVID-19 relief
efforts (referto Note 18, COVID-19 Activity) and an additional $39.1

million from FEMA for Hurricane Laura relief efforts; and (3) the
acquisition of inventory, which are capitalized expenditures
paid for, that have no impact on net cost.

The resulting reconciling difference is primarily due to
limitations of financial and nonfinancial management processes
and systems that support the financial statements, as disclosed
in Note 1.B., Basis of Presentation and Accounting. In addition, DLA
WCF does nothave anestablished policy toidentifyandreconcile
net cost to net outlays and/or identify components of net cost or
net outlays that have not been properly accounted for. As such,
DLA WCF will continue to investigate and resolve the causes
of the reconciling differences as SFFAS 53, Budget and Accrual
Reconciliation, continues to be implemented.

The prior year presentation was modified to the current year
presentation to facilitate the: (1) comparability between years
for related activity; and (2) understanding of amounts reported in
the reconciliation above to the principal financial statements and
other related notes. The modification in the presentation had no
net effect on the reconciliation as previously reported.

(Refer to Note 1.C., Departures from U.S. GAAP, related to the
Reconciliation of Net Cost to Net Outlays.)

Note 18: COVID-19 Activity (Unaudited)

On March 27, 2020, Congress signed the CARES Act under P.L.
116-136. The CARES Act appropriated $1,450.0 million to the
Defense Working Capital Fund as a transfer of current year
authority. The allocation of the $1,450.0 million is as follows: (1)
$475.0 million Navy Working Capital Fund, (2) $475.0 million to
Air Force Working Capital Fund, and (3) $500.0 million to DLA
SCM. Congress approved the Department’'s reprogramming
request to transfer the $500.0 million to DLA SCM.

In August, 2020, DLA received additional $30.2 million CARES
Act funding through OUSD(C) internal reprogramming. The

funding did not provide new obligation authority and was
executed through contract authority.

The funding was used to purchase additional non-medical PPE
to ensure DoD has sufficient stock available for personnel
to follow COVID-19 health protocols and continue its mission
through the Coronavirus pandemic.

FY2020 COVID-19 appropriated activities for DLA SCM are
summarized for the year ended September 30, 2020 (dollars in
thousands):

FY2020

Budgetary Resources
Appropriations

Total Budgetary Resources

Obligations Incurred

Budgetary Resources Remaining Available

$ 530,200
530,200
530,200
$ -

Continued on next page -
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In addition, HHS and FEMA entered into Intragovernmental
Agency Agreements with DLA for DLA SCM to deliver goods
and services. These goods include ventilators, Battelle
sterilization units, personal protective equipment, medical
supplies, and food supplies to support the National COVID-19
response through the Public Health and Social Services
Emergency Fund (Provider Relief Fund) appropriated as part
of the CARES Act.

As of September 30, 2020, DLA WCF received a total of
$1.9 billion in cash advances, ($1.6 billion from HHS and
$289.0 million from FEMA). In addition, DLA entered into a
reimbursable agreement without advances for $1.1 billion with
HHS to provide goods and services for COVID-19 relief efforts.
FY2020 COVID-19 activities for DLA SCM are summarized by
supply chain and scope for the year ended September 30, 2020
(dollars in thousands):

HHS FY2020

Medical Ventilators Test Components $ 865,000 $ 203,725 $ 51,856 $ 1,016,869
C&E and Medical PPE - 1,350 120 1,230
C&E PPE and Battelle CCDS Systems 780,835 430,092 158,253 1,052,674
C&E and C&T PPE for Surge Sites - 450,000 72,503 377,497
C&T PPE - 2,500 470 2,030
Total $ 1,645,835 $ 1,087,667 $ 283,202 $ 2,450,300

FEMAFY2020

National Response Coordination Center

HQ Staff staffing $ 66 $ 63 $ 3
Distribution Storage 4,500 1,097 3,403
C&E PPE 260,500 146,350 114,150
Subsistence Food boxes and meals 8,432 6,583 1,849
Total $ 288,996 $ 159,127 $ 129,869

The DLA WCF recognized revenue in relation to the COVID-19
relief effort totaling $676.0 million for the year ended
September 30, 2020, which consists of revenue recognized
from: (1) FEMA and HHS above totaling $442.3 million for
DLA WCF Troop Support; (2) other Federal entities (e.g.
USMC, Navy, Army, Air Force, etc.) totaling $221.7 million for
DLA WCF Troop Support; and (3) other DLA WCF activities
totaling $12.0 million.

Refer to Note 6, Inventory and Related Property, for inventory
received from HHS.

The impact of COVID-19 activity to Fund Balance with Treasury
(refer to the Balance Sheets and Note 3, Fund Balance with
Treasury), Accounts Receivable, and Accounts Payable (refer
to the Balance Sheets and Note 4, Accounts Receivable, Net),
Net Position (refer to the Balance Sheets and Statements of
Changes in Net Position), Gross Cost (refer to the Statements
of Net Cost), and New Obligations (refer to the Combined
Statements of Budgetary Resources) cannot be quantified
due to limitations of financial and nonfinancial management
processes and systems that support the financial statements,
as disclosedin Note 1.B., Basis of Presentation and Accounting, and
the MD&A Analysis of Systems, Controls and Legal Compliance:
Compliance with Laws and Regulations, DATA Act.
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REQUIRED SUPPLEMENTARY INFORMATION (Unaudited)

Deferred Maintenance and Repairs

The DLA WCF owns and manages five stewardship properties
to support its mission. The maintenance and repair needs of
these assets are identified primarily through the condition
assessment process. Maintenance and repairs that were not
performed when they should have been or were scheduled

and delayed for a future period are considered Deferred
Maintenance and Repairs (DM&R). DM&R for the years ended
September 30, 2020 and 2019, respectively, consist of the
following (dollars in thousands):

Beginning

Ending

Balance Balance

Active
Category 1: Building, Structures, and Linear Structure
(Enduring Facilities)
Category 2: Building, Structures, and Linear Structure
(Heritage Assets)

Total Active

Inactive and Excess
Category 3: Building, Structures, and Linear Structure
(Excess Facility or Planned for Replacement)

Total Inactive and Excess
Total Deferred Maintenance

M&R Policies
only the DLA Non-Energy portion of the SRM program. DLA

Installation & Equipment (DM-I) manages

Energyrunsaseparate SRMprogramindependent of DM-|. DM-|
continues to conduct condition assessments of DLAnon-Energy
facilities using the US Army Corps of Engineer Sustainment
Management System (SMS) BUILDER. The Under Secretary of
Defense memorandum dated Sep 10, 2013, mandated use of the
reported SMS BUILDER for all DoD facilities. BUILDER captures
all assessed facility deficiencies or work items categorized by
fiscal year along with a cost estimate. As a result, BUILDER
generates a consistent and uniform Facility Condition Index
(FCI) for assessed DoD facilities.

M&R Prioritization
execution of the DLANon-Energy SRM program is executed IAW
DLAI 4165.02 (dated 30 Oct 2018) using the following priorities:

Planning, programming, and

$ 869,643 $ 1,065,542

1,063 9
$ 870,706 $ 1,065,551
$ = $ =
$ 870,706 $ 1,065,551

a. Life, health, and safety concerns (cannot mitigate)

b. Facilities with an FCl of 60 or less

c. Security deficiencies including cyber security (cannot
mitigate)

d. Environmental deficiencies addressing non-compliance
(cannot mitigate)

e. Warfighter support facilities (mission failure)

f. Energy conservation projects (as mandated)

g. Warfighter support facilities (mission impact)

h. Routine maintenance (no mission impact)

Field sites submit their candidate projects ranked with
the above-prioritized criteria. Prioritized DLA non-Energy
projects, forming a 1 - N list, are submitted to a Sustainment
(maintenance and repair) board for review and voting similar
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to the MILCON Installation Level Review Board. The DLA Chief
of Staff and DLA's MSCs chiefs of staff chair the Sustainment
board. Approved projects above the MSC funding line move
forward for execution based on the priority list.

For DLA Energy, the SRM program is executed IAW DLA Energy
P-12 and the DLA Energy SRM Handbook. All work is prioritized
by the Service Control Pointin accordance with Service and DoD
mission priorities.

Acceptable Condition Standards 0SD and DLA
considers an asset acceptable when it is in good condition
with an assigned minimum FCI of 80%. Failing facilities have
an FCIl below 60% whereas facilities are classified in “Poor”
condition with an FCl between 60 and 79. This acceptance
criterion is in accordance with the Under Secretary of Defense
memorandum dated Apr 29, 2014, titled Facility Sustainment
and Recapitalization Policy. DLA also considers life, health,
safety, and mission when assessing acceptable conditions. For
Non-Energy, BUILDER has three separate criteria to assist in
the assessment of DLA facilities: the FCI, Condition Index (Cl),

and BUILDER Condition Index (BCl). Those technical criteria are
used differently to assess facility conditions.

Capitalization of DM&R The deferred maintenance and
repair information presented relates to all DLA operated DoD
facilities where DLA has the maintenance responsibility and is
not solely restricted to capitalized assets.

Asset Exclusions The deferred maintenance and repair
information include only facilities in Active (ACT) and To Be
Acquired (TBA) status. It excludes facilities in a semi-active
status, caretaker, out granted, non-functional, environmental
hold status, closed, disposed, excess, surplus, or returned to
the service Components.

Changes year-to-year The change of deferred
maintenance and repair balance isduetoanincreaseinthe DLA
footprint and further deterioration of the DLA infrastructure
due to a reduction in the repair and maintenance budget.The
increase in the DLA Plant Replacement Value is due to changes

in asset valuation implemented in EBS.

Ultraviolet Effort

Air Force Airman 1st Class Caleb Leader inspects a piece of control equipment using nondestructive fluid under
ultraviolet light at the Wyoming Air National Guard’'s 153rd Airlift Wing in Cheyenne, Wyo., Feb. 9th, 2020.

Photo By: Air Force Staff Sgt. Jonathon Alderman
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Combining Statements of Budgetary Resources

The Combining Statements of Budgetary Resources combines WCF activities for the years ended September 30, 2020 and
the availability, status, and outlays of DLA WCF's budgetary 2019, respectively. (Refer to Note 1.B., Basis of Presentation and
resources. The following schedules provide the Combining Accounting, related to Combined Statements of Budgetary
Statements of Budgetary Resources disaggregated by DLA Resources.)

Defense Logistics Agency - Working Capital Fund
COMBINING STATEMENT OF BUDGETARY RESOURCES
For the Year Ended September 30, 2020
(dollars in thousands)

Ener Supply Chain Document FY2020
gy Management Services Combined
BUDGETARY RESOURCES
Unobligated Balance From
Prior Year Budget Authority, Net $ (153,612) $ 198,885 $ 177,233 $ 222,506
Appropriations - 579,285 - 579,285
Contract Authority 1,979,260 33,666,668 - 45,645,928
Spending Authority From 245,767 B 239,016 484,783
Offsetting Collections
TOTAL BUDGETARY RESOURCES $ 12,071,415 $ 34,444,838 $ 416,249 $ 46,932,502
STATUS OF BUDGETARY RESOURCES
New Obligations and Upward
Adjustments $ 11,979,260 $ 34,236,349 $ 294,531 $ 46,510,140
Unobligated Balance, End of Year:
Apportioned, Unexpired 92,155 208,489 121,718 422,362
Unexpired Unobligated Balance,
End of Year 92,155 208,489 121,718 422,362
Total Unobligated Balance, End of
Year 92,155 208,489 121,718 422,362
TOTAL BUDGETARY RESOURCES $ 12,071,415 $ 34,444,838 $ 416,249 $ 46,932,502

OUTLAYS, NET
Outlays, Net $ (1,508,088) $ (860,515) $ 25,295 $ (2,343,308)

AGENCY OUTLAYS, NET

v
w

(1,508,088) $ (860,515) 25,295 $ (2,343,308)

Continued on next page -
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Defense Logistics Agency - Working Capital Fund
COMBINING STATEMENT OF BUDGETARY RESOURCES
For the Year Ended September 30, 2019
(dollarsin thousands)

Ener Supply Chain Document FY2019
gy Management Services Combined
BUDGETARY RESOURCES
Unobligated Balance From
Prior Year Budget Authority, Net $ 657,611 $ 824,573 $ 161,022 $ 1,643,206
Appropriations - 48,096 - 48,096
Contract Authority 15,426,344 34,466,108 - 49,892,452
Spending Authority From
Offsetting Collections - - 298,191 298,191
TOTAL BUDGETARY RESOURCES $ 16,083,955 $ 35,338,777 $ 459,213 $ 51,881,945
STATUS OF BUDGETARY RESOURCES
New Obligations and Upward
Adjustments $ 15,991,800 $ 35,139,893 $ 297,356 $ 51,429,049
Unobligated Balance, End of Year:
Apportioned, Unexpired 92,155 198,884 161,857 452,896
Unexpired Unobligated Balance,
End of Year 92,155 198,884 161,857 452,896
Total Unobligated Balance, End of
Year 92,155 198,884 161,857 452,896
TOTAL BUDGETARY RESOURCES $ 16,083,955 $ 35,338,777 $ 459,213 $ 51,881,945
OUTLAYS, NET
Outlays, Net $ (822,455) $ 1,903,864 $ 26,602 $ 1,108,0M
AGENCY OUTLAYS, NET $ (822,455) $ 1,903,864 $ 26,602 $ 1,108,011
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OCEAN VIEW

Navy Petty Officer 2nd Class Matthew Evans directs pilots during areplenishment between
the amphibious assault ship USS Bataan and the dry cargo and ammunition ship USNS Wil-
liam McLean in the Atlantic Ocean, Dec. 31, 2019.

Photo By: Navy Petty Officer 1st Class Kathryn E. Macdonald
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Food Boxes
Washington National Guard soldiers and airmen pack food boxes at a food bank warehouse in Lakewood, WA., April 3, 2020,

as part of the state’s COVID-19 response efforts. Photo By: Air Force Master Sgt. Timothy Chacon
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FORGONE REVENUE

DLA provides a fuel service to both military and public entities.
The price for fuel supplied is determined by OUSD(C). Often,
DLA prices do not match market prices, and therefore DLA can
incur a loss in terms of forgone revenue for a given fiscal year.
Forgone revenue denotes the difference between earnings
actually achieved and earnings that could have been achieved
with the absence of specific fees, expenses, or lost time. DLA

Energy did not incur forgone revenue from fuel sales for the
years ended September 30,2020, 2019 and 2016. The demand for
the quantity of petroleum products did not change as a result
of the difference in price. DLA WCF does not track forgone
revenue for the SCM and Document Services activity groups.
In addition, the forgone revenue, disclosed below, is presented
on a net basis.

ENERGY FORGONE REVENUE

(dollarsin thousands)

FY2020

FY2019

FY2018 FY2017 FY2016

Energy Forgone
Revenue

$ (1,305,345) $ (882729) -

Total Forgone
Revenue

$ (1,305,345) $ (882729) -

Scenic Sortie
An Air Force F-35A Lightning Il flies with two Royal Australian Air Force F-35As over the Grand Canyon in Arizona during a

flight to celebrate the partnership between the two services, Oct. 8, 2020. Photo By: Air Force Staff Sgt. Alexander Cook
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MANAGEMENT CHALLENGES

DEFENSE LOGISTICS AGENCY

HEADQUARTERS
8725 JOHN J. KINGMAN ROAD
FORT BELVOIR, VIRGINIA 22060-6221

September 14, 2020

MEMORANDUM FOR VICE ADMIRAL MICHELLE C. SKUBIC, DIRECTOR, DLA

SUBJECT: Major Management and Performance Challenges Facing the Defense Logistics

Agency

Although significant progress has been made in the management of the organization and
the reduction of challenges facing the organization, the Office of the Inspector General (O1G)
sees ten areas where major challenges remain. The ten challenge areas are:

a.

Contracting Officers Representatives. Based on two recently completed audits, OIG
found significant concerns about the quality of contracting officers representatives
work. Contracting officers representative files almost always contained inadequate
evidence supporting monitoring of contractors, These results are important to DLA
because the preponderance of our supplies and services are acquired through contract.
Given the significant number of DLA contracts, in order to improve audit readiness, it
is essential to improve contracting officer representative performance and quality of
work.

Financial Liability Investigations. Based on numerous OIG investigations, financial
liability investigations of property losses were inadequate and failed to hold
responsible officials accountable for failure to maintain accountability of property
under their control. In addition to including this on the Inspector General's
management challenges letter, the O1G audit division has included an audit on this
topic on the FY 2021 to FY 2023 audit and inspection plan.

Supply Chain Security, Risk Management and Nonconforming Inventory. While
there are other causes, inadequate supply chain security or supply risk management
are two of the causes that introduce nonconforming inventory into the DLA supply
system. Regardless of the manner in which nonconforming inventory is inducted into
the system, the potential risks to the warfighter remain the same. DLA must
operationalize its supply chain security strategy by synchronizing, across the
Enterprise, people, processes and tools to create an effective supply chain security
posture. Additionally, the lack of domestically-based integrated supply chains
increase risk to the process.

Activity Pricing and Cost Recovery Rate. Until DLA develops an accounting system
that is sufficiently designed to assign and record accurate costs, then assigning costs
to appropriate cost centers will be difficult and making decisions will be based on
unauditable and potentially incorrect information.
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DLA Cybersecurity and Resilient Networks. DLA's reliance on employees
teleworking via less secure home networks in order to conduct daily business exposes
the organization to new and increasing computer security threats, Specifically there
are concerns with ensuring DLA’s cyberspace operating environment remains secure
and resilient in the midst of a contested operating environment, and with IT
Continuity of Operations (COOP) plans for DLA’s critical business system portfolio.
With the increased telework associated with the pandemic, additional effort needs to
make sure that employees remain as productive as possible and that new software, as
well as major updates, are conducted in as seamless a manner as possible, while also
encouraging employees to take personal responsibility for network security.

Evidential matter. Both financial and operating audit work continues to show that
DLA’s ability to locate appropriate evidential matter for audit readiness is just as
important as appropriately processing the transaction.

. Knowledge management. Knowledge management is the cross disciplinary /
organizational process of creating, sharing, using, and managing the information of an
organization. DLA needs to move from a tacit or ad hoc knowledge management
mentality to a more proactive approach that synchronizes institutional knowledge,
records management, information technology, and information product development
to appropriately summarize our vast data into useful and actionable knowledge that
management can act upon. Improved knowledge management will require a multi-
organizational effort synchronizing both internal and external (DISA) efforts.

. Business Process Documentation. DLA needs to sustain a robust organizational
approach to address business process documentation in a manner that covers
inception to conclusion. Ower the past several years, there has been improvement in
creating process maps that document processes from beginning to end (to include
inputs from other organizations as well as handoffs to others). However, much
remains to be done in: the identification of risks associated with a process,
management evaluation and either acceptance or addressing the risk, and
implementation of internal controls associated with all phases of the process.

Special Emphasis Programs. DLA has at least three special emphasis programs —
PTAP (Procurement Technical Assistance Program), NWERM (Nuclear Weapons
Related Material), and the strategic reserve — that, while currently in good shape,
requires continual management emphasis.

Sales of DoD Property, Insufficient policy and oversight of DLA sales of property
requires action to establish clear policy guidelines and oversight authority. This
concern was formally recognized in a finding in FY18 during an Agency
Management review and has not been corrected to date. Three components of DLA
are involved in sales of DoD property: Disposition Services (which conducts the
majority of sales,) Energy, and Strategic Materials. DLA Headquarters has limited
expertise within the staff. Sales procedures and process are impacted by law and
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rules from several governmental agencies. Unclear policy proponency and
corresponding lack of oversight of execution within DLA is an area of risk that
requires mitigation and remediation.,

It is necessary to address these challenges facing the organization in order for DLA to
provide the best value to the taxpayer and the best support to the warfighter. Additionally,
addressing each of these challenges will improve the internal control structure of DLA and

thereby help the organization in implementing audit requirements, including actionable and
supportable financial data.

WICLIAM A. RIGBY/
Inspector General
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SUMMARY OF FINANCIAL STATEMENT AUDIT
AND MANAGEMENT ASSURANCES

The auditreportsonthe FY2020and FY2019 DLAWCF financial
statements identified seven and eight material weaknesses
respectively for DLAWCF. Table 1below provides a summary
ofthefinancial statementauditresultsfor FY2020and FY2019.
In FY2020. the Property, Plant and Equipment material

weakness was downgraded to a significant deficiency.
Although the material weaknesses overall are not resolved,
DLAiscontinuingtodevelop CAPstoresolve specificfindings
associated with the material weaknesses.

Table 1: FY2020 Summary of the Financial Statement Audit

Audit Opinion Disclaimer
Restatement No
Material Weaknesses Beginning New Resolved Consolidated Ending
Balance Balance
Inventory 1 = = 1
Property, Plant & Equipment 1 1 - -
Fund Balance with Treasury 1 = = 1
Accounts Receivable and Revenue 1 - - 1
Accounts Payable and Expenses 1 - - 1
Financial Reporting 1 = = 1
Oversight and Monitoring 1 - - 1
Information Systems 1 - - 1
Total Material Weaknesses 8 1 - 7

The DLA's FY2019 SOA package followed the structure of the
financial statement audit NFRs for documenting the individual
material weaknesses associated with ICOR and ICOFS. DLA's
FY2019 SOA package included a total of 233 ICOR material
weaknesses (consolidated into seven material weaknesses for
AFR presentation), 78 ICOFS non-conformances (consolidated
into four non-conformances for AFR presentation), and three
|[COR-0 material weaknesses across the GF, TF, and WCF.

For FY2020, the SOA package is only required to include self-
identified material weaknesses and significant deficiencies for
internal DoD reporting because the financial statement audit
NFRs are already beingreported and tracked separately. Perthe
June 2019 DoD Financial Improvement and Audit Remediation
Report, financial statement audit findings and CAPs “are
enteredintoacentralized database managed by the Office of the
Deputy Chief Financial Officer (ODCFO).” DLA’'s FY2020 Material
Weaknesses and Significant Deficiencies template included a

total of three self-identified material weaknesses in the area
of ICOR-0. In FY2019, the seven ICOR material weaknesses
and four ICOFS non-conformances were based on financial
statement audit NFRs. However, DLA has determined these
audit identified ICOR material weaknesses and ICOFS non-
conformances are still present and have not been remediatedin
FY2020, with the exception of the Acquire-to-Retire: Property,
Plant and Equipment ICOR material weakness. The Acquire-to-
Retire: Property, Plant and Equipment ICOR material weakness
was resolved based on the FY2020 audit identified material
weakness that was downgraded to a significant deficiency. The
three self-identified FY2020 ICOR-0O material weaknesses,
summarized in the table below, are consistent with the ICOR-0
material weaknesses reported by DLA in the FY2019 AFR. The
DLA Audit Task Force continues to separately track financial
statement audit findings and CAPs and report these to the
ODCFO.
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Table 2 summarizes DLA's FY2020 material weaknesses associated with WCF.

Table 2: Summary of Management Assurances

Effectiveness of Internal Control over Financial Reporting (FMFIA § 2)

Statement of

No Assurance
Assurance

LBl /il New Resolved Consolidated Reassessed =l
Weaknesses Balance Balance

Acquire-to-Retire:
Property, Plant and 1 - 1 = - -
Equipment

Oversight and
Monitoring

Financial Reporting 1 - - = = 1

Fund Balance with 1
Treasury

Plan-to-Stock:
Inventory

Order-to-Cash:
Accounts Receivable 1 - - - - 1
and Revenue

Procure-to-Pay:
Accounts Payable 1 - - = = 1
and Expenses

Total Material
Weaknesses
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Table 2: Summary of Management Assurances

Effectiveness of Internal Control over Operations (FMFIA § 2)

Statement of

No Assurance
Assurance

izl /il New Resolved Consolidated Reassessed =l
Weaknesses Balance Balance

Supply Operations:
Lack of policy and
procedures in place
over the manage- 1 - - - - 1
ment and oversite of
First Article Test
Exhibits

Contract Administra-
tion: Non-verification 1 - - - - 1
of supplier invoices

Business Process
Controls: Lack of
procedures over the 1 - - - - 1
scrap management
program

Total Material

Weaknesses

Table 2: Summary of Management Assurances

Conformance with Federal Financial Management System Requirements (FMFIA § 4)

Statement of

Federal Systems do not conform to financial management system requirements
Assurance

el BRI New Resolved Consolidated Reassessed =
Conformances Balance Balance

Security
Management

Access Controls 1 - - = = 1

Segregation of
Duties

Configuration
Management

Total Non-
Conformances
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Based on DLA management’s analysis of relevant FFMIA compliance indicators available at the time of this report, DLA identified a
lack of compliance associated with all three FFMIA Section 803(a) requirements across all funds summarized in the table below.

Table 2: Summary of Management Assurances

Compliance with Section 803(a) of the FFMIA

Agency Auditor
LR FlnanC|a'l HEEEON: Lack of compliance noted Lack of compliance noted
System Requirements
o TAlERIslE PRSI el Lack of compliance noted Lack of compliance noted
Standards
3.USSGL at the Transaction Level Lack of compliance noted Lack of compliance noted

Medical Supplies

Medical supplies are offloaded from a Turkish C-130 military transport aircraft at Joint Base Andrews, Md., May 1, 2020. The aircraft

carried medical supplies to respond to the coronavirus pandemic. Photo By: Air Force Senior Airman Xiomara M. Martinez
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PAYMENT INTEGRITY

The Improper Payments Information Act of 2002 (IPIA) (Pub. L.
107-300), as amended by the Improper Payments Elimination
and Recovery Act of 2010 (IPERA) (Pub. L. 111-204) and IPERIA;
(Pub. L. 112-248), requires Agencies to review and assess all
programs and activities they administer and identify those
determinedto be susceptible to significant improper payments
(IPs), estimate the annual amount of IPs, and submit those
estimatesto Congress. Inaccordance with DoD 7000.14-R FMR,
Volume 4, Chapter 14, Improper Payments, DoD components
that entitle (i.e. process or compute) payments conduct risk
assessments of their payment processes and random post-
payment reviews to estimate IPs.

The 0USD(C)
(A&FP) compiles the Department-wide results annually as
part of DoD’'s AFR. As DLA's Service Provider, DFAS entitles
payments and provides the results of post-payment reviews
to OUSD(C) A&FP on behalf of its customers. IPIA defines an

Accounting & Finance Policy Directorate

IP as any payment that should not have been made or that was
made in an incorrect amount (including overpayments and
underpayments) under statutory, contractual, administrative,
or other legally applicable requirements. It includes duplicate
payments, any payment made to an ineligible recipient, any
payment for an ineligible good or service, any payment for a
good or service not received (except for such payments where
authorized by law), and any payment that does not account for
credit for applicable discounts.

In accordance with the IPIA, as amended (31 US.C. 3321
note), and Appendix B of the OMB Bulletin No. 19-03, Audit
Requirements for Federal Financial Statements, dated August 27,
2019, DoD reports payment integrity information (i.e., IPs) at
the Agency-wide level inthe consolidated DoD AFR. In addition,
DoD provides data for display on https://paymentaccuracy.gov.
For detailed reporting on DoD payment integrity, refer to the

Ol section of the consolidated DoD AFR at: https://comptroller.
defense.gov/ODCFO/afr2020.aspx

Vehicle View

Army Staff Sgt. Jesse Reynolds looks out from an M142 High Mobility Artillery Rocket System during training at Fort Sill, OK.,

Feb.14,2020. Photo By: Army Sgt. Dustin Biven
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Philippine Sky

Marines observe the night sky at
Colonel Ernesto Ravina Air Base in
the Philippines, Oct. 16, 2019, during
Kamandag 3, an exercise that aims
to enhance military-to-military
relationships and multinational
coordination. Photo By: Marine Corps
Staff Sgt. Donald Holbert

FRAUD REDUCTION REPORT

On June 30, 2016, Congress enacted the FRDAA. The FRDAA
requires Agencies to conduct an evaluation of fraud risks; use
a risk-based approach to design and implement financial and
administrative control activities to mitigate identified fraud
risks; collect and analyze data from reporting mechanisms on
detectedfraudtomonitorfraudtrendsandcontinuouslyimprove
fraud detection through the use of data analytics: and use the
results of monitoring, evaluation, audits, and investigations
to improve fraud prevention, detection, and response. Fraud
risk is a principle of risk assessment, which is one of the five
components of entity level internal controls in accordance with
the Green Book and OMB Circular A-123.

OMB Circular A-123 requires DLA to establish financial and
administrative controls, through the Agency risk profile, that
address identified fraud risks around payroll, beneficiary
payments, grants, large contracts, IT and security, asset
safeguards, purchase, travel and fleet cards as well as
collect and analyze data to help detect and monitor fraud. The
ERM Project Management Office conducted enterprise-wide
training on risk assessments that emphasized the minimum
requirements for fraud. DLA aligned its risk categories to
the DoD risk categories that facilitated the identification,
measurement, andreportingofrisks as wellasthe development
of DLA's risk profile. In the Fraud Risk category, DLA reported a
total of 20 fraud risk events. Table 3 below summarizes DLA’s
overall risk ranking for the Fraud Risk categories:

Table 3: Summary of Fraud Risk Ranking

Risk Category Low Risk Events

Medium Risk Events

High Risk Events Total Risk Events

Fraud Risk 9

In FY2020, DLA is reporting fraud risks from the following
sub-categories: Large Contracts, Purchase, Payroll, Travel, Fleet
Cards, Beneficiary Payments, Asset Safeguards, Grants, Information
Technology & Security, and Other. Fraud risks related to focus
areas not previously mentioned are identified as “Other”.

2 20

In accordance with the Fraud Reduction and Data Analytics
Act of 2015, DLA facilitated fraud risk identification in the
aforementioned susceptible areas. DLA aligned fraud risks
related to DLA business processes in Table 4 below:

Continued on next page -
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Table 4: Fraud Risks

Fraud Risk Sub-Category

Other

Risk Description

Fraud, Waste, Abuse, and Contract Failure: Fraud, waste, abuse, or
mismanagement.

Overall Risk
Ranking

HIGH

Other

Counterfeit Parts: Counterfeit material within DoD acquisition sys-
tems and DoD life-cycle sustainment processes.

HIGH

Other

Compromised Commercial and Government Entity (CAGE) Codes:
CAGE Codes for fraud schemes involving CAGE Compromise (i.e.,
Hopping or Jacking). CAGE Hopping is where a vendor receives a
contract but delivers nonconforming parts or no parts at all, then
“hops” to a new CAGE code before they get caught. CAGE Jacking is
where avendorregisters anew CAGE code inthe name of an existing
business, substitutes their banking data for the legitimate business'
data, then when awarded a contract under the guise of the legitimate
business, sends invoices and gets paid, then either delivers noncon-
forming parts or no parts at all.

MEDIUM

Large Contracts

Fair and Reasonable Pricing:

Overpricing - This encompasses inflated prices charged by the ven-
dor for services or supplies rendered.

Bid Rigging - This encompasses collusive price-fixing behavior in
which competitors coordinate their bids on procurement contracts
to guarantee the selection of a particular vendor.

MEDIUM

Payroll

Fictitious payroll payments to ghost employees and continued pay-
ments to separated employees due to administrative errors.

MEDIUM

Payroll

Unauthorized payroll adjustments

MEDIUM

Travel

Employees creating fictitious employees and travel vouchers for
payment.

MEDIUM

Travel

Employees accessing the travel database and stealing social secu-
rity numbers to open fraudulent bank accounts and deposit unau-
thorized travel reimbursements.

MEDIUM

Beneficiary Payments

Payments made for deceased and/or fictitious beneficiaries and
false documentation submission to prolong disability payments.

MEDIUM
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Table 4: Fraud Risks

Overall Risk

Fraud Risk Sub-Category Risk Description ;
Ranking
Segregation of Duties: If the system has not documented specific
Information Technoalogy and Security Segregahonlof Duties policies an_d procedures, th_en thereisa mskthat_ staff MEDIUM
and users will be unaware of guidance for ensuring proper Segregation of
Duties in the system.
Other Knowledgeable employee doesn't report known or suspected fraud, waste MEDIUM
or abuse to the Office of the Inspector General (OIG) Hotline Program.
Purchase GPC: Illegal, improper purchases, or improper payments. LOW
Lack of or insufficient controls to monitor the utilization of fleet cards may
Fleet Cards lead to the risk of employees’ misuse of the fleet card to purchase fuel for LOW

personal usage.

Improper Handling of Controlled Materials: There is a risk of losing ac-
Asset Safeguards countability of classified or Arms, Ammunition, and Explosives (AA&E) LOW
shipments caused by not confirming drivers’ clearance.

Improper Handling of Controlled Materials: Not properly safeguarding

Asset Safeguards classified material at the time of receipt. LOW

Asset Safeguards Impr_oper Handling of Controlled M;terlals: F_aﬂure to take the proper pre- LOW
cautions when transporting classified material.

Asset Safeguards Improper Handling of Controlled Materials: Failure to check door seals and LOW

taking proper action when seals are broken or missing.

Receipt and Acceptance: Inventory receipt and acceptance could be subject
Asset Safeguards to a misstatement of actual inventory quantities received versus actual in- LOW
ventory quantities recorded.

Risk that cooperative agreement award recipients will use award funding
for expenses thatare notinthe scope of the agreement. The aggregate val-

Grants ue of DLA's 91 annual cooperative agreement awards is about $43 million. HOk
No individual award exceeds $1million.
Other Potential Fraud resulting from noncompliance with the standards of con- LOW

duct and the Agency ethics program.
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The DLA is in the process of implementing financial and
administrative controls to mitigate the above fraud risks.
DLA appointed a CRO and is in process of developing and
implementing an ERM and Internal Control program to address
the full spectrum of DLA's risk portfolio and key internal
controls across all organizational and business aspects. Once
fully established, DLA will be able to modernize and integrate
risk management and internal control activities into an ERM
framework resulting in improved mission delivery, reduced

costs, and corrective actions focused toward key risks.

Furthermore, DLA developed andis progressing with corrective

actions to address the shortfalls in the OMB Circular A-123
Program, and senior leaders at all levels of the organization
are committed to incremental improvements to establishing a
risk based control environment. Additionally, DLA outsourced,
developed, and implemented OMB Circular A-123 training and
specialized workshops for senior executives, assessable
unit managers, process cycle integrators and process health
organizations to ensure the workforce possesses the requisite
skills to develop, implement, and sustain a robust system of
risk and internal controls throughout the Agency.

Navy Welcome

Sailors salute Thai military
leaders as they arrive for a visit
aboard the aircraft carrier USS
Abraham Lincoln in the South
China Sea, Dec. 23, 2019. The
visit provided an opportunity for
the Thai officials to familiarize
themselves with U.S. Navy carrier
operations and reinforce long-
standing U.S.-Thai relations.
Photo By: Navy Petty Officer 3rd

Class Darion Chanelle Triplett
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VENOM VIEW

A Marine Corps UH-1Y Venom participatesin a close air support exercise in Brawley, Calif.,

Oct. 3, 2019, during a weapons and tactics instructor course.

Photo By: Marine Corps Cpl. Adaezia Chavez




Appendix / Summary of FMFIA Definitions and Reporting

APPENDIX A: SUMMARY OF FMFIA DEFINITIONS
AND REPORTING

Category Definition Reporting
A. Exists when the design, implementation, or operation of a Internal to the organization
control does not allow management or personnel, in the and not reported externally.
normal course of performing their assigned functions, to Progress against CAPs
achieve control objectives and address related risks. must be periodically

assessed and reported to
B. Deficiencyin Design: A deficiency in design exists when: Agency management.

(1) a control necessary to meet a control objective is
missing

(2) an existing control is not properly designed so that
even if the control operates as designed, the control
objective would not be met.

Control Deficiency

C. Deficiencyin Implementation: A deficiency in implemen-
tation exists when a properly designed control is not
implemented correctly in the internal control system.

D. Deficiency in Operation: A deficiency in operation exists
when a properly designed control does not operate as
designed, or when the person performing the control does
not possess the necessary authority or competence to
perform the control effectively.

Internal to the organization

A significant deficiency is a deficiency, or combination of and not reported exter-
L . deficiencies, in internal control that is less severe than nally. Progress against
Significant Deficiency _ o : o
a material weakness yet is important enough to merit CAPs must be periodically
attention by those charged with governance. assessed and reported to

Agency management.
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Appendix A: Summary of FMFIA Definitions and Reporting (continued)

Category Definition Reporting

A. Amaterial weakness is a significant deficiency that the Material weaknesses and
Agency Head or Director determines to be significant asummary of corrective
enough to report outside of the Agency as a material actions must be reported
weakness. Inthe context of the Green Book (http:// to OMB and Congress
www.gao.gov/greenbook), non-achievement of a through the AFR or other
relevant principle and related component resultsin a management reports.
material weakness. Progress against CAPs

must be periodically

B. Internal Control Over Operations: A material weakness assessed and reported to
ininternal control over operations might include , but is Agency management.

not limited to conditions that:

e Impacts the operating effectiveness of entry-level
controls:

e Impairs fulfillment of essential operations or
missions:

e Deprives the public of needed services; or

Material Weakness e Significantly weakens established safeguards against
fraud, waste, loss, unauthorized use, or misappropri-
ation of funds, property, assets, or conflicts of inter-
est.

C.Internal Control Over Reporting: A material weakness
ininternal control over external financial reporting
is a deficiency, or a combination of deficiencies, in
internal control, in that there is a reasonable possibility
a material misstatement of the entity’'s financial
statements will not be prevented, or detected and
corrected before issuance.

D. Internal Control Over Compliance: A material weakness
ininternal control over compliance is a condition where
management lacks a process that reasonably ensures
preventing a violation of law or regulation that has direct
and material effect on financial reporting or significant
effect on other reporting or achieving Agency objectives.
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APPENDIX B: J/D CODES, DLA HQ PROGRAM
SUPPORT STRUCTURE, ROLES AND

RESPONSIBILITIES

The following are DLA Enterprise-wide J/D Codes and DLA HQ
Program Support Structures:

DLA HUMAN RESOURCES (J]) provides the full range
of human resource services to include Operational, Human
Performance, Talent Management, Performance Management,
Labor Relations and Human Resources Policy for the DLA
workforce. DLA Human Resources recruits, hires, trains,
and sustains a mission-ready workforce for DLA and Human
Resources customers, using world-class policies, processes,
programs, and tools.

DLA LOGISTICS OPERATIONS (J3) is responsible
for the end-to-end supply chain management of DLA’'s supply
chains, providing logistics and materiel process-management
policy, guidance, and oversight. J3 integrates strategic,
operational, and tactical perspectives, as well as command
and control functions for contingency operations and logistics
supply chain planning. J3 maximizes the readiness and logistics
combat power by leveraging enterprise solutions to support
DLA's global customer base.

DLA INFORMATION OPERATIONS (J6) as DLA's
knowledge broker, provides comprehensive, best practice
IT support to the DoD/DLA Logistics Business Community,
resulting in customer support; efficient and economical
computing; data management; electronic  business;
telecommunication services: key management; and secure
voice systems for DoD, DLA, and geographically separated
operating locations. The Director of Information Operations
serves as DLA's CI0. DLA Information Operations also manages

DLA's R&D IT program.

DLA ACQUISITION (J7) is responsible for planning,
organizing, directing, and managing the procurement and
contractadministration functions for DLA acquisitioninsupport
of both internal operations and other supported activities.
The Director of DLA Acquisition also serves as the Agency’s
Component Acquisition Executive. DLA Acquisition provides
oversight of DLA Contracting Services Office.

DLA FINANCE (J8) is responsible for obtaining and
allocating resources; analyzing execution; and providing fiscal
guidance and advice to support the Agency, its business areas,
and its MSCs in accomplishing DLA's mission. DLA Finance
prepares the AFRs and guides DLA in its Audit Remediation
efforts. The Director of Finance also serves as DLA’s CFO.

DLA JOINT RESERVE FORCE (J9) provides DLA with

trained,ready,andavailablereservistsfromthe Army, AirForce,
Navy, and Marine Corps for worldwide contingency operations
and support of ongoing operations, surge requirements, and
logistics planning.

DLA OFFICE OF SMALL BUSINESS PROGRAMS

(DB) provides small business advocacy and promotes small
business utilization to strengthen the competency, capability,
andcommitmentoftheindustrialbase thatfulfills DLA's mission
as the Nation’s Combat Logistics Support Agency. DLA Office of
Small Business Programs is responsible for implementation of
the Procurement Technical Assistance Program to expand the
number of businesses capable of participating in contracts with
DoD, other Federal agencies, state and local governments, and
government prime contractors.

DLA GENERAL COUNSEL (DG) delivers professional,

candid, and independent legal advice and services to DLA.

DLA COMMAND CHAPLAIN (DH) serves as the
program manager for religious support logistics. This office
provides the DLA Director and the staff a clear picture of
workforce morale as affected by religion, ensuring the free
exercise of religionto supportthe Warfighterand the employees
inthe workplace at DLA.

DLA INSTALLATION MANAGEMENT (DM) provides

enterprise-wide Agency policy, program, and worldwide
operational support in environmental management; safety and
occupational health; installation management; public safety;
forms and policy management; and morale, welfare, and
recreation for DLA.
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DLA EQUAL EMPLOYMENT OPPORTUNITY AND
DIVERSITY OFFICE (DO) provides DLA senior leadership,
staff, and subordinate commands enterprise-wide respondent
and subject matter expertise on all Equal Employment
Opportunity Compliance oversight, Affirmative Employment
and Diversity and Inclusion.

DLA PUBLIC AFFAIRS (DP) provides public affairs

support, communication strategy development, and
engagement guidance to DLA senior leadership, staff, and
subordinate commands. The DLA Public Affairs office develops
and administers internal news and information; manages DLA
social media and public engagement policies, and develops
programs that communicate DLA's role as a Combat Support
Agency that adds value to the Defense Department, military

services, CCMDs and the American people.

DLATRANSFORMATION (DT) directorate synchronizes
strategy, policy, and process to support the Warfighter,
innovation.

strengthen alliances and drive DT manages

DLA's strategic plan, executive governance forums, and the

DLA MAJOR SUBORDINATE

The following are DLAWCF MSCs:

DLA TROOP SUPPORT, headquartered in Philadelphia,
Pennsylvania, is DLA’s lead center responsible for managing
food, clothing, medical supplies, C&E, and general and
industrial supplies worldwide. Troop Support delivers optimal,
global supply chain solutions to Warfighters and other valued
partners through five LOEs: Warfighter First, Global Posture,
Strong Partnerships, Whole of Government, and Always
Accountable. DLA Troop Support accomplishes these missions
through the following Supply Chains: Subsistence, C&T, C&E,
Medical, and IH

DLALANDAND MARITIME, headquarteredin Columbus,
Ohio, is the primary source for repair parts for DoD weapon
systems. DLA Land and Maritime supply chains support U.S.
Army, U.S. Navy Surface and Subsurface, and USMC customers
through dedicated customer relations, while working with
numerous suppliers to fulfill requirements for assigned stock
classes across the DoD. Furthermore, DLA Land and Maritime
supply chains provide logistical services directly to Army and
USMC industrial sites and Navy shipyards.

J/D Codes, DLA HQ Program Support Structure, Roles and Responsibilities / Appendix B

Agency-wide deployment of Enterprise Process Management,
Continuous Process Improvement, Enterprise Organizational
Alignment, and Enterprise Policy Management programs.

DLA OFFICE OF THE INSPECTOR GENERAL

(0IG) coordinates and synchronizes GAO and Department
of Defense Office of Inspector General (DoDIG) audits with all
DLA components; tracking, monitoring, and assessing the
implementation of audit corrective actions and communicating
completion results. They sustain strategic engagement with
the Defense Counsel on Integrity and Efficiency and their
subcommittees, as well as relationships with DoDIG Criminal
Investigative  Services, Military Criminal Investigation
Services, and other Law Enforcement Agencies. DLA OIG also
conducts administrative investigations and crime vulnerability
assessments that align with Agency risks and strategic goals.
The DLA OIG internal audit plan is derived from DLA's ERM
efforts, and also encompasses external audit projects derived

from GAO's high risk list.

COMMANDS

DLA AV|AT|0N, headquartered in Richmond, Virginia, is the
primary source for repair parts and operating supply items for
1,838 major weapon systems. The DLA Aviation supply chain
provides mapping, kitting, chemical, petroleum packaging,
gases, and cylinder items to the military services. In addition,
DLA Aviation provides engineering, sustainability, ozone-
depleting substances reserve, and industrial plant equipment
services.

DLA D|STR|BUT|0N, headquartered in New Cumberland,
Pennsylvania, is responsible for the receipt, storage, issuance,
packing, preservation, and transportation of items worldwide.
It operates a network of distribution centers around the world
that provide timely and quality support to the Warfighters.
Their Global Stock Position Plan ensures rapid distribution of
critical military items. DLA Distribution’s overseas distribution
operations are located in Europe, Middle East, and Pacific Asia
regions.

Defense Logistics Agency - FY2020 Working Capital Fund - Agency Financial Report 155



Appendix B / J/D Codes, DLA HQ Program Support Structure, Roles and Responsibilities

DLA ENERGY, headquartered in Fort Belvoir, Virginia,
serves as DLA’s executive agent for the bulk petroleum supply
chain. DLA Energy’'s business includes:

e Selling petroleum and aerospace fuels
e Arranging for petroleum support services

e Providing facility/equipment maintenance
on fuelinfrastructure

e Performingenergy-related environmental
assessment and cleanup

e Storing and transporting for bulk and
aerospace products, and Performing
quality functions for petroleum in support
of the military services, as well as for the
privatization of their utility systems

e Provides Installation Energy products and
Utility Services

DLA DISPOSITION SERVICES, headquartered in Battle
Creek, Michigan, has 1,328 civilians and 13 active duty military
in a global network of 103 field locations in 16 countries, 2
territories, and 41 states. DLA Disposition Services receives
EOU DoD property and provides ultimate disposal services
through reutilization, transfer, donation, and sales. Property
not reutilized within DoD is available for transfer to other
Federal agencies or for donation to authorized non-profit
organizations or state and local governments. Property not
reused, transferred, or donated is either competitively sold or
disposed of in an environmentally safe manner. DLA Disposition
Servicesalso arranges forthe worldwide disposal of hazardous
waste in compliance with laws and regulations.

Remote

Control

A sailor controls a
specialized robot

during a drill involving

a simulated explosive
device at Naval Support
Activity Crane, IN., Feb.
5, 2020, as part of Citadel
Shield-Solid Curtain, a
two-week anti-terrorism
and force protection
exercise. Photo By: Jeff
M. Nagan, Navy
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APPENDIX C: ABBREVIATIONS & ACRONYMS

A&FP Accounting & Finance Policy Directorate
AAS&E Arms, Ammunition, and Explosives
A/BO Approving/Billing Officials
ACT Active
ADA Anti-Deficiency Act
AFR Agency Financial Report
A/OPC Agency/Organization Program Coordinators
APR Annual Performance Report
AWARS Automated Workflow and Reporting System
BCI BUILDER Condition Indecx
BRAC Base Realignment and Closure
C&E Construction and Equipment
C&T Clothing and Textiles
CAC Common Access Card
CAGE Compromised Commercial and Government Entity
CAPs Corrective Action Plans
CARES Coronavirus Aid, Relief, and Economic Security (CARES) Act
CBY Charge Back Year
CCEs Cross-Cutting Efforts
CCMD Combatant Command
CCs Critical Capabilities
CFO Chief Financial Officers
Charge Card Act Charge Card Abuse Prevention Act
Cl Condition Index
ClO Chief Information Officer
CIP Construction-in-Progress
CMR Cash Management Report
COLA Cost-of-Living Adjustments
CcOoTS Commercial Off-the-Shelf
COVID-19 Coronavirus-19
CPIM Consumer Price Index Medical
CPM Component Program Manager
CRO Chief Risk Officer

CRR

CSRS

CTC

DATA Act

DCAS

DCIA

DFAS

DAl

DISA

DLA

DM-|

DM&R

DoD

DoE

DoL

ODCFO

DQP

DSA

DSS

DWWCF

EBS

ECC

EL

EOU

ERM

ERP

FASAB

FBwT

FCI

FEA

FECA

FEMA

FERS

Cost Recovery Rate

Civil Service Retirement System

CostTo Complete

Digital Accountability and Transparency Act of 2014
Defense Contract Administration Services
Debt Collection Improvement Act

Defense Financial and Accounting Services
Defense Agencies Initiative

Defense Information System Agency
Defense Logistics Agency

Installation Management - Installation & Equipment
Deferred Maintenance and Repairs
Department of Defense

Department of Energy

Department of Labor

Deputy Chief Financial Officer

Data Quality Plan

Defense Supply Agency

Distribution Standard System
Defense-Wide Working Capital Fund
Enterprise Business System

Resource Planning Central Component
Environmental and Disposal Liabilities
Excess, Obsolete, and Unserviceable
Enterprise Risk Management

Enterprise Resource Planning

Federal Accounting Standards Advisory
Fund Balance with Treasury

Facility Condition Index

Fuel Exchange Agreements

Federal Employees’ Compensation Act
Federal Emergency Management Agency

Federal Employees Retirement System
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FFMIA

FFMSR

FMFIA

FMR

FMS

FPAs

FRDAA

FRO

GAAP

GAO

GF

GMRA

GPC

GPRA

GSA

HHS

HQ

ICOFS

ICOR

ICOR-0

10D

IPA

IPERA

IPERIA

IPIA

IPs

IT

IUS

JLEnt

LOEs

MAC

MOA
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Federal Financial Management Improvement Act
Federal Financial Management System Requirements
Federal Managers' Financial Integrity Act
Financial Management Regulations
Foreign Military Sales

Federal Program Agencies

Fraud Reduction and Data Analytics Act
Financial Reporting Organization

Fiscal Year

Generally Accepted Accounting Principles
Government Accountability Office
General Fund

Government Management Reform Act
Government Purchase Card

Government Performance and Results Act
General Services Administration

Health and Human Services

Headquarter

Internal Controls Over Financial Systems
Internal Control over Reporting

Internal Control over Operations
Identification

Industrial Hardware

Insight on Demand

Independent Public Accounting

Improper Payments Elimination and Recovery Act of 2010

Improper Payments Elimination and Recovery Improvement Act

Improper Payments Information Act of 2002
Improper Payments

Information Technology

Internal Use Software

Joint Logistics Enterprise

Lines of Effort

Moving Average Cost

Memorandum of Agreement

MOCAS
MSC
NDAA
NDS
NFR
NRV
NSA
NSNs
OCONUS
ODCFO
0ODOs
0

0IG
OMB
OPM
0sD
OSHA
OUsD
0uUsD(C)
owcCP
P3
PMO
PP&E
PPA
PPE
R&D
RACER
RCRA
RSI
RTD
RMIC
SAO
SAP
SCM

SFFAS

Mechanization of Contract Administration Service
Major Subordinate Command

The National Defense Authorization Act
National Defense Strategy

Notice of Findings and Recommendations

Net Realizable Value

National Security Agency

Non-National Stock Numbers

Outside the Continental United States

Office of the Deputy Chief Financial Officer
Other Defense Organizations

Other Information

Office of the Inspector General

Office of Management and Budget

Office of Personnel Management

Office of the Secretary of Defense
Occupational Safety and Health Administration
Office of the Under Secretary of Defense

Office of the Under Secretary of Defense (Comptroller)
Office of Workers’ Compensation Programs
Public-Private Partnerships

Program Management Office

General Property, Plant, and Equipment
Prompt Payment Act

Personal Protective Equipment

Research & Development

Remedial Action Cost Engineering and Requirements
Resource Conservation and Recovery Act
Required Supplementary Information
Reutilization, Transfer, and Donation

Risk Management and Internal Control

Senior Accountable Official

Systems Applications and Product

Supply Chain Management

Statement of Federal Financial Accounting Standards
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SFIS Standard Financial Information Structure
SFP Standard Fuel Price
SLOA Standard Line of Accounting
SOA Statement of Assurance
SMC Senior Management Council
SMS Sustainment Management System
SNS Strategic National Stockpile
SRM Sustainment, Restoration and Maintenance
TAS Treasury Account Symbol
TBA ToBe Acquired
TDD Treasury Direct Disbursing
TF Transaction Fund
Tl Treasury Index
TNC Treasury Nominal Coupon
us. United States
uco Unfilled Customer Orders
ubo Undelivered Orders
USMC United States Marine Corps
USSGL U.S. Standard General Ledger
VVE&A Validated, Verified, and Accredited
WCF Working Capital Fund
WMS Warehouse Management System
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