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INTRODUCTION 

The National Security Act of 1947 established the Department of 

Defense which consists of the Departments of the Army, Navy, and Air 

Force. Prior to the enactment of this law, the Department of the Air 

Force was part of the Army and followed Army financial procedures and 

practices. The procedures and practices consisted primarily of budgets 

based on obligations and a system of appropriations and appropriation 

accounting in accordance with the Budget and Accounting Act of 1921. The 

three military services are required to comply with the general provisions 

of the Budget and Accounting Act of 1921 as amended; however, the details 

of implementation are different for each department. 

The purpose of this study is to review the financial management 

exercised over the use of resources (manpower, materiel, and fiuxds) which 

are necessary in the operation of an Air Force installation and to evalu

ate these controls by comparison with generally accepted commercial 

practices. 

The reasons for this study are twofold. The first reason concerns 

the amount of money expended by the Air Force. In Fiscal Year 1959 it is 

estimated that the Air Force will expend about 19 billion dollars. This 

is roughly 24% of the total Federal Government expenditures of 79.2 billion 

2 
dollars. It has been estimated that approximately 90% of the funds 

^ F. Eastman, "Defense Fiscal Year 1959 Funds Total $41 Billion," 
Aviation Week, LXIX (September 5, 1958), 26-27. 

^ U. S. President, D, E. Eisenhower, Budget Bureau, 1959 Federal 
Budget Midyear Review, (Washington, D.C: U.S. Government Printing Office, 
1958). p. 15. 



available to the Air Force are expended at the Air Force installation 

level. Each Air Force installation is responsible for the expenditure 

of millions of dollars annually for salaries, materiel, and services. 

The Air Force is an activity consisting of decentralized operations (the 

Air Force installation) with centralized control (Headquarters U. S. 

Air Force through major air commands to the installation). To control 

and manage such sums of money, expended by a large number of installa

tions, requires specific procedures and practices. While the profit 

motive is absent from the operation of the Air Force installation, the 

resources (manpower, materiel, and funds) utilized to provide a force for 

the defense of the United States are analogous to the resources utilized 

by commercial concerns. The end product is different but the resources 

are the same. Therefore, it appears reasonable that generally accepted 

commercial practices used in controlling and managing these resources in 

business and industry should be adaptable to operations at the Air Force 

installation. 

The second reason for this study is to provide readers who are 

interested in financial management of large organizations an insight into 

the financial management practices at the Air Force installation level, 

where the major portion of the Air Force dollars are utilized. 

Financial management of an Air Force installation is a broad area, 

and a detailed study of the financial management of any one of the major 

resources (manpower, materiel, and funds) could be developed into a number 

of studies utilizing various approaches and much more detail than is 

^ C. B. Stone, "U.S.A.F. Seeks More Efficient Management," Aviation 
Week, LXII (April 4, 1955), 17, 
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included herein. In order to delimit this study, the author has attempted 

to limit the discussion to principles and comparisons as shown by actual 

practices observed at Air Force installations rather than detail proce

dures; however, a certain amount of detail is necessary and cannot be avoided. 

The procedures used in collecting the information included herein 

consisted of review of various Air Force publications, study of published 

works and periodicals in the Texas Technological College library pertain

ing to financial management in governmental and in commercial activities, 

and careful investigation of financial management practices of two Air 

Force installations (a Training Command installation and a Tactical Air 

Command installation). 



CHAPTER I 

THE FLOW OF FUNDS FROM THE UNITED STATES TREASURY 

TO THE AIR FORCE INSTALLATION 

The Treasury Department of the United States has established five 

major funds to be used in the operation of the various activities of the 

government. These funds are: 

1. General Fund 
2. Revolving Fund 
3. Special Fund 
4. Deposit Fund 

5. Trust Fund 

The primary source of funds used to finance the operation of an 

Air Force Installation is the Operation and Maintenance Appropriation 

which is contained in the General Fund. The secondary source is the Air 

Force Stock Fund which is contained in the Revolving Fund. 

Appropriations 

In order to make money held in the General Fund of the Treasury 

available for use by the Department of the Air Force and, in turn, the 

Air Force installation, an appropriation bill is enacted by the Congress. 

The appropriation is the result of the submission of a budget by the Air 

Force and review of this budget by the Department of Defense, by the 

Bureau of the Budget, and by the President, followed by Congressional 

approval and signature by the President. Signature by the President sets 

a series of actions in motion which culminates in funds eventually being 

made available to the Air Force installation as described in the follow

ing paragraphs. 



Appropriation Warrants 

The Treasurer of the United States, through the use of a document 

called "Appropriation Warrants," advises the Department of the Air Force 

of the appropriations enacted and the amounts thereof. A copy of this 

document serves as the official basis for recording transactions in the 

records of the Air Force. 

Annual Budget Authorizations 

Headquarters United States Air Force issues annual budget authori

zations, based on the amount of fimds appropriated and certified by the 

Appropriation Warrants, to the major air commands. The major air commands 

in turn distribute these authorizations to the intermediate commands and/or 

installations. The annual budget authorization does not authorize the 

Air Force installation to incur obligations or expend fiinds. It advises 

the receiving activity of the amount of funds that are currently programmed 

to be available for use during the course of the fiscal year by budget 

program and/or budget project. This is the first step in the funding 

process. 

Apportionment of Funds 

Headquarters United States Air Force initiates an apportionment 

schedule based on the financial plan approved by the Secretary of the Air 

Force and sends it to the Bureau of the Budget. The apportionment schedule 

^ Air Force Manual of Budget Administration, 172-1, Par. 40202. 
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is a request for cash and outlines the quarterly phasing or rate at which 

the Air Force plans to spend the money which has been appropriated. The 

apportionment schedule approved by the Bureau of the Budget is the authority 

for Headquarters United States Air Force to release cash to the lower eche

lons. 

Allocations and Allotments 

The release of cash to the major air commands by Headquarters United 

States Air Force is accomplished by the use of allocations, which are devices 

used to delegate authority to the major air commands to issue an allotment 

for each appropriation for which an annual budget authorization has been 

received. Upon receipt of the allocation, the major air command issues 

either a sub-allocation, if intermediate commands are involved, or an allot

ment to the using installation if there are no intermediate commands. 

The allotment received at the Air Force installation is the author

ity for the incurrence of obligations and also serves as a control on the 

amount that can be obligated during a specific period of time, usually a 

quarter of a fiscal year- Two points should be noted in connection with 

this final step in making funds available to the Air Force installation. 

The use of the word "cash" does not mean cash In the literal or physical 

sense. It is a paper transaction only. The Accounting and Finance Officer 

of the Air Force installation gets the actual cash from designated Federal 

Reserve Banks in the area. The second point is that allotments are made 

at the appropriation level. In other words, the allotment can be applied 

to any budget project within that appropriation for which the installation 

has an annual budget authorization. This provides flexibility in operations 
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by permitting the use of the allotment or cash for the higher priority 

requirements among the various budget projects within the appropriation. 



CHAPTER II 

APPROPRIATIONS AVAILABLE TO AN AIR FORCE INSTALLATION 

Appropriations 

In order to provide a means of identification and control of appro

priated funds made available to the various segments of the Federal (Sovern-

ment, the Treasury Department has established a system of titles and symbols 

which identify the following items: 

a. The activity responsible for administering the funds. 
For example, the Air Force, Army, or Navy. 

b. The purpose for which the funds are appropriated. 
For examples, see subsequent paragraphs of this 
chapter. 

c. Length of time the appropriation is available for 
obligation. There are annual, multiple year, and 
continuing or no-year appropriations. Under an 
annual appropriation the funds must be obligated 
in the specified fiscal year. Under multiple year 
appropriations the fimds must be obligated in the 
specified fiscal years. Continuing or no-year 
appropriations are available for obligation until 
the funds are obligated or until the purpose for 
which the funds were appropriated is accomplished. 

The Appropriation and Budget Code for General Funds of the Treasury 

which pertain to the Air Force, contains some 138 pages of descriptions 

of appropriations, budget programs, projects and subprojects*; These des

criptions are too detailed and voluminous for inclusion herein; however, 

^ Appendix A, Air Force Manual of Account Structures and Codes, 
170-7. 
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the titles of the appropriations listed below give a reasonably good indi

cation of the purpose of the appropriations. 

Aircraft, Missiles and Related Procurement 
Procurement Other than Aircraft and Missiles 
Military Construction 
Operation and Maintenance 
Military Personnel 
Research and Development 
Reserve Personnel 
Air National Guard 
Military Assistance 
Miscellaneous (Economy Act Working Funds and 

Successor Appropriations) 

In addition to the appropriations from the (General Fund of the 

Treasury, there are appropriations available from the Revolving Fund, 

Special Fund, and Trust Fund as indicated below." 

Revolving Fund 
Defense Production Guarantees, Air Force 
Air Force Management Fund 
Distant Early Warning Line 
Central Federal Catalog Office 
Air Force Stock Fund 

Clothing Division 
Medical-Dental Division 
Aviation Fuels Division 
ComolsBary Division 
Air Force Academy Division 
General Supplies Division 

Air Force Industrial Fund 
Printing Services 
Laundry and Dry Cleaning 
Airlift Services 

Acquisition, Rehabilitation and Rental of Wherry Act 
Housing, Defense (Air Force activity) 

Special Funds 
Wildlife Conservation, Etc., Eglin Field Reservation, 
Air Force 
United States Departo^nt of the Air Force General 
Gift Fund 

^ AFM 170-7B, Par. 10220, 
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3 
Budget Accounts 

In addition to the appropriations, a series of budget accounts have 

been established which reflect a further refinement of the appropriations 

and serve to identify the specific purpose for which the funds may be used. 

These budget accounts are divided into three successive levels as follows: 

Budget Program—the first level below the appropriation 

Budget Project—a subdivision of the budget program and 
the second level below the appropriation 

Budget Subproject—a subdivision of the budget project and 

the third level below the appropriation 

Budget accounts represent the lowest level below the appropriation 

at which fund accounting will be maintained and are required by the budget 

and accounting classification requirements of Title IV, National Security 

Act and Public Law 863, 84th Congress. Reports, both budget (budget esti-

BUttes and financial plans) and accounting (status of allotments) must be 

made at this level for: 

1. Amounts made available through allotment 

2. Commitments 

3. Obligations 

4. Disbursements 

5. Adjustments to the foregoing 

6. Approprxaiion Reimbursements 

Example of Appropriation and Budget Code 

The following is an example of an Air Force appropriation and budget 

3 A condensation Ox' AFM 170-7, Par. 10205, 
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code: 

5793400 P478.1 

Breaking this coding into its component parts it is read as follows: 

57 9 3400 P 47 8 Jl. 
Department of the Air Force 

• • • • • 
Fiscal Year 1959 

• • • • 
Operation and Maintenance Appropriation . 

• • • 
Budget Program (470 Medical Support) 

* • 
Budget Project (478 Operations and 

Maintenance of Medical Treatment 
Facilities) 

Budget Subproject (. 1 Hospitals) 

These codings, together with supplementary coding indicating the 

major air command, the responsible accounting and finance officer, the 

object class, the asset or expense code, and the reimbursement codes are 

inscribed on all documents evidencing financial transactions and provide 

the basis for posting in the accounting records. 

Appropriations and Budget Projects Available 
to an Air Force Installation 

Not all of the appropriations and budget projects would be made 

available to any one Air Force installation. The appropriations and budget 

projects made available to a particular installation depend upon the need, 

mission, and responsibility of the individual installation. The following 

descriptions, extracted from Appendix A, Appropriation and Budget Code, 

AFM 170-7B, constitute the major budget projects which are alloted to an 

Air Force installation having training as a primary mission. In the interest 

of brevity, only the description of the appropriation and the titles of the 
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budget programs, projects, and subprojects have been included. 

Operation and Maintenance Appropriation 

For operation and aaintenance of (1) Air Force and Air Force 
Reserve aircraft, equipment, installations, and facilities; 
(2) aircraft fuel and oil; (3) logistical, training, opera
tional, medical, and service wide support, including opera
tion and maintenance of Air Force installations, depots, print
ing and reproduction plants, schools, hospitals, and dispen
saries, and other facilities; (4) centrally procured supplies 
and equipment specifically provided for herein; (5) local pro
curement of goods and services; (6) contract technical services; 
(7) distribution of material, air combat maneuvers, movement of 
organization equipment and impedimenta, medical care, disposition 
of remains, welfare and morale services; (8) coBuoand administra
tion; (9) commercial communications systems; (10) mission and 
attache offices, inter-American and intematioual projects; and 
(11) emergency and extraordinary expenses as authorized by the 
Secretary of the Air Force. Excludes }aiuor coustructiou provided 
for in budget program 340, Military Construction appropriation. 

Budget Program 440, Training Support 

Budget Project 443, Schools and Training 

Budget Project 448, Base Operations and Maintenance 

Budget Project 449, Major Repairs 

Budget Project 449.1, Major Repairs and 
Rehabilitation 

Budget Project 449.2, Emergency Repairs 

Budget Project 449.3, Modification 

Budget Program 470, Medical Support 

Budget Project 478, Operations and Maintenance of 
Medical Treatment Facilities 

Budget Project 479, Major Repairs 

Budget Project 479.1 Major Repairs and 
Rehabilitations 

Budget Project 479.2, Emergency Repairs 

Budget Project 479.3, Modification 
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Military Personnel Appropriation 

For pay and allowances of military personnel; PCS Htovements 
of military personnel; procurement of subsistence; and other 
military personnel costs, such as apprehension of deserters, 
interest on airmen's deposits, mortgage insurance and death 
gratuities . . . . 

Budget Program 530, Movements—Permanent Change of Station 

Budget Project 531, PCS Movements—Land Travel 

Budget Project 531.10, PCS Movements of Indi
viduals Within Major Air Commands 

Budget Program 550, Subsistence in Kind. 

Budget Project 551, Subsistence in Kind. 

4 
Revolving Fund Accounts 

Revolving Fund Accounts are those fund accoxints established under 
specific provisions of law: (a) to finance a continuing cycle of 
operations to which reimbursements and collections are returned 
for re-use in such a manner as to maintain the principal of the 
fund and such receipts from such operations remain available in 
their entirety for the use of the fund; and (b) to facilitate 
accounting for and administration of intragovemmental opera
tions which are financed by two or more appropriations. 

Air Force Stock Fund (AFSF) 

Budget Project 961, Clothing Division, AFSF 

Budget Project 962, Medical-Dental Division, AFSF 

Budget Project 964, Commissary Division, AFSF 

Schedule 1 has been included to provide the reader with an indica

tion of the scope and content of the budget projects indicated in the 

title. These budget projects constitute the major portion, on a dollar 

basis, of the funds alloted to an Air Force installation having training 

as a primary mission. 

^ AFM 170-7B, Par. 10233. 
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'ine i.vjdget projects available to an installation within the Tactical 

Air Command would differ on the following points: 

1. Budget Project 443, Schools and Training, would not 
be alloted. 

2. Budget Project 458, Base Operations and Maintenance, 
would replace Budget Project 448, Base Operations and 
Maintenance. The description and content of projects 
448 and 458 are identical except that operational sup
port is substituted for training support. 

3. Budget Project 459, Major Repairs, would replace 
Budget Project 449, Major Repairs. The same differen
tiation exists between projects 449 and 459 as exists 
between project 448 and 458. 

Summary 

From the above descriptions of the fimd accounts and Schedule 1, 

it is apparent that all costs generated by the operation of an Air Force 

installation are not funded at the installation level. Such items as mili

tary pay and allowances, aviation fuels, and centrally procured supplies 

and equipment are paid by other major air commands (Air Materiel Command), 

the parent major air command, or Headquarters United States Air Force. 

An indication of the extent of funding from each of these sources for 

Fiscal Year 1959 for an installation within the Air Training Command 

and the Tactical Air Command is shown below. 

Locally funded 

Funded by Parent Major Air Command 

Funded by Air Materiel Command 

Funded by Headquarters USAF 
(Military Pay and Allowances) 

Air Training 
Command 

Installation 

3 ^ 

13% 

2% 

51% 

Tactical 
Air Command 
Installation 

10% 

18% 

^ 

68% 
100% 100% 



CHAPTER III 

PREPARATION OF BUDGET ESTIMATES AND FINANCIAL PLANS 

The Budget Cycle 

The overall budget cycle for the Air Force covers a period of 

34 to 36 months. This discussion is concerned with the last 18 months of 

that cycle, the phase during which the major air commands and the Air 

Force installations are primarily concerned with that cycle. The first 

1@ to 18 months of the cycle are devoted to the preparation of plans and 

programs at Headquarters United States Air Force and higher levels of the 

Government. This phase is beyond the scope of this thesis. 

Principles 

Preparation of Air Force budgets is based on the following Basic 

Principles and Budget Estimating Principles: 

Basic Principles: 

a. The Air Force budget system is based on universal recogni
tion of the fact that & budget is primarily a financial blue
print of a projected plan of action of an organization for a 
definite period of time, with the fundamental objective of 
using financial resources in the most effective and efficient 
manner. 

b. The Air Force budget structure is designed to segregate re
quirements for capital items from operating costs; to segregate 
fund requirements of Air Force programs by appropriations, bud
get program, and project; and to provide funds to using activi
ties in the miniraiun number of fund pockets. 

^ AFM 172-lH, Par. 10307. 
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c. The Air Force budget function operates through the medium of 
specific or closed allotments, to the greatest possible extent, 
in accordance with established management principles. 

d. Responsibility for budget estiiaatiî ig and fund administration 
follow established organizational lines of responsibility. 

e. Responsibility for management of funds and flexibility of fund 
utilization is delegated to Air Force Commanders consistent with 
the requirements of Air Force laauagement and limitations imposed 
by the Executive and Legislative Branches of the Federal Govern
ment. 

f. Funds available to the Air Force are programmed in their 
entirety. No unprogrammed reserves will be maintained at any 
echelon of command imless approved by Headquarters USAF. 

Budget Estimating Principles. 

a. The Air Force budgets for all mission responsibilities assigned 
to it. 

b. The Department of the Air Force budgets in accordance with the 
terms of specific agreements with the Departments of the Army 
and Navy for common, cross, combined, and Joint services, and 
directives of the Department of Defense and the Bureau of the 
Budget. 

c. The Air Force budget is based on programs promulgated by Head
quarters USAF. 

d. The Annual Call for Estimates is issued by Headquarters USAF 
to commands. 

e. Budget estimates must have actual validity and be capable of 
support on a realistic basis. 

f. Estimates submitted by coBuoands and by designated Headquarters 
USAF staff offices will be used to develop Air Force estimates. 
Estimates are developed with full active participation of the staff 
elements responsible for the function or activity for which the 
budget is being prepared. 

g. Air Force estimates are reviewed by operating agencies, the 
Director of the Budget, Headquarters USAF Staff Offices, and 
the Air Force Budget Advisory Committee to determine adherence 
to programs and proper operational balance. 

h. After departmental approval, estimates are reviewed, in turn, 
by the Secretary of Defense, Bureau of the Budget, and Congress. 
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While all of the principles upon which Air Force budgets are based 

are not analogous to budgeting for business concerns, the overall concepts 

are in general agreement.*^ 

Definition of Budgeting 

Paragraph (a) under Basic Principles provides a good definition 

of a budget; however, a more concise and comprehensive definition is the 

one used by the Deputy for Comptroller, Tactical Air Command, which defines 

a budget as: 

. . . a pricing of the program, application of funds to carry out 
the program, and follow up action to insure that funds are being 
applied as intended.*̂  

This definition contains the basic elements of a budget or budget

ing: (a) a plan of operations or program expressed in terms of cost, and 

(b) a mecns of measurement and control is present to gauge the accomplish

ment of the plan. 

^ Glen A. Welsch, Budgeting: Profit-Plajaning and Control (Engle-
wood Cliffs, New Jersey: Prentice-Hall, Inc., 1948), Chaps. 1-3. Raymond 
Villers, "Industrial Budgeting," Handbook of Industrial Engineers and 
Management, ed. W. Grant Ireson and Eugene L. Grant (Englewood Cliffs, 
New Jersey: Prentice-Hall, Inc., 1955), Sec. 16. Josiah Brooks Heckert, 
Business Budgeting and Control, (New York: The Ronald Press Co., 1946), 
Chap. 1. Robert W. Johnson, Financial Management (Boston: Aliyn and 
Bacon, Inc., 1959), pp. 84-86. George Hillis Newlove, Aubrey C. Smith, 
and John Arch White, Intermediate Accounting (rev. ed.; Boston: D.C. Heath 
and Co., 1948), Chap. 24. H. A. Finney, Principles of Accounting Advanced 
(3rd ed.; New York: Prentice-Hall, Inc., 1946), Chap. 57- The reader is 
referred to Jesse Burkhead, Government Budgeting, (New York: J. Wiley, 
1956), pp. 271-273, for a discussion of the similarities and differences 
between commercial and governmental budgeting. 

^ "Budget Loves Accoimting," Comptroller News, Department of the 
Air Force, April, 1956, p. 6. 
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Sequence of Preparation of Budget Estimates 

The Directorate of Budget, Headquarters United States Air Force, 

issues the annual call for budget estimates to the major air commands in 

January of each year. This call for estimates is for the fiscal year 

beginning July 1, of the ensuing calendar year, or some 13 months after 

the call is issued. The call outlines the programming documents to be 

used in the preparation of the estimates and any changes to previously 

established procedures. The major air command is responsible for the 

preparation of the estimates and 

. . . to the extent found necessary requires subordinate organi
zations to develop estimates of requirements for specific items 
or services required by the command in the preparation of its 
budget estimatesi 

Upon receipt of the call for budget estimates from the major air 

command, usually late in March or early April, the Budget Officer at the 

Air Force installation issues the necessary forms, instructions, etc., to 

the various operating activities for computation of the estimated require

ments. Activities generally responsible for preparing estimates for the 

items of expenses indicated include but are not limited to: 

1. Transportation Officer—Commercial transportation. 

2. Installation Engineer—Contractual maintenance of 
real property and other facilities, utilities, and 
equipment required to complete authorized equipment 
lists for the organization. 

3. Communications Officer—Commercial communications. 

4. Operations Officer—Temporary duty travel. 

5. Maintenance and Supply Group—Contractual maintenance 
of equipment, supplies such as ground petroleum, stocks 

AFM 172-1, Par. 10302. 
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for inventories, equipment required to complete author
ized equipment lists for units under its Jurisdiction, 
and authorized levels of equipment inventories. 

0. Air Base Group—Contractual services such as food ser
vice (if contracted), laundry and dry cleaning, and 
off-duty education; furniture for bachelor officers' 
quarters, family housing, and airmen's doi*mitories; 
and equipment required to complete equipment authori
zation lists for units under its Jurisdiction. 

7. Hospital—All expenses chargeable to Budget Project 478. 

8. The Budget office prepares the estimate for civilian 
personnel costs with the co-operation and co-ordination 
of the Manpower and Civilian Personnel offices. 

The procedure of requiring the operating activities to prepare 

and Justify budget estimates pertaining to their area of activity follows 

generally accepted commercial budgeting practices. 

The completed estimates are returned to the Budget Officer who 

reviews them for completeness, compliance with instructions, balance 

among' the various elements, and effects any corrections witn the concur

rence of the preparing activities. The completed estimate is reproduced 

and assembled by budget project and appropriation. The completed esti

mate is reviewed by the Base Budget Advisory Committee. 

The Base Budget Advisory Committee serves in an advisory capacity 

to the Base Commander on financial matters. It is generally composed of: 

the Wing Executive Officer as Chairman, Air Inspector, Comuunications 

Officer, Base Supply Officer, Installation Engineer, Commanders of the 

Air Base Group, Maintenance and Supply Group, and the Hospital; the 

Comptroller, and the Budget Officer. 

•̂  Welsch, pp. 20-22; Heckert, pp. 19-20; Floyd H. Rowland and 
William H. Harr, Budget for Management Control (New York: Harper and 
Bros., 1945), pp. 26-37; and Frederick C. Mosher, Program Budgeting 
Theory and Practice (Chicago; Public Administration Service, 1954). 
p. 130. 
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The practice of reviewing budget estimates by a budget advisory 

comaiittee is carried on up through the chain of command to Department of 

the Air Force level. The budget advisory committees are comparable in 

composition and purpose to the budget committees that are recommended for 

use in business. 

After the review by the Base Budget Advisory Committee is completed 

and any corrections made, tne estimate is forwarded to the major air com

mand for review and preparation of the command estimate. The command 

estimate i& forwarded to Headquarters Air Force which uses the information 

furnlBhed by the major commands to prepare the Air Force budget. Once 

the Air Force budget has been prepared, another series of reviews is 

initiated which carries the Air Force budget through the Department of 

Defense, the Bureau of the Budget, the President, and the Congress. The 

end result is the enactment of a Federal Law or Appropriation. 

Definition of the Annual Financial Plan 

The annual financial plan is defined as follows: 

A vehicle to express the funds required to accomplish the objec
tives stated in the current operating program.^ 

Sequence of Preparation of Financial Plans 

The Directorate of Budget, Headquarters Air Force, issues the call 

to the major air commands for the anjaual financial plan in January for 

^ Welsch, pp. 20-22; Heckert, p. 23; Rowland, pp. 26-27; and 
Mosher, p. 165 

^ AFM 172-1, Par. 40302. 
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the fiscal year beginning July 1, of the current calendar year. The 

major air commands in turn issue the call for the installation financial 

plan usually in late January or early February. 

The preparation and review procedure for the annual financial plan 

is identical to that for budget estimates with two exceptions. These 

exceptions are: 

1. The review procedure is more detailed and involves 
closer scrutiny than that accorded the budget esti
mate. There are several reasons for this. 

a. The budget estimates are prepared for a period 
beginning some 12 to 14 months later, covering 
a period 24 to 26 months in the future while 
the annual financial plan is prepared for a 
period beginning three to four months later 
and covering a period extending to 15 to 16 months 
in the future. The planning and programming infor
mation is better for a shorter period of time. 

b. There are more recent experience factors avail
able for use. 

c. At the time the annual financial plan is being 
prepared, the budget estimate for the same fiscal 
year has been through a review by the Secretaries 
of the Air Force and Department of Defense, the 
Bureau of the Budget, and the President, and thus 
reflects the impact of overall policy regarding 
expenditures for defense purposes. Furthermore 
and perhaps more important, the Congressional 
committees have begun their hearings and reviews. 
Thus an indication of the amount of funds that 
can be expected for the ensuing fiscal year is 
present. This places the Air Force in a position 
similar to a business concern which has completed 
its sales forecast for the upcoming fiscal year. 
The business concern and the Air Force know the 
approximate amount of funds that will be avail
able for operation, and the problem resolves 
into one of determination of the most profitable 
use of the revenue for the business concern and 
the most effective use for the Air Force of the 
available funds. (See Tentative Obligation 
Limitations in subsequent paragraphs of this 
chapter for a discussion of the mechanics of 
this procedure.) An indication of the extent 

of the review accorded the financial plan at 
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Headquarters Air Training Command is shown by the 
following: 

The whole staff is involved in the cycle of planning, programming, 
review and evaluation, and distribution of funds. The final product 
reviewed by the Budget Advisory Committee is a fully staffed and 
co-ordinated ATC position. 

Each base receives schedules by budget project and object class 
which show the results of reviews of their financial plans.^ 

2. The review procedure of the annual financial plan as to 
content or purpose for which the funds will be spent 
stops with the Secretary of the Air Force. The Bureau 
of the Budget reviews the phasing of the spending of 
the funds through the apportionment schedule. 

In addition to the annual financial plan there are three revi

sions submitted on a quarterly basis during the course of the fiscal year. 

The first two revisions provide an opportunity to request additional funds, 

if needed, while the third revision is simply a projection of how the funds 

currently available will be spent. 

Content of Budget Estimates and Financial Plans 

The content of budget estimates and financial plans prepared at the 

Air Force installation level for budget projects under the operation and 

maintenance appropriation can be divided into two parts, the general 

statement and the mathematical presentations supported by narrative justi

fications. 

General Statement 

The general statement is a preface to the estimate, setting forth 
the highlights of the estimates and the background material required 

^ "Budget," Comptroller News, Department of the Air Force, XI 
(February, 1959), p. 8. 
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for a clear understanding and evaluation of the estimates. Signi
ficant changes in mission should be explained, emphasizing the 
effect thereof on f\mctional responsibilities. Unusual or extra
ordinary requirements should also be explained. The general state
ment is a summary statement for the entire estimate, and is not 
Intended to be a substitute for the narrative justifications required 
in support of detailed estimates under the budget programs and 
projects.^ 

Mathematical Presentation and Narrative Justification 

To assist ir. the presentation, analysis, and justification of budget 

estimates and financial plans, a system composed of 16 object classes has 

been established. This system is a method of classifying obligation, 

expenditures or disbursements according to the type of services, articles, 

or other items involved. Subclasses have been established to provide a 

more detailed listing of the items within the object classes, particularly 

contractual services, supplies, and equipment. A listing of the object 

classes and subclasses in use at the Air Training Command installation 

investigated by the author is contained in Schedule 1, page 14. The first 

two digits in each number xmder Column 1, Object Class Code, are the basic 

object class codes and the remaining digits represent subclasses. This 

numerical system is designed for use with punch card accounting systems. 

Obligation Basis of Estimating Requirements 

Under the present system of appropriating funds, funds are requested 

and appropriated lor the fiscal year in which the obligations are incurred. 

This system is opposed to the accrual method of appropriation recommended 

by the Hoover Commission. Under the accrual method, funds would be 

^ AFM 172-1, Par. 30207. 
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appropriated to cover the goods and services actually received during the 

fiscal year. Regarding the difference between these two methods (accrual 

vs. obligation) the following interview with Joseph Campbell, Comptroller 

General of the United States is quoted: 

Question. Why do you consider the accrued expenditure basis for 
appropriations so important? In actual practice, what difference 
would it make? 

Answer. . . . Where costs are mainly salaries and travel, there is 
no great difference between the present basis of annual appropri
ations in terms of obligations to be incurred and the proposed 
basis in terms of accrued expenditures. Where there is a dif
ference, it is mainly in the financing of goods and services 
ordered but not delivered by the end of the fiscal year. 

Under the present system, funds are provided for the total 
amounts of orders for the year in which they are placed. Under 
the proposed method funds would be provided for each year in 
amounts sufficient to finance the quantities delivered. Even 
though this difference may be small . . ., the present appropri
ation basis tempts an agency to order things it may not really 
need because if it does not obligate all of the appropriation 
during the period the appropriation is available, the unused 
portion is lost. The proposed method minimizes this temptation, 
because the appropriated funds could be used only to pay for 
goods and services received during the year.-'-'' 

At Air Force installations, the major impact of the change to the 

accrual concept, if implemented, would be in the area of supplies, equip

ment, and real property maintenance accomplished by contract. Under the 

present appropriation acts it is legal to order supplies and equipment 

to meet a bona fide need of one fiscal year for delivery in the ensuing 

fiscal year. It is also legal to contract for real property maintenance 

in one fiscal year and receive the services or work in the ensuing fiscal 

year. In obligating funds at the end of the fiscal year, in addition to 

meeting the bona fide need requirement, there is a further restriction 

10 Honorable Joseph Campbell, "Government Accounting," The Journal 
of Accountancy, CIII (March, 1957), pp. 35-40. 



29 

in that not more than 10% of the first ten months obligations may be obli

gated in each of the months ol May and June. The remainder of the object 

classes for which funds are obligated, are, for all practical purposes, on 

the accrual basis. At the risk of oversimplification, the only change 

required in the computation of supply and equipment requirements would be 

the Inclusion in the computations of undelivered orders at the beginning 

and the end of the fiscal year. Implementation of the accrual concept 

will require a basic change in the wording of the appropriation acts as 

it is not now possible to order g;oods and services without legally reserv

ing funds through the citation of fimds on the contract or order. The 

wording that the appropriation acts would contain enters the realm of pure 

speculation and is beyond the scope of this discussion. This issue is 

raised to delineate a change that must be effected in some manner. 

Budget Estimates 

The basic mathematical presentation in the budget estimate is a 

series of schedules which list the amount of money requested and/or avail

able for obligation for the 16 object classes and their subclasses for three 

fiscal years by budget project. The schedules and forms used in the budget 

estimates have been omitted from this report. The reader is referred to 

Schedule 1, page 14, for an indication of the scope of the items considered. 

The three fiscal years are: Past Year—the calendar year in which the esti

mate is prepared; Current Year—the fiscal year beginning July 1 of the 

current calendar year; and the Budget Year—the fiscal year beginning 

July 1 ol the following calendar year. In other words, in preparing the 

Fiscal Year 1961 budget estimate, the Past Year is Fiscal Year 1959; the 

Current Year is Fiscal Year 1960; and the Budget Year is Fiscal Year 1961. 
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A summary schedule is prepared for each budget project for which funds are 

requested. From the total amount requested, the anticipated appropriation 

reimbursements are deducted. The resultant amount is the total direct 

obligations. These reimbursements consist of money paid into the appropri

ation for such things as the sales of neals and services in the hospital 

to dependents of military personnel, communications and utility services 

furnished non-appropriated fund activities (Officerti' and Non-coamissioned 

Officers' clubs) and sales of services and supplies to other military and 

governmental activities. Vhen the annual budget authorization is issued, 

it includes an amount for anticipated appropriation reimbursements. The 

anticipated reimbursements included in the annual budget authorization at 

the end of the fiscal year must be earned or the annual authorization is 

reduced by the unearned amount. If an installation eanis more reimburse

ments than are programmed, it cannot obligate the additional amount. The 

entries on the summary forms are supported by individual back-up pages 

and schedules which contain the method of computation and the narrative 

justification by object class tind subclass as required by the major air 

command. 

Financial Plans 

The mathematical presentation of the original annual financial plan 

is siMlar to that of the budget estimate. Howe-yer, there are two major 

exceptions: (a) a quarterly phasing of the estimated commitments, obli

gations, and expenditures is prepared, and (b) the original annual finan

cial plan Is prepared against a tentative obligation target. 
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Quarterly Phasing 

Obligations. A quarterly phasing of obligations by budget project, 

object class, and subclass is prepared for the fiscal year for which the 

financial plan is being prepared. Variations in amount between the quar

terly phasing for each object class and subclass are Justified. Justifi

cation is also required for variations between the amounts requested for 

the financial plan year, the amount that is currently available, and the 

ancMAut that was obligated in the previous fiscal year. 

Commitments. The phasing of commitments is presented by budget 

program and budget project for the year for which the financial plan is 

being prepared. Variations between the fiscal quarters are explained in 

the iii.rrative justification. 

Expenditures. The phasing of expenditures is also by budget program 

and budget project. The estimate for expenditures is for the liquidation 

or payment of obligations incurred i.i the fiscal year for which the finan

cial pi .in is being prepared and for payment of unliquidated obligations 

carried over from previous fiscal years for expired and lapsed appropria

tions. The expenditure estimate is identical to the cash payments por

tion ol a commercial concern's "Cash Budget." 

Tentative Obligation Target 

A tentative obligation target is established for each budget project 

in the operation and maintenance appropriation based on the estimated 

amount of funds that the Air Force believes Congress will appropriate. The 

obligation target requires that the amounts requested be divided into two 

parts il the target is insufficient to cover estimated fund requirements. 
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Part I contains the obligations that can be funded from the target; Part II, 

the balance of the funds requested and a brief statement of the impact of 

the failure to fund these items on the operation of the installation. The 

major portion ol the limds requested, 85 to 90% of the funds available to 

Air Force installations, are for fixed expenses. Pay of civilian personnel 

and its related costs, FICA, group life insurance, and contributions to 

retirement, comprise the major portion of this percentage. Other items 

such as communications, rent, utilities, and ground petroleum costs com

prise most of the balance. For all practical purposes, real property 

maintenance by contract, off-duty education, and other contractual ser

vices (architecture and engineer services) are the only object classes 

which could be placed in Part II in their entirety. The remainder of the 

object classes contain elements of fixed and variable expense. The Budget 

Officer and operating activities can recommend the distribution of the funds 

requested against the target into Parts I and II; but in the final analysis, 

it is the responsibility ol the installation commander to make the linal 

decision. The use ol the target lorces a carelul evaluation of the fund 

requirements. To enjoy the lull benefits of the targets and the resulting 

evaluation of fund requirements, the limitation must be realistic and cap

able ol accomplishment. Regarding budget objectives Glen A. Welsch states: 

Objectives should represent goals which are reasonably attainable 
atid yet present a real challenge. Goals set so high as to be, 
for all practical purposes, impossible ol attainment tend to dis
courage any serious ellort to attain them. On the other hand, 
goals set so low that they call lorth no special effort will 
have no meaning or incentive for supervisors. 

For budget purposes, then objectives should represent "expected 
actual," assuming efficient operations and satisfactory perform
ance under the conditions that are expected to prevail during the 
budget period.''-''' 

11 Welsch, p. 29; for comments on the "Fixed Ceiling" approach, 
see Burlthead, p. 252. 
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Revisions to the Financial Plan 

During the fiscal year three revisions to the llnancial plan are 

prepared. The lirst two revisions are similar to the original llnancial 

plan with the exception ol comparing requirements to two pre-vious liscal 

years and the tentative obligation limitation. In lieu thereol, the re

quirements are compared to the amotmt obligated in the previous liscal 

year, and the amount ol the current annual budget authorization. Diller-

ences in the projected requirements and the amount currently available 

must be substantiated by narrative Jvistification. The lirst two revisions 

are generally submitted subsequent to the close ol the lirst and second 

liscal quarters, the end of September and December, respectively. The 

third revision is simply a programming of the currently available funds 

lor the remainder ol the year. 

Revolving Fund Accoxmts 

The lollowing paragraphs provide the purposes and objectives of 

12 
stock fund operations. 

I. Establishment of Stock Ftinds 

A. Section 405 ol the National Security Act as amended, author
izes the Secretary ol Delense to require the establishment ol 
working capital lunds in the Department ol Delense for the pur
pose ol linancing inventories ol such stores, supplies, mater
ials, and equipment as he may designate. 

III. Purpose ot Stock Funds 

A. It is the purpose ol each Stock Fiud: 

^^ Extracted Irora Air Force Regulation Governing Stock Fund Operation, 
pp. 177-25, December 19, 1956. 
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1. To provide a simplilied means for consolidated manage
ment, financing, control, and accounting for the procure
ment and inventories of those items of materials, supplies, 
and equipment, the costp of which are chargeable, when 
issued lor use, to a number of consuming activities. 

2. To facilitate improved financial control ol <»}nsumption 
of material Included in such stocks through budgeting, 
financing, and accoimting for the use of such material at 
station level. 

3. To provide a means for financing the acquisition and 
holding of stocks of those items of materials, supplies 
and equipment which are distributed, in part, through sale 
to personnel of that department or other agencies of the 
Department of Defense (other than those items financed 
through non-appropriated fund activities such as exchanges), 
thus simplifying appropriation accounting and giving greater 
financial flexibility in those operations than is available 
by any other means. 

B. The objectives of the use ol Stock Funds in this manner may 
be summarized as follows: 

1. Funds will be provided automatically for replenish
ment of stocks through reimbursement of the Stock Fund 
for material consumed or sold. 

2. There will be no deterrent and no incentive to place 
obligations other than when required because of the avail
ability or nonavailability of appropriations. 

7. The institution of the requirement for financial con
trol over the cost of consumption of material carried in 
Stock Funds as a part of the normal processes of budget
ing and control over the expenditure of appropriated 
funds, la a force for greater cost consciousness, econ
omy, and efficiency in the use of such materiel that does 
not exist when financial control over materiel is con
fined to procurement and requirements. 

8. The use of a Stock Fund can be made a force for close 
control over stocks ol the respective items ol materiel 
carried in the lund through the control over llnancial 
resources ol the funds in relation to supply requirements. 
This use of the fund will provide an automatic incentive 
for limitation of inventory levels, better balanced inven
tories, and limitations of procurement requirements of 
peace-time operating stocks. 
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9. One result of the Stock Fund device la that budget esti
mates and reported costs of raaterials, supplies, and equip
ment Issued from the Stock Fund are stated upon the basis of 
consumption rather than purchase. This is a better measure 
of performance costs of those activities which use such 
materials and supplies. By this device the use of the accrual 
basis ol accoimting lor appropriations is provided in a rela
tively simple manner. This will aid in llnancial control of 
costs of operating all activities, including budgetary reviews 
of all programs. 

Budget Estimates 

The general scheme of presentation of budget estimates for divisions 

of the Air Force Stock Fund is the same as that used in the operation and 

maintenance appropriation; i.e., a general statement and a«.thematical 

computations supported by narrative justifications involving comparisons 

for three fiscal years. However, there are major differences in the mathe

matical presentations. 

The first major difference is generated by one of the purposes of 

the stock fund—to provide supplies and equipment to be sold to using 

activities and/or individuals. Thus a requirement is presented for a 

projection of sales during the fiscal year. Figure I is a replica ol a 

sales estimate. " This sales schedule is used for all three divisions 

r»l the Air Force Stock Fund (Clothing, Medn cal-Dental, and Commissary) 

lor which estimates are made at the Air Force installation level. The 

schedule is based on standard prices established by the single-manager 

responsible for each division. The schedule ol sales is portrayed by 

customer rather than by items sold and sales areas as is generally the 

14 
case in commercial concerns. Some ol the entries contained on the 

13 Air Force Manual of Procedures in Support of Air Force Stock 
Fund, 170-10, Par. 60311. 

14 The details of the sales budget are determined by the needs ol 
management and of the business concerned. Thus the form of the sales budget 
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sales schedule should be balanced or be in at least approximate agree

ment with the entries on the schedules in the estimates for the budget 

projects in the operation and maintenance appropriation or other budget 

projects and appropriations which contain proposed purchases from one of 

the divisions ol the Stock Fimd. For example, the amounts shown under 

Line 1, Air Force Appropriations, should agree with the total of the en

tries under Budget Projects 448, Base Operations and Maintenance, and 478, 

Operation and Maintenance of Medical Treatment Facilities, for object 

classes 083100, Supplies Procured from Clothing Division, and object class 

093200, Equipment Procured Irom Clothing Division (Schedule 1, page 14). 

A similar situation exists in the other divisions ol the Stock Fund. 

This balancing or bringing into approximate agreement may be complicated 

by several factors, such as the presence of tenant units of other major 

commands on the installation or the preparation of the Stock Fund esti

mates prior to preparation of estimates under the other appropriations. 

The second major difference revolves around Paragraph III B 9 

(See page 35) concerning the accrual basis ol estimating requirements 

rather than purchase requirements. A Stock Fund Operating Budget is 

prepared to show the inventory requirements. See Figure II lor a replica 

ol this budget. It lollows generally accepted commercial practices 

in preparing inventory and purchase requirements and consolidates these 

16 
two areas into one schedule. The inventory levels, coupled with the 

estimated sales, are the key to quantities ol inventory carried in each 

division ol the Stock Fund. Concerning inventory levels, the lollowing 

^^ AFM 170-10, Par. 60311. 

16 Welsch, pp. 97 and 107-111. 
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is quoted from Air Force Manual 170-10, Procedures in Support of Air 

Force Stock Fund; 

Inventory levels lor sales outlets ol the Stock Fund are set by 
the installation to meet requirements. Major air commands moni
tor these levels to insure (1) that actual inventory on hand will 
not exceed the authorized base levels and (2) that the quantity 
on hand plus the quantity on order, either by requisition Irom 
stock fund sources or from procurement sources outside the Air 
Force do not exceed projected sales, plus planned adjustment in 
inventory to obtain a projected inventory level with a rainimtim 
on order quantity at the end of the period. 

Financial Plans 

An annual financial plan, following the format for Stock Fiinds is 

prepared. It is a comparison of two fiscal years' activity with a quarterly 

phtt̂ ing of the current or financial i>la.n year. 



CHAPTER IV 

ACCOUNTING 

A complete review and discussion of the accounting system in use 

at an Air Force installation is beyond the scope of this thesis; however, 

accounting is an integral psrt ol the llnancial management concept and 

cannot be omitted. 

Briel History ol Air Force Accounting 

The accounting system currei-,tly in use at Air Force installations 

lollowE generally accepted commercial accounting principles. For the 

reader who is lamiliar with, or possesses a general understanding of, coa-

m<srcial practices, this may not appear to be important. The most strik

ing aspect of the present accounting system is its relative newness and 

the scope of the changes implemented subsequent to 1947. According to 

General Miller: 

When the Air Force was established as a separate department in 
1947, it had a series of unrelated and far from complete, single 
entry accounting systems consisting of an appropriation account
ing system and cost and statistical reporting systems in limited 
areas. 

The basis for cost accoimting was established in 1948 with the 

implementation of the Cost Control System. This system was refined in 

1952, and in 1954 the present integrated accrual accounting system was 

initiated. From 1954 to present, 1959, the basic framework has remained 

the same, although many procedural changes have been implemented. Perhaps 

1 W. I. Miller, MaJ. Gen. USAF, "Air Force Financial Management 
System," Journal of Accountancy, CII (October, 1956), 47-50. 

42 
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the most significant change since the implementation of the present system 

has been the merger ol the accounting and linance lunctions. This merger 

eliminated duplication ol work in the area of recording obligations and 

expenditures. For example, prior to the merger, two sets of records were 

maintained for commercial accounts, one in finance and one in appropri

ation accounting. Under the present system only one set ol records is 

maintained. 

The reader's attention is invited to the fact that the Air Force 

initiated action to establish an integrated, accrual type accounting 

system prior to the enactment of Public Law 863, signed August 1, 1956, 

which is quoted in part as follows: 

(c) As soon as practicable after the date of enactment of this 
subsection, the head of eac:h executive agency shall, in accord
ance with principles and standards prescribed by the Comptroller 
General, cause the accoimts of such agency to foe maintained on 
an accrual basis to show the resources, liabilities, and costs 
of operation of such agency with a view to facilitating the pre
paration of cost based budgets as required by Section 216 ol 
the Budget and Accounting Act ol 1921, as amended. The accoimt
ing system required by this subsection shall include adequate 
monetary property accounting as an integral part ol the system. 

For a discussion relative to the cost and time required to install 

accrual type accounting systems in governmental operations, the reader 

is relerred to Government Budgeting by Jesse Burkhead, and Program Bud

geting, Theory and Practice by Fredrick Mosher. The use ol this type ol 

system aligns Air Force accounting with generally accepted commercial, 

accrual accounting systems. 

U. S., Statutes at Large, LXX, 782. 
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Present Accounting System 

The accounting system at an Air Force installation consists of 

a general ledger comprised ol asset, liability, expense, revenue, inter-

olllce, and appropriation accounts with subsidiary accounting systems lor 

appropriation, expense and cost accounting, and inventory accoimting 

(monetary). The general ledger accounts control all accounting trans

actions and records lor these systems as discussed below. 

To list the chart ol accounts, describe each account, and provide 

typical entries lor each account is beyond the scope ol this thesis. 

To provide the reader with an indication ol the scope and content ol the 

chart ol accounts in the general ledger. Figure III has been included. 

It illustrates the chart ol accounts and the format of the general ledger 

trial balance which is subadtted by installations within the Air Train

ing Command on the 15th day of each month. The reader should recognize 

that while this particular form is used only by the installations in the 

Air Training Command, reports containing the same accounts are prepared 

by installations within other major air commands. 

Appropriation Accounting 

The appropriation accounting system is controlled by and subsi

diary to the appropriation or 9000 series, the liabilities or 2000 series 

and the revenue or 5000 series of accoimts in Figure H I . 

The purposes of this system are four-fold as follows: 

1. to record the receipt ol allotments by appropri
ation and budget project, 

2. to record comadtments, obligations, and expendi
tures against the allotments to insure that the 
allotiaents are not exceeded, 

3. to provide information pertaining to the current 
status of the allotments, i.e., the amounts 
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committed, obligated, and expended by object class 
and subclass during the current accounting period 
and cumulative to date with the resultant balances, 

4. to record the receipt of collections pertaining 
to sales of assets and/or services and appropri
ation refvmds. The revenue accounts are similar 
to the various income or sales accounts in com
mercial concerns. 

An example of the allotment ledger sheet. Air Force Form 407 b, 

which is used in appropriation accoxuiting systems which are mechanized 

is included as Figure IV. Regarding the format of this ledger sheet, 

the following ij< quoted: 

By virtue of accounting for accrued expenditures as an integral 
part of the Air Force appropriation accounting and finance 
system, the basis is provided for relating the appropriation 
accounts (allotment records) with the accrual basis of account
ing iu the so-called proprietary accounts. The application 
of this accrual basis of accounting together with the required 
obligational basis ("cash" basis) permits the integrated develop
ment of expenses and coft analysis on the accrual basis in har
mony vlth arid related to the appropriation accounting system. 

The format of the allotment ledger, Figure IV, is reasonably self 

explanatory; however, it is felt that an explanation of Columns (11), 

(12), (13), and (14) will clarify the Air Force concept of obligations 

and accrued expenditures. 

Entries in Column (11), Accrued Expenditures—Paid, represent the 

liquidation of accounts payable. The liquidation may be in the form of 

cash, check, or transfer voucher between appropriations. At the Air Force 

InBtallation level, with the exception of constructive delivery or advances 

for travel, delivery of the goods or services must be accomplished prior 

to payment therefor. Constructive delivery is defined as the acceptance 

^ Air Force Manual of Accounting Systems an.1 Procedures, 1?7-1, 

Par. 30903. 

i!i.w •*•,!• 
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of financial liability by the ordering or icquiring agency on the basis 

of certification by the billing or shipping agency ti:at delivery -was in 

4 
fact made to a common or military carrier. 

Entries in Column (12), Accrued Expenditures—Unpaid, represent 

the receipt of goods and/or services for which payment has not been made. 

Entries in Column (13), Undelivered Orders Outstanding, represent 

orders for goods and services which have not been received. The total 

of Columns (12) and (13) represent the various accounts payable and accruals 

in the liability section of Figure III. 

Column (14), Total Obligations, is the sum of Columns (11) through 

(13). 

Monthly reports are prepared, indicating the cumalative commitments, 

obligations, and expenditures by budget project. The date of prepara

tion of these reports varies slightly between installations; however, 

this report is generally prepared by the end of the first week following 

the end of the moath. The differences in preparation dates are due, in 

part, to the preparation of detail backup data or analysis by object class 

and subclass. For example, installations within the Air Training Command 

prepare the basic report by the end of the third working day each month. 

Detail information by subject matter area is prepared by the fifth working 

day. (See Chapter V for a discussion of subject matter areas.) Instal

lations within the Tactical Air Command prepare and submit both parts of 

the report at the same time, generally by the end of the first week fol

lowing the end of the month. This procedure is comparable to the accounting 

* AFM 170-10, Par. 60610. 
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for an advertising appropriation In a commercial concern. An overall 

statue of the appropriation, indicating the total amounts expended and 

obligated during the current period and cumulative to date, is prepared. 

An analysis or schedule of the various categories comprising the total 

expenses, current and cumulative, is then prepared. 

Expense and Cost Accounting 

The expense and cost accounting systems are controlled by and sub

sidiary to the folloving general ledger accounts: 1917 Cost Clearance 

and Undistributed Expense; 3000 Operating Expense; 3100 Military Pay and 

Allowances (at standard rates) (Statistical); 3101 Military Pay and Allow

ances (at standard rates) Contra Credits; 4010 Cost of Material Sold; 

and 4500 Non-Operating Expenses /Gain£/ and Losses. 

The expense and cost accoimting system is based on a series of 

codes which (1) identify the appropriation which financed the expense 

such as operations imd maintenance, military personnel, etc., and (2) iden

tify the specific functional activity which incurred the expense. These 

codes are used to provide the financial data for: 

(1) the operating expense budgeting require<nents and related finan
cial analysis in connection with budget admi.aistration and program 
management within the Air Force under the operating budget con
cepts required by Public Law 863 . . . . 

(2) correlation with nonfinancial operating data to meet cur
rent requirements for the justification of the budget estimates 
and annual financial plans, for the management analysis of the 
mission and functional accomplishments of the Air Force, and for 
related management purposes. 

(3) permitting the development, presentation, and justification of 
th© Air Force Budget on a "cost-basis" in accordance with Bureau 
of the Budget and the Office, Secretary of Defense instructions. 

5 AFM 170-7, Par. 10703. 
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6 

The expense and cost account codes are divided into seven series 
of accoiints to permit a direct correlation or relationship to 
the Appropriation and Budget Code. The various appropriations 
are identified by a three digit number ending in hundreds. For 
example, operation and maintenance is 400, military personnel 
500, etc. 

Under these levels of accoimts there are four additional levels 
of accounts which shred out the expenses into program, project, 
activity, and sub-activity expenses. 

Program expense accounts are the first level of classification 
below each major series of accounts and constitute the broad 
mission assignments of fimctional responsibilities to a command. 
The program expense accounts are identified by a three digit 
numerical code ending in tens. For example: 

Program Expense 
Operational Force 410 
Training 420 
Logistical 430 
Medical 440 

Project expenses represent the second level of classification 
below the major series of accounts and are also subdivisions 
of the program expense accounts. The project expenses are 
identified by a three digit numerical code constructed on the 
program expense accounts with the last digit ending in one 
through nine. For example: 

Project Expense 
Operational-Flying Force 411 
Training-Basic 421 
Logistical-Depot Maintenance Operation 431 
Medical-Professional Services 441 

Activity expenses represent the third level of classification 
below the major series of accounts and are also subdivisions 
of the project expense accounts. The activity expense accounts 
represent in general the functional responsibilities assigned 
to a squadron, office, or comparable level within a commaiid. 
The activity expense accounts are identified by a five digit 
numerical code constructed as a two-digit suffix on the project 
expense accounts with the last two digits beginning with "Ol" 
and continuing consecutively thereafter. For example: 

® Ibid., Pars. 10701 and 10703. 
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Activity Expense 
Operational—Comptroller 41906 
Training—Comptroller 42906 
Logistical—Comptroller 43906 

Kubactivity expense represents the fourth level of classification 
below the major series of accounts and are also subdivisions of 
the activity expense accounts. The subactivity expense/cost 
accounts constitute, in general, a classification by work program 
area (cost area) below the squadron, office, or comparable level. 
When cost accounting systems are available and prescribed, the 
subactivity expense accounts are designed to be expanded to meet 
such accounting requirements. The subactivity expense/cost 
accounts are identified by a seven-digit numerical code con
structed on the activity expense accounts by adding a two-digit 
suffix beginning with "Ol" and continuing consecutively there
after. For example: 

Subactivity Expense 
Operational—Comptroller Staff 

Management 4190601 
Operational—Accounting and 

Finance 4190602 

Operational—Budget 4190603 

This system of coding expenses follows generally accepted account

ing principles. 

Expense data is accumulated by functional codes for four broad 

areas: locally funded costs, command funded costs, centrally procured 

material, and military pay and allowances. These expense areas are broken 

down as indicated in Figure V. 

At the risk of overgeneralization, it may be stated that the primary 

sources of data for this system are the appropriation accounting records, 

the inventory accountiig (monetary) system, and time and attendance reports 

for civilian and military personnel. The amounts entered in the locally 

funded section agree with the amounts recorded in the accrued expenditure 

section of the allotment ledgers except for amounts representing supplies 

and equipment. The total obligations recorded in the allotment ledgers 

^ W. A. Paton (ed.). Accountant's Handbook (3rd Ed.; New York: 
The Ronald Press Co., 1948), pp. "222-22C; 
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do not agree with the amounts recorded in the locally ftinded portions 

of the expense report in the areas of supplies, equipment, and contractual 

services. These differences are due in the main to the fact that the 

appropriation accounting system is a combination of accrual and "cash 

basis" while the expense system is on the accrual or use basis. 

An expense report is forwarded quarterly to the major air command 

about the 15th day following the end of the quarter. At the Air Training 

Command installation which was investigated for this study, a local 

expense report was prepared and distributed monthly to all functional 

activities and the Base Commander about the 20th day of the month follow

ing the reporting period. At the Tactical Air Command installation 

studied, no local distribution of the expense report was> made subsequent 

to June, 1956. This may be due in part to the fact that the installation 

accounting system was not completely mechanized. Regarding mechaniza

tion of installation accounting systems, the following is quoted: 

Attempts to speed up publication of complete financial state
ments prior to the third week after the end of the reporting 
period were unsuccessful due to the time required for manual 
processing of data. It is felt, however, that the planned 
base mechanization will do much to speed up the availability 
and processing of data and make possible more timely publi
cation.® 

Inventory Accounting (Monetary) 

This is a double entry accounting system and is controlled by and 

subsidiary to the inventory accounts in the general ledger (accounts 1100 

through 1130 in Figure III). The purposes of this system are to: 

8 Financial Management System Report (Final), Langley Air Force 
Base, Virginia, June, 1956, Sec. II, Par. B. ~ 
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(1) provide a dollar valuation for management purposes of supplies and 

equipment in inventory compared to the dollar value of the stock level, 

and (2) record the dollar value of transactions affecting these inventories 

such as increases, decreases, changes in condition; i.e., serviceable to 

reparable, reparable to serviceable, etc., by the source of the transaction. 

In addition to providing the Information above, this system provides the 

expense accounting system with the functional expense code and value of 

supplies and material issued or condemned, the general ledger with the 

value of equipment issued to ox-ganizations, and the appropriations account

ing system with the information to establish the accrued unpaid entries 

in the allotment ledgers. 

The chart of accounts for this system is not ir.cluded herein. 

In lieu thereof, two Air Force Forms which are used for reporting pur

poses are included. These two forms. Air Force Form 833, Monthly Operat

ing Report, Figure VI, and Air Force Form 831, Anal̂ rsi? of Monetary Inven

tory Transactions, Figure VII, are indicative of the scope and content 

of this system. 

The Monthly Operating Report, Figure VI, is a stimmation of all 

inventory transactions and is prepared about the 12th day of the month 

following the end of the reported month. The .tealysis of Monetary Inven

tory Transactions, Figure VII, is prepared by property class on a quar

terly basis, by the 12th day of the month following the end of the quarter. 

It provides the same basic information as the Monthly Operating Report, 

but it is a more voluminous report as there are currently some 500 classes 

and subclasses of property. While the format of these reports and the 

frequency of preparation may differ from reports prepared in commercial 
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concerns, the principles involved are the same.9 See Chapter V for a 

discussion of other inventory control procedures. 

Air Force Stock Funds 

Accounting for the various divisions of the Air Force Stock Fund 

is separate and distinct from the accounting system described above. 

There is, however, an interrelation in that some data from one system is 

used in the other. For example, the inventory accounting (monetary) sys

tem furnishes data relative to the issue of certain organizational supplies 

and/or equipment from the Clothing Division to the Stock Fund accounting 

system. This data, in turn, is used as the basis for charges to object 

class 083100—Supplies Procured from Air Force Stock Fund, and object 

class 093200—Equipment Procured from Air Force Stock Fxmd in the appro

priation accounting allotment ledgers. In the case of equipment, this 

same data is used to provide the basis for entries in the general ledger 

accounts 1310—Equipment in Use—UAL, and 1311—Equipment in Use—Other. 

The accounting system used with the various divisions of the Air 

Force Stock Fund is a double entry system. It operates on a home-office 

10 
branch-office concept of management. 

The detailed chart of accounts has been omitted; however, to pro

vide the reader with an indication of the scope and content of the system, 

an example of the trial balances submitted by an installation within the 

Air Training Command is included as Figure VIII. 

^ Paton, p. 295. 

10 AFM 170-lOA, Par. 10104. 
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The reader's attention la Invited to the fact that all of the 

accounts on the trial balance are not utili2ied at the Air Force instal

lation level. The accounts indicated by an asterisk (<•) are not used 

for the Clothing, Medical-Dental, and Coamissary Divisions of the Stoc)( 

Fund and the entire section of Investment Fund Accounts is not utilized 

in the Aviation Fuels Division. Funds for this division are not allotted 

to Air Force installations but are retained at the major air command head

quarters. See Chapter V for further discussion of Stock Fund operations. 



CHAPTER V 

FINANCIAL MANAGEMENT OF RESOURCES 

This chapter discusses the techniques utilized in the financial 

otanagement of manpower, aateriel, and fimds available to the Air Force 

installation. 

Manpower 

The Congress determines the overall authorizations for manpower, 

civilian and military, for the Air Force. These authorizations or limi

tations are established during the Congressional review of the annual 

budget. This control is based in part on the practice of reviewing bud

get estimates on the basis of object class. These authorizations are 

allocated from Headquarters VSAF to major air commands, which, in turn, 

allocate the authorizations to the intermediate air commands and/or instal

lations. 

At the Air Force installation level, the number of personnel author

ized is reflected in the unit manning document prepared by the major air 

command."* According to Professor Dale Yoder, Personnel Management and 

Industrial Relations, formal manning tables similar to those used in the 

^ See Mosher, pp. 81-83, for a discussion of this point under operat
ing or cost based budgets as opposed to the present or obligation basis of 
appropriating funds. 

^ Unit manning document; a document prepared within a major air com
mand or separate agency for each individual Air Force unit, which lists the 
manpower authorizations of that unit. Air Force Manual of Logistic Plan
ning and Reference Data, 400-5, Sec. 1, Chap. 4. 
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Air Force are the exception rather than the rule in current business 

practices. However, Yoder points out that the use of manning tables 

may highlight under or over utilization of manpower. 

The authorizations contained in the unit manning document are deter

mined by criteria contained in Air Force Manual 26-1, Policy and Criteria. 

While this manual provides the policy, guidance, and criteria, the follow

ing quotation from Section VIII, Chapter IV, Air Force Manual 400-5, 

Logistic Planning and Reference Data, is sufficient to indicate the methods 

used to establish manpower requirements. 

Essential workload, accurately determined or projected is the only 
adequate basis for determining the manpower resources required. 
Manpower authorizations should be based on this workload. Recog
nition of this fact has resulted in an increasing demand on the 
Air Force to support manpower requirements with specific work
load data based on some method of work measurement. The major 
methods which are used or can be used are: 

(1) The experience-factors- and tables method, which uses past 
experience in manning standard organizations. 

(2) The work-measurement method is based on past performance of 
individuals engaged in producing countable items of production 
or performing identifiable operations. 

(3) The engineered-standards method, which uses a combination 
of work-simplification, time and motion studies and other methods 
designed to determine a aanhour requirement to get an end product, 
an operation, or a job done. 

(4) The good-operator method, which uses a good operator to deter
mine the raanhours required to produce an end product or to com
plete an operation. 

(5) The considered judgement-of-supervisory-pez'Bonnel method, 
which uses the judgement of experienced supervisors in esti
mating the manpower required. 

The Air Force uses work measurement based on past performance, 
engineered standards, and experience factors and tables more 
extensively than the other two of the five methods. The Air 
Force does not exclude the other two methods or any methods that 
produce valid manpower requirements. 



Method (3) conforms to generally recognized commercial practices 

in the determination of manpower requirements based on workload data, and 

Method (5) is probably the most widely used.^ 

For purposes of discussion, military and civilian personnel will 

be considered separately, as military personnel is a non-locally funded 

cost, while civilian personnel is locally funded. The reader should bear 

in mind that although the funding channels are different, military and 

civilian personnel authorizations are contained in the saas unit manning 

document. 

Military Personnel 

Military personnel are authorized on the unit manning document by 

grade (Major, Captain, Sergeant, Airman, etc.) and by Air Force Speciality 

Classification (job or job level). For example, assume an Air Force 

installation is authorized the position of a fully qualified, military 

budget officer. In accordance with this authorization, the position would 

call for a minimum grade of Captain with an Air Force Speciality Code of 

6736. If a Lieutenant were assigned to fill this position, the Lieutenant 

would be given an Air Force Speciality Code of 6731 (entry level of a 

budget officer as the rainiaiuia grade for the fully qualified Air Force 

Speciality Code is Captain). The same principle of authorization by 

grade and Air Force Speciality Classification is used for both officers 

and enlisted personnel. 

^For conmtentE and procedures relative to these methods, see Franklin 
G. Moore, Manufacturing Management (rev. ed.; Homewood, Illinois: Richard D. 
Irwin, Inc., 1958). Chap. 30. Morrin E. Mundel, "Motion and Time Study," 
Handbook of Industrial Engineering and Management, ed. W. Grant Ireson and 
Eugene L. Grant (Englewood Cliffs, New Jersey: Prentice-Hall, Inc., 1955), 
pp. 353-354. Gordon B. Carson, Production Handbook (2nd ed.; New York: 
The Ronald Press Co., 195S), Sec. 12. 
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The installation commander generally has little control over the 

numbers of military personnel assigned. Through a system of reports from 

the installation, the major air command compares the number of personnel 

authorized and assigned by grade and Air Force Speciality Classification. 

This provides an automatic requisitioning of shortages and reporting of 

overages. The system can be compared to a stock card for controlling an 

item of inventory in commercial concerns. There is the authorized level 

or stockage objective (number of personnel authorized on the unit manning 

document), balance on hand (number of personnel on hand), due out (pro

jected losses due to transfer or discharge), and due in (personnel pro

grammed to be transferred to the installation). 

Military personnel are one of the "free issue" items that are 

criticized by persons who have studied and evaluated the financial manage

ment practices of the Armed Forces. On a cost basis, this criticism is 

not unfounded. For example, military personnel costs comprise about 21% 

of the total obligations of the Air Force for fiscal year 1959. The 

percentages for installations vary, depending upon the mission of the 

installation. At the training and tactical installations investigated 

by the author, it comprised from 50% to 68% of the total operating costs 

during fiscal year 1959. 

Smithies advocates requiring military commanders to finance every 

resource used in their operations, including the pay of military personnel, 

^ For detailed criticism see Mosher, p. 245; and Arthur Smithies, 
The Budgetary Process in the United States (New York; McGraw-Hill, 1955), 
pp. 314-318. 

^ Eastman, Aviation Week, LXIX, 26-27. 
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from locally available funds. He lists two possible results of this action, 

The first is either an "overage" or "shortage" of military personnel. 

(Author's note: This is apparently a comparison of the relative cost and 

efficiency of military and civilian labor.) The second is an elimination 

of "waste" based on the premise that If the user of military labor has to 

pay for it from locally available funds, be will be aore cost conscious. 

Mosher also is an advocate of requiring the coat of military per

sonnel to be charged to the user's locally available funds. He limits the 

scope of the charges to operations or users in the continental United 

States. In addition to excluding overseas operations, he also excludes 

military personnel assigned to full time training and tactical units. 

When consideration is given to the fact that 

. . . four percent of the Air Force people are actually engaged 
in duties directly related to flying, and of these only three per
cent at any one time are in the combat crews or combat crew 
training^ 

the areas that Mosher excludes would not be too significant, although in 

excess of four percent. 

Military personnel costs are charged to functional expense codes 

at standard rates of pay in the Air Force installation expense reports. 

In addition to costs, the man-months are also reported. The purpose of 

the expense accounting system is to identify the appropriation which 

finances the expense and the functional activity which incurred the ex

pense and to provide data for the preparation and administration of cost 

or operating budgets (Chapter IV). In the test of the Financial Management 

System at Langley Air Force Base, Virginia, forecasts of military personnel 

® Stone, Aviation Week, LXII, 17. 



71 

costs by functional expense codes at standard rates of pay were made. '̂  

The results were not encouraging due primarily to lack of control over 

assignment of personnel and lack of adequate programming of data in suf

ficient time to prepare reasonably accurate estimates. The report does 

state that reasonably accurate forecasting of military personnel costs for 

a larger unit, such as an entire installation, appears to be feasible on 

a standard cost basis. The principal reason for the utilization of stand

ard costs is the salary range within grades. Such factors as length of 

service, flying status, and number of dependents affect the amount of 

salary. For example, the salary of a Captain can vary some 70% due to 

these factors. 

What action, if any, will be taken in the area of funding military 

personnel costs under the operating or cost based budget concepts remains 

to be seen. 

Civilian Personnel 

Civilian personnel authorizations on the unit manning document per

tain to civil service employees only. Civil Service employees can be divided 

into two broad categories, which are General Schedule or "white collar" and 

Wage Board or "blue collar." It is not the purpose of this discussion to 

examine all the differences between these two categories; however, there 

are two points that should be kept in mind. The first is that the author

ization on the unit manning document is divided into General Schedule and 

Wage Board employees by budget project. The second point concerns the 

^ Financial Management System Report (Final), pp. 23-24. 
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salary rates. Congress controls the salary rates for the General Schedule 

employees while the Wage Board rates are determined by the Army-Air Force 

Wage Board. This board establishes the rates for each area or community 

based on local industrial rates as the result of a wage board survey or by 

administrative action. 

The grades of civilian personnel are established by the installa

tion civilian personnel function based on job descriptions and Civil Ser

vice criteria, and it is to be noted that the United States Civil Service 

Commission initiated one of the first attempts at job evaluation in 1S71. 

At the present time the United States Civil Service utilizes the grading 

9 
method of Job evaluation and is the largest user of this system. 

The Air Force policy on the use of civilian personnel is quoted 

in part as follows: 

Within fund limitatioiis and authorized ceilings, it is Air Force 
policy to utilize civilian personnel to the maximum extent pos
sible to fill those positions which do not require military skills 
or which do not require military incumbents for reasons of train
ing, security, or discipline.^" 

In the implementation of this policy, fund authorizations and 

civilian personnel authorizations are coordinated prior to issuance at 

Headquarters Air Force and the major air commands. When budget authori

zations and fund allocations or allotments are issued, they contain suf

ficient funds to pay for the hiring ol the civilian personnel authorized. 

^ John A. Patton and C. L. Littlefield, Job Evaluation, Text and 
Cases (rev. ed.; Homewood, Illinois: Richard D. Irwin, Inc., 1957), p. 4. 

® Ibid., p. 90. 

10 ATM 172-1, Par. 21801. 
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as adjusted by any lapse in hiring, at the current average salaries. As 

a result ol this action the Air Force commander gives priority in the use 

of locally available funds to the filling of the authorized civilian posi

tions.̂ -̂ ^ 

In the reporting of costs of civilian personnel In the expense 

accounting system, actual dollar costs and man-months are shown by func

tional expense code. These dollar costs balance to the amounts shown in 

the status of allotment reports for civilian personnel. Thus, there is 

cross-summarization'*̂ '' between these two accounting systems for this item 

of expense, which is a major one, comprising 75% to 80% of Budget Project 

(448) (458). Base Maintenance and Operations of the two installations 

investigated by the author. 

Perhaps the most valuable report submitted on civilian personnel 

costs is the Analysis of Civilian Personal Services Report prepared for 

each budget project from which civilian personnel are paid. It is a monthly 

statement, containing information on the total actual costs of civilian 

personnel by General Schedule and Wage Board employees. The total costs 

are broken into such elements as base pay, overtime, holiday pay, termi

nal leave payments, etc. Furthermore, the man-months worked, together 

with current basic and overall average annual salaries, are also shown. 

The report is invaluable in projecting and monitoring civilian personnel 

11 AFM 172-1, Par. 21806. 

1"̂  Cross-summarization: summarization for all (or some) the depart
ments of one specific item of expense as distinct from the summarization of 
all expenses, department by department. Villers, Handbook of Industrial 
Engineers and Management, Sec. 16. 
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costs in the current fiscal year as well as in the preparation of budget 

estimates and financial plans. 

Materiel 

Materiel is defined as: 

All items of property except real estate, necessary for the equip
ment, maintenance, operation, and support of governmental activi
ties without distinction as to use for adoiinistrative or opera
tional purpose. For example and without limitation, it includes 
vehicles, weapons, ammunition, food, clothing, fuels, instruments, 
tools, and tentage.̂ *̂  

The Air Force inventory of materiel consists of more than one mil

lion separate items. At the present time it is in the process of convert

ing its property accounting to the Federal Catalog System which consists 

of approximately 75 groups divided into about 500 classes. When this 

program is completed, there will be standard names, stock numbers, and 

descriptions for all items stocked by military departments. For purposes 

of financial control, there are two separate systems. The first contains 

those items which are in the Inventory Accountiig (Monetary) system. The 

second system involves those items which are contained in one of the divi

sions ol the Air Force Stock Fund. The following discussion is primarily 

directed toward the financial control and management of inventories rather 

than control and management by item or property accounting. 

The Inventory Accounting (Monetary) system is based, as the title 

indicates, on a dollar valuation ol the materiel in the inventory. Stand

ard prices are established by the Air Materiel Command lor those items 

which are centrally procured, and the individual installation establishes 

1^ Air Force Manual on Glossary of Terms Used in Air Force Comptroller 

Activities, 170-3. 
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standard prices for those items which are locally purchased. The property 

or materiel is divided into three cost categories as follows: 

Cost Category I (Hi-Valu)l* property is defined as only those Air 
Force items listed in the 00-35F-1 series of technical orders. 
Until specifically identified or designated as Cost Category I 
(Hi-Valu) items having a unit cost of $10.00 or more will be 
accoimted for as prescribed by Section 15 (Cost Category II). 

Items in this category are closely controlled as they are criti

cal to the accomplishment of the Air Force mission. The stock record 

cards for this category are maintained on a segregated basis from Cost 

Categories II and III. Furthermore, the items of property are physically 

segregated in storage from items in the other two categories. 

Cost Category II propertyl^ is defined as Air Force items having 
a unit value of $10.00 or more not designated as Cost Category I 
(Hi-Valu). 

Stock record cards are maintained lor this category and may, at 

the discretion of the base supply officer, be commingled with Cost Cate

gory III stock cards. 

Cost Category III^^ property is defined as Air Force items hav
ing a unit value of $9.99 or less. 

If the Cost Category III items are stored in the Air Force Base 

Procurement Service Store, stock record cards are not maintained. A 

record containing the item name, stock number, the stock control level, 

the reorder point quantity, and the unit price is all that is required 

for the items in the Base Procurement Service Store. The Store is divided 

14 Air Force Supply Manual, 67-1, Vol. II, Sec. 16. 

15 AFM 67-1, Vol. II, Sec. 15. 

16 AFM 76-1, Vol. II, Sec. 14. 
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into several departments, the exact division of which is left to local 

determination. For example, it may contain an electrical and plumbing 

department, a vehicle department, office supplies, etc. The store con

cept is designed to facilitate storage and issue ol commercial type base 

procurement items, which are readily available in the local market areas. 

It can contain Cost Category III expendable and non-expendable items and 

Cost Category II expendable items. 

This system ol inventory classilication lollows the ABC method ol 

1 7 

inventory control recommended lor use in commercial concerns. This sys

tem operates as lollows: 

"A" items are expensive, representing large dollar investments. 

These items are closely controlled Irom time ol purchase to ultimate con

sumption. The Air Force Cost Category I corresponds to "A" items. 

"B" items are less costly than "A" items but are of sufficient 

value to require control, although not as detailed as that applied to 

"A" items. These items are not as critical and costly to the operation 

as "A" items; therefore, the expense ol maintaining the close control 

accorded "A" items is not warranted. Cost Category II items in the Air 

Force system correspond to "B" items. 

"C" items are the least costly ol the three elassi11cations, al

though they may involve the largest number ol line items. The expense ol 

maintaining the control accorded "A" and "B" items is not warranted. There 

may be some loss due to obsolescence, thelt, etc., but the cost ol main

taining close control would not be ollset by savings in reduced losses. 

1'' Moore, p. 731. For the technique ol establishing this system 
see F. C. Gosewich, "Controlling Inventories by Value and Other Classili-
cations," K.A.A. Bulletin, August, 1957, pp. 1580-86. 
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Cost Category III items carried in the Base Procurement Service Store cor

respond to "C" items. 

It Is axiomatic that belore ellective control ol any activity can 

be obtained, it is necessary to provide a standard against which perform

ance or conditions can be measured. In the control of inventories the 

stock control level becomes the standard. In the Air Force the stock 

control level consists of the stockage objective quantity plus the pipe-

18 
line time quantity. This procedure corresponds, in general, to the use 

of reserve stock plus procurement lead time in commercial concerns. 

The stockage objective consists of the operating level and the inviolate 

level (applicable only to activities assigned a Post D-Day mission). 

The operating level is that quantity of serviceable i&aterial required to 

be on hand to meet replenishable issue demands during the interval between 

arrival of successive replenishments shipments. 

Stock control levels for expendable type items are calculated by 

various mathematical formulas and other criteria contained in the Supply 

20 Manual. In addition, the instructions for computation of these levels 

states that: 

More important than the arithmetical computation when establish
ing the stock control level and when the re-order point has 
been reached is the consideration ol the following: 

(a) Insurance type items 
(b) Hi-Valu items 
(c) Lo-Valu items 
(d) Standard issue patterns 

18 AFM 67-1, Vol. II, Sec. 11, Par. 2. 

19 Stuart F. Heinritz, Purchasing: Principles and Application, 
(3rd ed.; New York: Prentice-Hall, Inc., 195l), p. 178. ~ 

20 AFM 67-1, Vol. II, Sec. 11, Par. 2 (g) (1). 
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(e) Erratic issues 
(f) Back orders of a recurring nature 
(g) Seasonal items 
(h) Serviceable returns 
(i) Troop strength 
(J) Base repair requirements 

The use of mathematical formulas tempered by judgement is a generally 

recognized practice in commercial concerns. 

In general, stock control levels are authorized for non-expendable 

Cost Category III items, non-expendable local purchase Cost Category II 

items approved by the base commander and certain other selected items ol 

non-expendable property, the loss ol which would affect the activities of 

the installation—for example, emergency power generators and jsustors ll>r 

cold storage or use by the hospital. Generally, non-expendable property 

is purchased or requisitioned to fill shortages in equipment authoriza

tions. 

Thus, through the procedure of applying standard prices to the 

stock levels and measuring the "on hand" value of the items against the 

22 
level, a measure of financial control is available. 

The inventory of material is procured from either locally avail

able funds or by requisition from the Air Materiel Command. The items 

furnished free by the Air Materiel Command meet the same criticism levied 

against military personnel (See footnote 4, this chapter). The extent of 

21 George W. Alljan, Purchasing Handbook (New York: McGraw-Hill, 
1958), Sec. 18, pp. 61-62, and H. B. Maynard, Industrial Engineering Hand
book (New York: McGraw-Hill, 1956), pp. 6-64. 

^^ For a favorable evaluation of the operation of the supply system, 
see A.W. Weeksler, "Emphasis on Hi-Value Items Keeps Inventories Low 
/Air Force Supply ProgramT" Purchasing, XLVI (January 19, 1959), 84-85. 
For an empirical study of this system, see Stephen Enke, "On the Economic 
Management of Large Organizations: A Laboratory Study," Journal of Busi-
ness, XXXVIII (October, 1958), 280-292. 
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free issue of materiel is not as great as that of military personnel, 

comprising two to four percent of the total operating expenses ol the two 

installations investigated by the author. It should be noted that all 

issues of supplies are reflected in the applicable sections of the expense 

reports (Figure V) by functional expense code. Issues of equipment are 

reflected in the equipment in use accounts in the general ledger with the 

exception of equipment having a unit cost of $9.99 or less which is 

charged to the applicable functional expense code on issue. 

Stock Funds 

The reader is referred to Chapter III which contains the purposes 

and objectives of the Air Force Stock Fund. The financial control of 

inventories for the various divisions of the Air Force Stock Fund follows 

the same concept used in non-stock fund operations—inventory levels are 

established for each item and these levels are priced at standard prices. 

In view of the fact that the operation of the various divisions 

ol the Air Force Stock Fund is basicly on inventory operation, the pro

cedure lor control ol these inventories is important and therefore repeated 

23 
at this point. 

Inventory levels for sales outlets of the Stock Fund are set by 
the installations to aieet requirements. Major air commands moni
tor these levels to insure (1) that actual inventory on hand will 
not exceed the authorized base levels, and (2) that the quantity 
on hand plus the quantity on order; either by requisition from 
stock fund sources or from procurement sources outside the Air 
Force do not exceed projected sales, plus planned adjustment in 
inventory to obtain & projected inventory level with a minimum 
on order quantity at the end of the period. 

23 Air Force Manual on Procedures in Support of Air Force Stock Fund, 
170-10, Par. 60404. 
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In addition to inventory levels, standards are set by the major 

air commands regarding Inventory turnover rate, and for the Commissary 

and Aviation Fuels divisions, acceptable gains and loss standards are 

established. Through the medium of the monthly reports, the operations 

ol the various divisions can be compared to the standard. 

In addition to the control by inventory valuation, three of the 

divisions of the Stock Fund are further controlled by the amount of funds 

authorized to be expended for maintaining the inventory levels. Two of 

these lunds, the Medical-Dental and Clothing divisions, receive allotments 

ol Stock Fund monies in the same manner as operations and maintenance 

limds are allotted with the exception that unliquidated prior year obli

gations are carried lorward and consolidated with the current year's annual 

programs and allotments. The lunding lor the Commissary division is handled 

in a different manner. Beginning July 1, 1959, an approved operating plan 

was established for each Air Force installation. The manager of the Com

missary Stock Fund is authorized to exceed the disbursements limitation 

established in the approved operating plan up to five percent without 

explanation. If the disbursement limitation is exceeded five percent or 

morej the reasons for the excess must be explained. This is a step in the 

direction of making the stock fund operation a true revolving fvuid at 

installation level and provides some flexibility in operation. (See 

Par. Ill A 2 Revolving Fund Accounts, page 34.) The value of issues 

from these divisions which are financed by appropriated funds are reflected 

in the Status of Allotment Reports, the expense reports, and the equipment 

in use accounts in the general ledger. 
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The divisions oi tha Air Force Stock Fund discussed in the preced

ing paragraphs can be regarded as locally funded, as locally available 

funds are liilized to procure the inventory and iinanca purchases from 

the Stock Fund. There is ono division of the Air Force Stock Fund, the 

Aitotion Fuels division, lor which funds are not allotted to the Air Fores 

installation. Funds to finance the issues from this division are retained 

by the major air command and the funds to finance the inventories are 

retained by the Air Materiel Command. The major air command does not linance 

all issues from installation inventories under its jurisdiction. It finances 

only issues to its assigned aircraft. Segregation and reporting of the 

issues places a large workload on the accounting sections at installation 

level but does prevent 'free issue" of fuels between commands. The value 

ol the applicable issues lor each Air Force Installation are reflected in 

the command lunded section. Column J of the installation expense report 

(Figure V). Issues ol aviation luels are in the same category ol "free 

issue" as military labor and centrally procured supplies as lar as the 

installations are concerned. However, there is a difference. As indi

cated above, the major air cominand pays for the issuas from the Stock Fund 

inventories. This results in some decentralization of control of these 

costs to the major air commaiid from Headquarters aS.4F. 

There is one division of the Air Force Stock Fund, the General 

Supplies Division, which fits neither the Medical-Dental and Clothing 

Division nor the Aviation Fuels Division, as far as operation and control 

is concerned. It consists ol ootnmon use expendable and consumable items 

which are procured by the Air Materiel Command and sold to the Air Force 
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installation. These items are controlled and accounted lor in the Inven

tory Accounting (Monetary) system. At the present time, there are in 

excess ol 70,000 items in this system. 

Funds 

Chapter II outlines the appropriations and budget projects which 

are available to Air Force installations having training and operations 

as the primary mission. In order to delimit this discussion, only Base 

Oi>eration and Maintenance Funds (Budget Projects 448, 458) will be con

sidered because the same general principles are applicable to all locally 

available funds. 

Upon receipt of the annual budget authorization and the first 

quarter allotment from the major and/or intermediate air command for the 

current fiscal year, the budget ollicer and operating personnel prepare a 

recommended or tentative distribution of the aiaounts by object class and 

subclass. For all practical purposes this amounts to the preparation of 

another financial plat̂  as it is rather unusual to receive the exact 

amount requested in the original financial plan or the amount contained 

in the limitations which were utilized in the preparation ol the finan

cial plan (See Chapter III) . This is the first time in the budget cycle 

that the installation personnel have an opportunity to project and measure 

requirements against a reasonably firm dollar limitation. 

For the past several years it has been the practice to establish 

limitations in the allotments for the amounts that can be committed, obli

gated, and expended. The commitment and obligation limitations pertain to 

current liscal year operations only, while the expenditure limitations 
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cover a three year period (the current liscal year and the two previous 

liscal years). Thus, in preparing the tentative distribution in addition 

to lunding the lixed costs, consideration must be given to each ol these 

limitations. 

The tentative distribution is presented to the budget advisory com

mittee lor review and approval. Upon completion ol this review, the operat

ing personnel and the appropriation accounting unit are advised by the bud

get ollicer of the approved amounts. 

The content of the advice to the appropriation accounting tmit is 

dependent upon the accounting system in use. This is not to infer that 

each accounting unit is operated on a totally different basis for they are 

not. The differences pertain to the amount ol detailed records maintained. 

The amount ol detailed records is dependent upon reporting requirements of 

the major air command. For example, at the installation within the Air 

Training Command which the author investigated, the advice is by four sub

ject matter areas as follows: 

(1) Civilian pay which includes the following object classes: 01, 

Pay ol Civilian Personnel; 07, Other Ck>ntractual Services—Air Force Con

tributions to Federal Group Lile Insurance; 11, Air Force Contributions 

to Civil Service Retirement Fund; 13, Cash Awards to Federal Employees; 

and 15, FICA Contributions. 

(2) Travel which includes object class 02, Travel. 

(3) Commercial Services which includes the following object classes: 

03, Transportation ol Things; 04, Communication Services; 05, Rents and 

Utility Services; 07, Other Contractual Services. 

(4) Materiel which includes object classes 08, Supplies and Materials, 

and 09, Equipment. 
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Under this system the basic control is by dollar amount lor the 

lour areas. Control ol the various object classes and subclasses within 

each subject matter area is obtained as lollows: As documents are posted 

on the accounting machine, an I M card is prepared through the medium of 

an Intercoupler. This card contains the detailed data by dollar amoimt, 

object class and subclass. A daily listing is prepared from these cards 

showing the current day's transactions and cumulative totals to date. 

The Installation within the Tactical Air Command utilized a slightly 

different system. The detailed records were maintained by object class 

and certain subclasses. The specific amount alloted to each object class or 

subclass was indicated on the advice (from the Budget Ollice to the Account

ing Ollice), as opposed to an amount lor each broad area. For the reader 

who is familiar with accounting, it does not require much imagination to 

see that the lirst system described attains the same result with less 

clerical ellort. The key to either system is the maintenance ol posting 

on a current basis. By advising the operating olficials of the amount 

ol lunds available and keeping the records on a current basis, the danger 

ol ovorobligation is reduced considerably. 

Authority lor the expenditure ol appropriated funds, in conjunction 

with the financial plan and the appropriation accounting system, forms 

24 
the basis of operating control of locally available funds. The basic 

'̂* Authority is defined as (1) the power or right to act or command, 
(2) an individual, organiaation, or ollice possessing and exercising such 
power, (3) one who by virtus of his position in an organization or by his 
reputatioii as an expert in a given area is empowered or regarded as com
petent to decide a question. AFM l'70-3. 
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authority lor the expenditure ol appropriated lunds is contained in the 

Air Force Manual ol Budget Administration. This manual is supplemented 

by various other manuals, regulations, letters, and documents. In order 

to limit this discussion ol authority and operating control, two broad 

areas will be considered. These areas are the pay ol civilian personnel 

and the local purchase ol materiel and services, with services being limited 

to contractual maintenance of real property. 

As previously stated, the pay ol civilian personnel and related 

costs are given lirst priority in the allocation ol available lunds. The 

authority to hire civilian personnel is contained in the vaatt guinning docu

ment. Detailed procedures lor administering civilian personnel are con

tained in Air Force Manual 40-1, Air Force Civilian Personnel Manual. In 

addition to the policies and procedures previously discussed in this 

chapter, there are three other aspects of control which should be men

tioned. 

The first concerns the coordination between the budget ollicer, 

the civilian personnel, and man-power and organization ollices. During 

periods ol stability, when there are neither expansions nor contractions 

ol the civilian personnel lorces, the relations between these ollices are 

routine, as lar as dollar control is concerned. The situation is altered 

radically when a reduction or expansion ol the civilian personnel lorce 

is begun. Close coordination is required to in-sure, in the case of expan

sion, that sufficient funds are allocated to ixxad increased costs. In 

case ol reduction, the same close coordination is required to insure that 

adequate provisions are made for terminal leave payments and that excess 

lunds are not allowed to remain in the civilian personnel area. 
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The second aspect concerns the estimating oi civilian personnel 

costs at the beginning ol each month. Estimates ol the civilian person

nel costs are prepared and posted to the allotment ledgers at the begin

ning ol each month. As the actual payrolls are prepared and paid, the 

estimates are adjusted. This procedure protects the budget ollicer to 

the extent that in any reprogramming ol available lunds from a status 

report, he knows that oiva ol the major costs is lunded at all times. 

The third aspect concerns the approval ol overtime and holiday 

pay. Approval or authority to work overtime or on a holiday is required 

before the civilian payroll ollice can pay for the work performed. Ex

cept in case of emergency, the approval is obtained in advance. It is 

evidenced by a form which contains the approval of the installation com

mander or his designated representative and the comptroller or the bud

get officer. 

In normal operation procurement of local purchase items at Air 

25 
Force installations, three authorizations are required as follows: 

(1) Issue authority is required for items of equipment. This au

thority is normally provided by the Unit Authorization Lists. 

(2) Admiiiistrative authority is provided by the coding in the USAF 

Stock Lists or USAF Supply Catalogs, Air Force Regulation 67-3, Base Pro

curement of Supplies and Services, and/or other directives which prescribe 

base procurement as the normal means of supply for specific categories ol 

items or services. 

(3) Procurement authority is the authority delegated to contracting 

ollicers under applicable regulations and statutes and includes authorizations. 

25 AFM 67-1, Vol. I, Sec. 10, Par. 2. 
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limitations, and procedureg governing negotiation, formal advertising, 

and related procuiemont luuctions involved in the issuance and adainis-

•;xation ol contractual docuaeuta which obligate the Air Force. 

Inherent in the procurement of supplies or services is a fourth 

authority, the requirement being that lunds must be available to pay 

for the purchase. 

The vehicle used to advise the purchasing officer of the require

ments is a purchase request. Brielly, the purchase request contains a 

description of the supplies or services required, estimated cost, the 

administrative and issue authority, the initiating ollicer*s signature, 

approval oi the Installation commander or his designated representative, 

11 required, and the certificate ol the availability o£ funds, if re

quired. The latter two exceptions are explained m the following para

graphs . 

A1.L purchase requests with an estimated cost in excess of $2500 

must be approved by the ingtallatiou commander or his designated repre

sentative. The conoander may establish a lower dollar amount ol certain 

categories ol supplies or services which require his review and approval. 

Purchase requests in excess oi $2500 will ue processed through the appro

priation accounting officer lor certi:£ication of the availability of 

funds. The procedure of identifying the articles and services needed 

and securing the necessary approved authorities is consistent with gener-

ally accepted commercial practices. 

To preclude the possibility of over-obligation, to reduce time 

required to effect procurement and to reduce administrative costs, three 

^^ Alijan, Sec. 5, p. 8. 
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methods are used to procure items costing less than $2500. These three 

methods and a brief description of each are outlined below. 

Imprest Fund (Petty Cash) Method. This method is an imprest sys

tem and is operated in the same general manner as petty cash in a commer

cial concern. At the beginning of each fiscal year the appropriation 

accounting ollicer commits a sum ol atoney in the applicable budget pro

ject, and the designated cash purchasing ollicer is lurnished this sum 

in cash. The money is used to ellect purchases when the following condi-

27 
tions are met. 

(1) The transaction is not in excess of $100.00, 
(2) The supplies or services are immediately available with 

cash payment to be made immediately upon pickup or delivery, 
(3) The purchase does not require detailed specification or 

technical inspection, and 
(4) The use of the imprest fund is administratively more 

economical and efficient than other small purchase methods. 

The fund is reimbursed at least monthly and is terminated at the 

end of each fiscal year. 

Blanket Purchase Agreement (Charge Account) Method. The contract

ing officer places a purchase agreement with one or several local sup

pliers to cover anticipated purchases of items which are readily avail

able and in the same general category; for example, automobile parts or 

electrical and plumbing supplies. A specific dollar amount is established 

for each such agreement, and this amount is committed in the appropri

ation accounting records. Upon receipt of purchase requests, the contract

ing officer makes purchases against the agreements. This method is author

ized under the following conditions: 

27 AFM 67-1, Vol. I, Sec. 10, Par. 5. 
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(1) There is a repetitive need lor small quantities ol supplies 
or services ol closely related types. 

(2) No single call has a monetary value in excess ol $2500. 
(3) The maximum purchase agreement will not exceed $15,000 and 

the maximum period ol time covered does not exceed three 
months nor extend beyond the liscal quarter in which it is 
issued. 

(4) The supplies or services are readily available in the local 
trade area. 

(5) The use ol individual purchase orders is deemed more costly 
administratively to the government.^^ 

Normal Small Purchases Method. Each iEK>nth the appropriation account

ing ollicer will issue an obligation authority to the contracting ollicer 

based on the needs ol the using activities and the llnancial plan. The 

obligation authority is actually a landing document. It is issued lor a 

specilic amount and purpose, and lor a spedlied period ol time. The 

amount ol the obligation authority is committed in the appropriation 

accounting records. The contracting officer, upon receipt of a purchase 

request which cannot be applied to the petty cash method or the blanket 

purchase method will apply the purchase request to the obligation authority 

provided: (1) The purchase request is for items covered by the obliga

tion authority, and (2) The cost is not in excess ol $2500. In the event 

purchase cannot be ellected through one ot these three methods the pur

chase request is sent to the appropriation accounting ollicer for a lund 

citation and commitment in the appropriation accounting records and 

returned to the contracting ollicer lor action. 

An indication ol the extent ol use ol these three methods is shown 

by the lact that 88% to 90% ol the line items purchased by the two instal

lations investigated were purchased through one ol the three methods during 

liscal year 1959. On a dollar basis the percentages varied Irom 33% to 

28 AFM 67-1, Vol. I, Sec. 10, Par. 4. 
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50% ol the total amount spent lor the same period. 

There are several types ol services which may be contracted, 

such as oil-duty education, maintenance ol certain types ol equipment, 

and contractual maintenance oi real property. The authority lor the 

lirst two services is contained in Air Force Regulation 67-3, Base Procure

ment of Supplies and Services, and the basic authority lor real property 

maintenance by contract is lound in Air Force Regulation 85-5, Opera

tion and Maintenance ol Installation Facilities and 93-3, Real Property 

Maintenance, Repair, Modilication, and Minor Construction Projects. The 

latter regulation is a good example ol the principles ol control of 

29 
expenditures recommended lor use in commercial concerns. Figure IX 

outlines the approval authority, by class and type ol work, the appli

cable Ivinds and the dollar limitations governing this area. 

Up to this point this discussion on operating control and author

ity has been concerned primarily with issue authority, administrative 

authority, and control of lunds with some relerence to procurement author

ity. The basic authority lor procurement action is contained in the Air 

Force Procurement Instructions. The purchasing ollice is the sole activ

ity designated to deal with vendors, and all vendor relations are handled 

through the purchasing of lice. The practice of requiring all vendor rela

tions to be handled by the purchasing ollice is one ol the cardinal points 

30 
ol purchasing activities in commercial concerns. Other individuals or 

^ Welsch, pp. 198-203; and David R. Anderson, Practical Control-
lerahip (Chicago: Richard D. Irwin, Inc., 1947), pp. 400-403. 

30 Alijan, Sec. 2, p. 38. 
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activities may be contacted by the purchasing ollice lor technical assis

tance, etc., 11 required. 

Purchases made at the Air Force installation level Irom commercial 

concerns can be divided into two types. The lirst type includes those 

orders and contracts lor which the installation purchasing ollicer selects 

the vendor through negotiation or lorraal bid. The linal price determines 

whether negotiation or lormal bid will be used as the method ol select

ing the vendor. II the linal price is less than $2500.00, the purchas

ing ollicer can negotiate with a minimum ol three lirms. II it is less 

than $100.00, one or two lirms are contacted. II it is expected that the 

linal price will exceed $2500.00, lormal bids are utilized. 

The second type ol purchase includes those items lor which basic 

contracts have been established by other governmental activities. For 

example, luel lor motor vehicles is purchased in this manner. The practice 

ol establishing central contracts and permitting branch ollices to issue 

calls or orders against this central contract is s common business 

31 practice. 

31 Heinritz, p. 72; and Alijan, Sec. 3, pp. 31-33. 



CHAPTER VI 

SUMMARY AND CONCLUSIONS 

Budget Estimates and Financial Plans 

Budget estimates and llnancial plans prepared at the Air Force ii-

stallation level are predicated upon plans and programs which are devel

oped by higher echelons ol command. This procedure corresponds in princi

ple to the practices in commercial concerns whereby the objectives of the 

concern end the plans to accomplish those objectives are developed by top 

management and disseminated down the line to the operating level lor pre

paration ol estimates. Furthermore, the principles utilized in devel

oping the estimates lollow generally recognized budgeting principles, and 

2 

are in general agreement with accepted commercial practices. 

The practice of requiring operating activities to participate in 

the preparation ol budgets and llnancial plans is recognized as a sound 

principle ol management lor several reasons. First, the operating acti

vities are closer to their problems and understand the detailed needs and 

requirements ol their activities better than does the budget ollicer. 

Second, this practice places operating activities in the position ol 

1 Burkhead, pp. 271-273. 

2 Welsch, Chaps. 1-3; Villers, Sec. 16; Heckert, Chap. 1; Johnson, 
pp. 84-86; Newlove, Smith and White, Chap. 14j Finney, Chap. 57; and 
Burkhead, pp. 271-273. 

3 Welsch, pp. 20-23; Heckert, pp. 26-27; and Mosher; p. 130. 
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participating in the development of the estimate, thus assuming responsi

bility not only lor operation but also lor the planning of the details of 

the operation. Finally, the participation in the preparation ot the esti

mates serves to develop an awareness ot the cost of operation. 

The review procedure accorded budget estimates which is initiated 

by the Budget Advisory Committee at the Air Force installation and culmi

nates with Congressional review is iii accord with generally accepted com-

merciiij practices. 

At the present time, budget estimates and financial plans prepared 

at the Air Force installation level lor budget projects under the opera

tion and maintenance appropriation are on the obligational basis, as op

posed to the accrual, cost, or perlormance basis. This means that lunds 

are requested to cover the cost ol goods and services when they are ordered, 

rather than when received, as would be the case under the cost or accrual 

basis. Public Law 863, 84th Congress, 2nd Session 1956, amended Section 

216 ol the Budget and Accounting Act of 192] to read as lollows: 

(b) The requests ol the departments and establishments lor appro
priations shall, in such manner and at such times as may be 
determined by the President, be developed Irom cost-based 
budgets. 

(c) For purposes ol administration and operation, such cost-
based budgets shall be used by all departments and establish
ments and their subordinate units. Administrative subdivi
sions ol appropriations shall be made on such cost-based 
budgets. 

The impact ol this change Irom the obligation basis to the cost 

based concept at Air Force Installation level will not be too signilicant 

•* Welsch, pp. 20-22; Heckert, p. 22; Rowland, pp. 26-27; and 
Mosher, p. 165, 
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due to the lact that the major portion ol the expenditures are composed 

ol wage and salary payments and other obligations such as utility services, 

travel, and some types ol contractual services, which are, lor all practi-

cal purposes, on the accrual or cost basis at the present time. In the 

area ol procurement ol materiel and contractual services such as real 

property maintenance by contract, some changes will have to be ellected 

in the wording of the appropriations and/or other regulations and direc

tives. As far as computing requirements lor materiel are concerned, the 

use ol schedules similar to those used in the Stock Funds (Figure II, 

page 38) which include the consideration of the \mdelivered orders at the 

beginning and end ol the fiscal period will place the inventory computa

tions oix the accrual basis. As indicated above, some provision is re

quired to ajiow tht- purchasing and contracting officer tc initiate con

tracts Icr real property maintenance when the vime required for comple

tion ii.voives two to more fiscal years, as present appropriations and 

implementing directives for annual appropr.iation8 require a citation of 

funds and reservation of those funds prior to the award of the contract. 

One possible solution would be to remove all real property maintenance 

contractual authority from the annual appropriations and place it in con

tinuing or no-year appropriations. 

The budgets and financial plans prepared at Air Force installation 

level follow generally accepted coaimercial concepts as to principles of 

preparation. The estimates and financial plans deviate from accepted 

commercial practices in two areas. These are: (1) All costs necessary 

5 Campbell, The Journal of Accountancy, pp. 35-40; and Burkhead, 

p. 152. 

file:///mdelivered


96 

to the operation of the installation are not budgeted and lunded at instal

lation level, and (2) The estimates that are prepared lor the operation 

and maintenance appropriation are not on the accrual basis. See sections 

pertaining to manpower and materiel for conclusions on non-locally funded 

costs under (1) above. The estimates are not on a 100% accrual basis; 

however, the major portion of the expenses are programmed on a cost or 

accrual basis. Appropriate legislation (Public Law 863) has been enacted 

to place estimates on a cost basis at such time as may be determined by 

the President. The accounting system required to support cost-based 

budgeting has been implemented; therefore, it is only a matter of time 

until cost-based budgets will be used. Whether or not Congress will enact 

appropriations on the accrual basis remains to be seen. 

Accoimting 

The basic accounting system lor an Air Force Inst.̂ llation consists 

ol a general ledger comprised ol asset, liability, expense, revemie, inter-

ollice and appropriation accounts with subsidiary accounting systems lor 

appropriation, expense, and cost accounting and inventory accounting 

(monetary). The general ledger accounts are control accounts for all 

accounting transactions. This system is in accord with and satisfies the 

requirements of Public Law 863, which, in part, directs the establishment 

of an accrual accounting system. 

Appropriation Accounting 

The primary purposes of the appropriation accounting system are two 

fold: (1) to record coramitraeuts, obligations and expenditures against the 
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allotments to insure that the allotments are not exceeded, and (2) to 

provide information pertaining to the current status ol the allotments; 

i.e., the amounts committed, obligated and expended by object class and 

subclass during the current accounting period and cumulative to date with 

the resultant balancee. This information is used for budgeting and con

trol purposes. 

This system ig so designed that it is a combiuation of accrual and 

obli{;£̂ tioji or cash'' basis ol accounting which pcraits the development of 

expense and cost analysis on the accrual basis of accountiug. Although, 

at the prefi'.nt time, the accruals in the two systems (appropriation and 

expense) do not balance, due to the differences of proceduie in account

ing for pateriel and certain contractual services, the major portion of 

the accrual expenses, c'vilian pay, utilities, etc., do agree. Vaien allot

ments are made on the cott or acciual basis, it will >jt possible to balance 

the sccruai £ in the ap̂ . ropriation and expense accounting systems. This 

6 
change will reconcile the acccaiits aua budget piepaialion. 

At the present tiie the status oi allotment reports are generally 

prepared by the first week in the month following the reporting period. 

These repoits show the current and cumulative obligations by object class 

and subclass. In all probability Uiider a cost or accrual basis ol allot

ment, the basic principles and time ol preparation ol this report will not 

change. Sullicient data will be available to permit the budget ollicer to 

analyze the current status ol the allotments and advise the installation 

commander and operating activities ol the amount of lunds available lor 

6 Welsch, pp. 24-25. 
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luture operations on an overall basis. The preparation of the expense 

reports which rellect the consumption ol assets and the utilization ol 

limds under the cost system ol allotment must be prepared earlier in the 

month than is presently being accomplished (the 15th to the 20th of the 

lollowing month) to be ol any real value to Bianagement and operating activ

ities. 

Expense and Cost Accounting 

The purposes ol the expense and cost accounting system are to pro

vide llnancial data lor (1) the preparation ol operating expense or cost-

based budgets, and (2) correlation ol nonfinancial operating data lor Justi-

lication ot budget estimates and financial plans. This purpose is accom

plished by the use of codes which (1) identify the appropriation which 

financed the expense, such as operations and maintenance, military person

nel, etc., and (2) identify the specilic functional activity which incurred 

the expense. 

The expense data is accumulated by lunctional codes lor lour broad 

areas—locally lunded costs, command funded costs, centrally procured 

material, and military pay and allowances. These costs are broken down 

as indicated in Figure V, page 56. 

In the accumulation of this cost data, extensive use is made of 

standard costs. All material costs and military pay and allowances are 

on standard costs basis. With th© exception of materiel and certain con

tractual service, the locally funded portion of the expense report balances 

to the data recorded in the allotment ledgers. 



While it is the purpose of the expense accoimting system to iden

tify the lunctional activity which incurred the expense and thus consumed 

a resource (manpower, materiel, or lunds), there are certain expenses which 

are charged to a base-wide expense account. For example, salvage is charged 

to account 4500, Non-Operating Expenses /Gains/ and Losses. 

Upon implementation ol the cost based basis of appropriations, the 

expense accowiting system and the reports prepared therelrom will assume 

greater signilicance and importance, and soms means must be provided to 

secure reports Irom this system at an earlier date than the present date 

ol preparation. It is possible that complete mechanization of the syst^a 

on punch card accounting machines will satisfy this requirement. 

Inventory Accounting (Monetary) 

The purposes of this system are to (1) provide a dollar valuation 

for management purposes of supplies and equipment in inventory compared 

to the dollar value ol the stock level, and (2) record the dollar value 

ol transactions allecting these inventories by the source ol the trans

action. In addition to providing the inlormation mentioned above, cer

tain by-products are obtained such as the lunctional expense code and 

value ol supplies issued or condemned, etc. 

A Monthly Operating Report, Figure VI, page 59, which is a summa

tion ol ell inventory transactions, is prepared about the 12th day ol the 

month lollowing the end ol the reported month. This report provides an 

excellent overall summary ol inventory activity lor the reported period. 

A detailed report by property class and subclass, the Analysis of Monetary 

Inventory Transactions, Figure VII, page 60, is prepared quarterly by about 
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the 12th day ol the month lollowing the end ol the quarter. This report 

is an excellent device to aid in isolating and analyzing trends within 

each property class and subclass. While th© lormat, content, and Irequency 

ol preparation ol these reports may differ from reports in coHsiercial con

cerns, the principles involved are the same.^ 

Air Force Stock Funds 

Accounting for the various divisions of the Air Force Stock Fund 

is separate and distinct from the basic accounting system ol the instal

lation. It is a double entry system, operated on a home-office, branch-

office concept. The general ledger is comprised of asset, liability, 

non-operating expense, revenue, investment, inter-office, and net worth 

accounts. This system is concerned primarily with inventory accounting 

and the transactions which affect the status ol the inventory. 

The accounting systems currently in use at the Air Force instal

lations are prescribed by Federal Law. Provision has been made to record 

all transactions which pertain to assets, liabilities, revenue, expense, 

inter-oflice and appropriations. The system follows generally accepted 

commercial accoimting practices. The accounting framework has been 

established to provide lor preparation of cost based budgets. 

The progress in adaptation of this system has been remarkable, 

considering the fact that the system has been implemented in about five 

years. If the author were to select one paramount area for criticism, 

it would be the lack of stability in procedures and the implementation 

^ Paton, p. 295. 
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on a piece-meal basis. This criticism is attested to by the fact that it 

has been necessary to utilize all ol the letters of the alphabet and to 

repeat them in the designation of changes to the basic Accounting Manual 

published in 1954. 

A completely ;iew accoimting manual encompassing all changes to date 

is due for publication shortly. It appears that a great amount of time, 

money, and effort could have been saved had this system been tested in a 

laboratory utilizing computers rather than service testing at several 

installations and then proceeding with implementation prior to final deter

mination of the procedures to be used. It should be noted that the changes 

concern procedures rather than principles. 

Financial Management of Resources 

Manpower 

At the Air Force installation level the number of personnel author

ized, both military and civilian, are reflected in the unit manning docu

ment. The Air Force utilizes generally accepted methods of determining 

the number of personnel required by relating manpower requirements to 

work load. 

Military personnel are authorized on the unit manning document by 

grade and Air Force Speciality Classification, which is a description ol 

a job or job level. The pay ol military personnel is not charged to locally 

available funas; thus, as lar as local lunds are concerned, it is an item 

of "free issue" which is criticized by persons who have studied and evalu

ated the financial management practices of the Armed Forces. Of the two 
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installations investigated, military pay comprised 50% to 68% ol the total 

operating expenses incurred lor the installation in Fiscal Year 1959. 

The costs and man-months of military personnel utilized in the 

operation of an Air Force installation are reported by functional expense 

code in the installation expense reports at standard rates ol pay. Thus, 

although the costs of military pay are not charged to locally available 

lunds, the cost is charged to the users ol military personnel. 

In the test conducted at Langley Air Force Base, Virginia, fore

casts of military personnel costs at the functional expense code level 

proved impractical. Reasonably accurate estimates of larger numbers of 

personnel, such as at installation level, were accomplished. Thus, it 

appears practical to estimate with reasonable accuracy the cost of mili

tary pay on a standard cost basis for the installation as a unit with no 

attempt to break the estimate down to a functional expense code basis. 

Civilian Personnel are authorized on the unit manning document by 

Budget Project and are further broken down into General Schedule, or 

"white collar," and Wage Board, or "blue collar.' 

Prior to hiring a civilian, an analysis of the Job is accomplished 

by the civilian personnel office, and a job description is written. The 

grade of each job is based on this Job description and Civil Service 

standards. 

The pay of civilian personnel is charged to locally available funds 

and is the lirst cost given consideration in distributing locally available 

funds. As a matter of fact, the civilian personnel authorizations and the 

funds to pay the costs are closely coordinated at all levels of command. 
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The actual costs ol civilian personnel are reported in th© Air 

Force installation expense report and agree with the amounts charged in 

the allotment ledgers. In addition to these two reports, a third report, 

Analysis oi Civilian Personnel Services Report, is prepared. It is a 

monthly report by Budget Project containing inlormation on the total actual 

costs ol civilian personnel by General Schedule and Wage Board employees. 

The total costs are broken into such elements as base pay, overtime, holi

day pay, terminal leave payments, man-months worked, etc. This report is 

invaluable in monitoring smd controlling civilian personnel costs. 

The administration and llnancial management ol personnel, mili

tary and civilism, follow generally accepted commercial practices in the 

areas of justifications based on workload, job descriptions, and costing 

in expense reports. There is a wide divergence in funding, however. Mili

tary personnel costs are not fimded at the installation level, while civil

ian personnel costs are charged to the Air Force installations' locally 

available funds. That charging costs to the Air Force installations' 

locally available funds provides a strong incentive for economical use of 

the resource (manpower and fimds) in this case cannot be denied. Funding 

of military personnel costs at the installation level can be accomplished 

by utilizing techniques of control similar to those used for civilians. 

(Estimate and control the costs on an overall basis for the installation 

and prepare an analysis on military pay similar to that for civilian pay.) 

If this is done, the efficiency of utilization will probably have to be 

measured on a man-month bosis rather than cost, due to the spread in pay 

within grades and the installation's lack of control over the assignment 

ol military personnel. 
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Materiel 

The Air Force inventory of aateriel consists of more than one mil

lion separate items, about 75 groups divided into about 500 classes. 

Two separate systems of financial control are used. The first con

tains those items which are in the Inventory Accounting (Monetary) system. 

The second system involves those itesie in one of the divisions of the 

Air Force Stock Fund. 

Inventory Accounting (Monetary) or Non Stock Fund 

The basis of financial control ol this system is the establishment 

ol a stock level and a dollar value thereof and measureiaent of the "on 

hand" position against this level or standard. Standard prices are used 

throughout the system. 

To further break down the inventories, a system of three cost cate

gories has been established. Cost Category I is comprised ol those items 

listed in the 00~35F-1 series ol technical orders. In general, these 

iteas are critical to the accomplishment ol the Air Force Mission, or ol 

high unit cost, or both. These items are closely contx'oiled from pur

chase to consumption. 

Cost Category II is composed of items having a unit value of $10 

or more and not designated as Cost Category I. In general, these items 

ere not as critical and/or costly as Category I items and, therefore, are 

not accorded the same extent of control, as the cost of the control out

weighs any cost savings generated by close control. 

Cost Category III is composed of items having a unit value of $9.99 

or less. These iteas are the least costly and/or critical to the Air Force 
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mission; therefore, the extent ol control ol these items is less than that 

accorded Categories I and II. 

This system lollows the ABC method of inventory control recommended 

for use by commercial enterprises. 

The stock control levels are established by the use ol lormulas and 

judgement ol such lactors as standard issue patterns, erratic issues, sea

sonal items, etc. 

Generally, non-expendable supplies (equipment) are purchased or 

requisitioned to lill shortages in unit equipment authorizations, and stock 

control levels are not established lor equipment. However, stock control 

levels are established lor Cost Category III equipment items and Cost Cate

gory II local purchase items approved by the installation commander and 

lor certain items the loss ol which, without an iaiaediate available replace

ment, would allect the operation of the installation. 

The inventories are either procured Irom locally available fimds 

or are requisitioned from the Air Materiel Command. 

The items of materiel lurnished as "Iree issue" by the Air Materiel 

Command comprised two to lour percent ol the total operating expense of 

the two installations investigated. This is not as large a proportion 

ol the total operating expenses as that ol military personnel, 50% to 68%. 

All issues ol supplies are charged to tiie using activity in the 

expense system. Issues ol equipment are rellected in the equipment in-use 

accounts in the general ledger with the exception ol equipment havin-i; a 

unit cost oi $9.99 or less which is charged to expense upon issue. 
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Stock Funds 

The management ol stock fund inventories lollows the same concept 

used in non-stock lund operations—inventory levels are established, 

priced at standard prices, and the on-hand position is measured against 

the levels. In addition, turnover rates are established by the major 

air commands, and lor certain divisions ol the stock lund, acceptable 

gains and loss standards are established. 

Issues Irom the Stock Fund are paid lor by the using Air Force 

Installation Irom locally available lunds, with the exception ol the Avia

tion Fuels Division. Issues Iroa this division are linanced by the major 

air command which possesses the aircraft to which the fuel was issued. 

Furthermore, funds to finance the inventories in the various divisions 

Stock Fund are alloted to the installations, with the exception of the 

Commissary and Aviation Fuels Divisions. Th© funds to finance the Avia

tion Fuels Division inventories are retained by the Air Materiel Command. 

The Commissary Division began on July 1, 1959, to operate with a disburs

ing limitation which can be exceeded by up to five percent ol the approved 

operating plan without explanation. 

The financial management of inventories lollows generally accepted 

commercial practices in the areas ol establishing stock levels, measuring 

the on-hand position ol the inventories against these levels, dividing the 

inventories into groups and classes within the groups, concentrating the 

control on the expensive and critical items, and charging the using activ

ities with the cost ol the items upon issue through the medium ol the 

expense reports. 
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The problem ol "iree issue" is present in the case of supplies and 

equipment at installation level, although not to the extent that it is in 

military pay. The use of stock funds lor commissary, medical-dental, 

clothing, and general supplies has reduced the extent ol "iree issue." 

One possible solution would be to place the remaining "Iree issue" items 

under a stock lund system, thus requiring the Air Force installation to 

linance all supplies used. Belore this action is taken, consideration 

should be given to whether or not the cost ot operating the system would 

be ollset by savings in the use ol the materiel. 

Funds 

The receipt ol the annual budget authorizations and allotments 

represents the lirst opportunity in the budget cycle that the Air Force 

installation personnel have to project and measure requirements against 

a reasonably lirm dollar limitation. 

It has been the practice of Headquarters United States Air Force 

to establish limitations on the amounts that can be committed and obligated 

and, lor the past several years, a limitation has been placed on the amount 

that can be expended. The commitment and obligation limitations pertain 

to the current liscal year, while the expenditure limitations cover three 

liscal years—the current and two previous liscal years. These limitations, 

together with the large percentage ol lixed costs, lorce a carelul review 

ol projected operations. 

Once the program lor utilizing the available lunds has been estab

lished and approved (by the Base Budget Advisory Committee), the operat

ing activities and the appropriation accoimting ollice are advised ol the 

available amounts by the budget ollice. 
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The expenditure ol locally available lunds is controlled by authority 

contained in various Air Force publications. Prior to the expenditure ol 

appropriated lunds, the authority must be present. For example, the authority 

to expend lunds lor civilian personnel is contained in the unit manning 

document which authorized the hiring. In the purchase ol supplies, equip

ment, and services, the authority must be present to possess the items; 

local procurement must be the normal means ol supplying the items or ser

vices; and procurement authority must be present lor the contracting ollicer 

to purchase the items under applicable regulations and directives. 

A purchase request similar in content to those used in commercial 

concerns is prepared and lorwarded to the contracting ollicer. This request 

when properly prepared and completed is the purchasing ollicer's authority 

to procure the items or services. All requests in excess ol $2300 require 

approval ol the Installation Coiaiaander or his designated representative 

and the certilication ol the appropriation accounting ollicer that lunds 

are available to pay lor the items. 

To preclude the possibility ol over-obligation, to reduce time re

quired to ellect procurement and to reduce administrative costs, three 

methods are used to procure items costing loss than $2500. These three 

methods are Imprest Fund (Petty Cash) Method, Blanket Purchase Agreement 

(Charge Account) Method, and Normal Small Purchase Method. An indication 

ol the extent of the use ol these three methods is shown by the lact that 

88% to 90% ol the line items purchased in Fiscal Year 1959 by the two instal

lations investigated were purchased using one ol these three methods. (On 

a dollar basis, this varied Irom 33% to 50% ol the total amount spent.) 
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The purchasing office is the sole activity designated to deal with 

vendors and all vendor relations are handled through th© purchasing office. 

In selecting the vendor the purchasing ollicer is guided by tha 

estimated linal price in determining whether negotiation or lormal bid is 

required. II it is expected that the linal price will be less than $2500, 

one ol the three methods listed previously can be used ia accordance with 

limitations established for each. If the linal price is expected to exceed 

$2500, lormal bids are used. 

In the administration and control ol appropriated lunds at the Air 

Force installation, two conditions must be met. The lirst condition is 

that means must be provided lor insuring that more lunds are not obligated 

than are available. The appropriation accounting ollice provides the means 

ol insuring that allotments are not over-oollgated. The second condition 

is that authority must be present lor the obligation ol the funds. The 

llnancial plan for the obligation ol the annual program and the authority 

to secure the goods and services contained in various publications satisly 

the second condition. Considering all aspects, the aanagement and control 

of lunds alloted to the Air Force installation corresponds more closely 

to commercial practices than any other lacet ol financial management. 

In summary, it can be stated thot the Iraraework lor llnancial 

management in the Air Force has been established, and it is comparable in 

principle to most practices which are generally accepted in the coamereial 

or business world. By using the inlormation available, it should be pos

sible to ellect some savings in defense operations without alfecting the 

delense capability ol the nation. It should be remembered, however, that 

delense is expensive and in th© final analysis cannot be measured Irom a 

balance sheet. 
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