DA IR Guide


Chapter 15

Benefits

OASA (FM&C)









Chapter 15

Benefits
1.  PURPOSE.  This chapter provides guidance for identifying, classifying, and reporting potential benefits, both monetary and nonmonetary, that result from Army Internal Review (IR) engagements and services.  It applies to all IR engagements and services (formal and quick response audits, consulting and advisory services, and follow-up).  It should be shared with IR customers, as appropriate.  Throughout this chapter, use of the term "recommendations" also includes "suggested actions."

2.  REFERENCES.  
     a.  Government Auditing Standards issued by the Comptroller General of the United States (The Yellow Book).

     b.  DOD Audit Manual 7600.7-M, Internal Audit Manual.

     c.  DOD Directive 7650-3, Follow-up on General Accounting Office, DOD Inspector General, Internal Audit, and Internal Review Reports.

     d.  AR 11-2, Management Control.

     e.  AR 11-7, Internal Review and Audit Compliance Program.

     f.  AR 36-2, Audit Reports and Follow-up.

     g.  USAAA Reg 36-52, Reporting Potential Monetary Benefits Attributable to USAAA Audits.

     h.  The Practice of Modern Internal Auditing, by Lawrence B. Sawyer, JD, CIA, PA; copyright by The Institute of Internal Auditors (IIA).

     i.  Codification of Standards for the Professional Practice of Internal Auditing, IIA. 

3.  BACKGROUND.

     a.  Information of potential monetary and nonmonetary benefits is important and is used in various ways.   Potential benefits provide the reader a perspective for judging the importance of the condition and recommended corrective actions reported by the auditors.  Identified benefits is one of the factors used to measure effectiveness, productivity, and valued-added of audit organizations.  DOD reports monetary benefits 

semiannually to Congress.  Army IR offices, through their chain of command, report benefits semiannually to the Director, Financial Reporting and Internal Review, OASA (FM&C) and the U.S. Army Audit Agency (USAAA).
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     b.  The Army is committed to the Federal Government's ongoing efforts to identify and eliminate fraud, waste, and abuse; and to point out opportunities for achieving greater economy, efficiency, and effectiveness of operations and the attendant benefits, wherever possible.  The Army's leadership strongly supports this commitment and the need for aggressive actions by Army management to promptly and effectively resolve audit findings and implement recommendations.  By identifying and reporting the potential benefits from audits, Army IR auditors give Army managers an additional incentive for timely and effective implementation of audit recommendations.

4.  POLICY.  Planning for IR engagements will include steps to determine the potential benefits that accrue from recommendations.  All potential benefits, monetary and nonmonetary, that can be reasonably measured or identified will be clearly presented in reports of IR engagements to demonstrate the benefits of implementing the recommendations.  All benefits will be discussed with the audited activities.  Audited activities will be asked to provide written comments on the reasonableness of the estimated potential benefits. 

5.  TYPES OF BENEFITS.  Potential benefits may be monetary or nonmonetary.

     a.  Potential Monetary Benefits.  Monetary benefits used to be classified as either cost avoidances or collections and budgetary reductions.  Those benefits were further identified as either one-time, or annual, recurring benefits.  However, DOD policy has changed. Current congressional and DOD guidance classifies potential monetary benefits into two major categories:  funds put to better use, and questioned costs.

     (1)  Funds Put to Better Use.   Recommendations that will result in the more efficient use of government funds should be categorized as funds put to better use.   This category of potential monetary benefits is nearly identical to the old category of potential cost avoidances.  The underlying assumption for these benefits is that the funds in question can be used for other, unresourced requirements.  The vast majority of potential monetary benefits reported by Army IR offices are in this category.

     (2)  Questioned Costs.  This category of potential monetary benefits captures costs that are questioned or disallowed by auditors because of:

· Alleged violation of law, regulation, contract, or agreement governing the expenditure of funds.

· Lack of adequate, supporting documentation.

· Unnecessary or unreasonable expenditure of funds.

· Costs that management has agreed should not be charged to the Government.

Examples of monetary benefits are at Appendix A.  Examples of audit entities with potential monetary benefits are at Appendix B.  Appendix C contains examples of recommendations that result in reportable monetary benefits.
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     b.  Nonmonetary Benefits.
     (1)  Most IR recommendations result in valuable benefits to the Army but often those benefits can not be measured or expressed in monetary terms.  Nonmonetary benefits should not be ignored.  Identifying and reporting nonmonetary benefits are as important to Army IR customers as are monetary benefits, and may outweigh monetary benefits.  Nonmonetary benefits may stem from recommendations that relate to readiness, management controls, equal employment opportunity, personnel safety, environmental risks, organizational structure, etc.  IR engagements with the potential for nonmonetary benefits should not be sacrificed in favor of IR engagements with greater potential for monetary benefits.  The emphasis should be accomplishing IR engagements of importance to commanders and other IR customers, not just IR engagements that are likely to result in monetary benefits.

     (2)  Some nonmonetary benefits can be quantified in "non-dollar" terms.  When possible, otherwise unquantifiable nonmonetary benefits should be quantified in these "non-dollar" terms.  Examples include:  processing times, percentages, goals, accuracy rates, military occupational skill qualifications, retention rates, attrition rates, attendance rates, customer satisfaction scores, participation rates, and quality of services provided.

     (3)  The 11 categories for nonmonetary benefits resulting from IR engagements are at Appendix D.

6.  COMPUTING BENEFITS.
     a.  Audit programs should contain steps to determine the potential benefits that should accrue from audit recommendations.  During the planning phase of the engagement, the auditor should determine the potential benefits that could result from the audit objectives. The auditor should ensure inclusion of appropriate steps that will both accomplish the objectives and identify the potential benefits.  Benefits should be determined early in the planning process to allow time to reasonably quantify the potential benefits and provide command with sufficient time to evaluate and comment.
     b.  Auditors should not be reluctant to project or estimate benefits because of uncertainties or variables that may affect realization of the benefits.  Realization of benefits 

can be affected by the nature and timeliness of corrective actions taken and other events 

after the audit.  Actual benefits may differ from estimates and projections made at the time of audit.  The various qualifying factors or assumptions considered in projecting potential benefits should be explained in detail in the IR report.

c. Computing potential monetary benefits associated with implementing a recommendation is a form of economic analysis.  To properly perform an 
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economic analysis, the economic benefits and costs of at least two alternatives must be explored.  For most IR recommendations, the alternatives are the status quo or the action recommended in the report.  In comparing the cost of these alternatives, a detailed 

comparison of costs for both alternatives are not required if the cost of one of the alternatives is zero.  However, if there are costs associated with both alternatives, a detailed cost comparison must be included in the audit working papers.

     d.  Recommendations may produce only a one-time benefit.  Some examples include, reduction in requisitioning objectives, return of funds erroneously paid out, or reductions of material requirements.  There are instances when a one-time management action results in benefits affecting several identifiable fiscal years, such as canceling plans to acquire major items of equipment over a number of years, or leasing rather than purchasing equipment.  Certain recommendations result in recurring annual benefits that continue for an indefinite period of time.  Examples would be canceling multiple-year plans, leasing rather than purchasing, and reductions in payroll and other operating expenses. Amounts claimed as potential monetary benefits may be based on budget projections.  The amounts that may be claimed are limited to a 6-year period covered by the most current POM, DOD Program Decision Memorandum, or Approved Defense Program. 

     e.  As recommendations are being developed, the following should be asked.

· Will benefits be realized by implementing the recommendation?

· What potential benefits could result in future years if management takes the recommended action? 

· Are the potential benefits from the recommendation monetary or non-monetary?

· Are the potential benefits measurable?

· Is there evidence of ongoing or planned procurements/funding in the budget planning cycle?

· Does the report support the benefits?

· Are the potential monetary benefits a one-time savings or recurring?

· Are there identifiable offset costs that have been computed and deducted from total monetary benefits?

· If there will be a benefit but the amount is too unpredictable to be estimated, is the benefit properly reported as “undeterminable" or "not measurable”?

7.  DOCUMENTING BENEFITS.

     a.  Documentation of benefits should start with the preparation of the audit program.  As the IR engagement progresses, separate working papers should be completed to establish a record of the benefits identified.  For each recommendation the monetary or

nonmonetary benefit should be established, measured, and the functional category identified.  A full description should be included of any significant non-monetary benefit. Specific details on the computation of the benefit should be provided to management so they can agree with the computation, offer alternative amounts, or simply disagree.
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     b.  Discussions with management during the engagement can result in improvements in operations that result in potential benefits before the report is issued.  Auditors need to record those discussions in their working papers if they plan to report the benefits.

     c.  Before the final audit report is issued, a person other than the auditor performing the work should review each potential monetary benefit to ensure consistency of treatment in accumulating, categorizing, and reporting the benefits.  This review should be documented in the working papers.  This review also may be performed when no benefits have been identified.  The purpose of this review would be to have a third party review the working papers and/or the report to ensure no benefits were missed.

8.  REPORTING BENEFITS IN IR REPORTS:

     a.    All potential benefits that can be reasonably identified or measured  should be clearly identified in IR reports to show the adverse effect(s) of the condition(s) reported.  For formal audits and quick response audits, benefits will be reported in the "effect" section of the finding.  If an "Executive Summary" is used, the benefits also should be described in this section of the report.  For consulting and advisory services, the reporting of benefits depends upon the objectives and reporting method.  Those reports will contain complete descriptions of each benefit either in the findings or in attachments to ensure that the reader understands the nature and basis of the benefit.  The appropriation account and year of funds affected should be given to aid management in taking corrective action.  Appendix E is a form to assist management in understanding the benefits reported and to assist IR offices in the semiannual reporting of benefits to higher headquarters.  All amounts reported on this form must match the amounts that are reported in the body of the IR report.

     b.  All benefits will be discussed with the audited activity.  The audited activity will be asked to provide comments on the reasonableness of the estimated potential benefits. Auditors should make every attempt to reach an agreement with management on the reasonableness of reported benefits. The agreement must be documented in the IR report and supporting working papers.  The IR report can include a statement of management concurrence with the projected benefits in the management comments section. Management should be required to comment on the reasonableness of auditor estimated benefits as part of its review of draft reports. Management nonconcurrence with benefits 

should be documented in IR reports and supporting working papers.  This can be accomplished by including the nonconcurrence in the management comments section of the report.  Management should be instructed to provide complete justification for any nonconcurrence.  Alternative estimates of benefits provided by management must be validated as part of the IR process and included in the audit working papers in order to be

reported.  If, after considering management’s nonconcurrences, the auditor continues to believe the benefits are  valid,  the benefits should be included in the report.  The auditor should include a statement  that the management position has been carefully considered.  Whether benefits remain in the report should be decided in the established adjudication process.
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     c.  The validity of potential monetary benefits based on statistical samples can be questioned by management,  in the same manner as monetary benefits otherwise computed..  If concurrence can not be reached, the adjudication process will determine whether the monetary benefits will remain in the report.  This process will be carefully documented in the working papers.  The auditor should ensure that benefits based on statistical sampling  are appropriately identified to budget personnel so the audited entity is not subjected to inequitable or inappropriate budget reductions. 

     d.  When discussing estimates with the audited activity, it may be necessary to explain that audit estimates were as of a certain date based on data available at the time of the audit.  A variety of unforeseen future factors or events can influence the actual amount of benefits realized.  For instance, the dollar value of excess supplies at an installation fluctuates daily due to receipts and issues.  However, the audit estimate is fixed at a point in time.  It is not necessary to readjust the reported excess figure so long as the date of analysis is clearly shown in the audit report.

     e.  In other instances, events occur during the audit period that influence the potential benefits to be realized from the recommendations.  For instance, the  recommendation might be to  reduce the scope of a barracks construction project if command was planning to build more barracks than needed to house the available population of troops.  However, if a base realignment decision was made to transfer troops to the installation in question, the estimated benefits would no longer be valid.  These types of events must be recognized  if they occur during the audit period.  If auditors’ discussions with management during an audit cause improvements in management operations with resultant benefits, a record of those discussions should be part of the working papers, and included in the final report.

9.  SEMIANNUAL REPORTING OF BENEFITS.

     a.  Benefits will be reported in the Semiannual Report to Congress, RCS:  DD-IG (SA) 1717 and the Semiannual Follow-up Status Report, RCS: DD-IG (SA) 1574.

     (1)  1717 Report.

     (a)  Potential monetary benefits will be reported in the "IR Engagement Summary," the "IR Engagement Log," and by functional area under "Direct Audit Activities."

     (b)  For nonmonetary benefits, categorize each engagement by the nonmonetary benefit (Appendix D) that has the greatest impact, the most relevance, or the most 

prevalence, so each engagement reported on the 1717 has a nonmonetary benefit.  Nonmonetary benefits are reported in the "IR Engagement Summary," and the "IR Engagement Log."  This reporting of nonmonetary benefits in the 1717 Report will begin after ASA(FM&C) modifies the current automated 1717 reporting system.

     (c)  All monetary and nonmonetary benefits should be described in any synopsis submitted.
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     (2)  1574 Report.  Potential monetary benefits will be reported in the appropriate category of Part V.

10.  BENEFITS ACHIEVED.  Follow-up actions will include, to the extent possible, obtaining data from management on benefits actually achieved, and comparing with benefits reported.  This should be documented in the follow-up working papers.  The purpose of this follow-up requirement is to enable auditors to learn the outcome of their audit efforts and to plan for future audit coverage.  In addition, benefits reported and 

achieved are required to be included in follow-up tracking systems.  Benefits also may be reported based upon management's implementation of additional, follow-up recommendations.  These benefits are subject to the requirements discussed in this chapter.

11.  OTHER RELATED MATTERS.  

     a.  Audit reporting standards require a background or scope paragraph that describes the resources, goals, objectives, etc. of the audit entity.  Quantifying them will provide readers of IR reports a better perspective of monetary or quantified nonmonetary benefits reported.

     b.  Some areas subject to IR audits present unique problems on appropriateness and classification of benefits.  These areas, discussed at Appendix F, are:  significance and sensitivity, indefinite recommendations, lost opportunity costs, statistical sampling, benefits involving others, deobligations of funds, nonappropriated funds, personnel, material, operation and maintenance funded items, and construction.

     c.  "Tips" regarding IR benefits are at Appendix G.
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APPENDIX A - EXAMPLES OF MONETARY BENEFITS

· Recouping money erroneously paid out

· Reducing the need for funds by reducing computed material requirements

· Eliminating or reducing the scope of construction, renovation, or repair projects

· Terminating or reducing the scope of contracts for material or services

· Substituting less costly items to satisfy requirements

· Reducing implementation costs for base/activity closures or realignments

· Reducing requirements for equipment

· Eliminating an organization or out-sourcing work

· Turning in excess material

· Reducing fuel costs

· Reductions in Outlay

· Deobligation of funds available for reobligation

· Cost not incurred by implementing recommended improvements

· Avoidance of unnecessary expenditures

· Any other savings that are specifically identified

· Prevention of potential fines

· Recouping money from a contractor for:

· Unsatisfactory performance or work

· Defective performance or work

· Work not done (nonperformance)

· Collection of:

· Overpayments of travel, pay, etc.

· Duplicate Payments
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APPENDIX B -- EXAMPLES OF AUDIT ENTITIES 

WITH POTENTIAL MONETARY BENEFITS

· Payment of vendors’ invoices

· Procurements - sole source vs competition

· Local purchase of supplies available in the federal supply system

· Use of BPAs

· Unauthorized retention of non-demand excess

· Unauthorized retention of demand supported excess above authorized levels

· Misuse of priority designators causing excessive transportation costs

· Unauthorized use of temporary civilian personnel

· Inappropriate use of government facilities 

· Nonofficial users being charged official user rates

· Unauthorized use of propriety software

· Ineffective management of telephone, cellular phone, pagers

· Ineffective management of GSA fleet

· Payment of SRIP bonuses to ineligible soldiers TDY payments w/o proper documentation of expenses

· Compensatory time without proper authority

· Ineffective management of unliquidated obligations

· Personnel turnover due to ineffective retention programs causing losses of MOS qualified soldiers

· Unauthorized use of ADSW

· Pay for unattended drills

· Unsatisfactory or defective contractor work

· Assignments of family housing

· ADP equipment purchased by IMPAC not recorded on property books

· Questionable IMPAC purchases

· Contract consolidation and reduced SOW requirements

· Contractors claim for economic adjustments

· Scheduling of maintenance contractor personnel

· Unreported Excess OCIE

· Use of military vs commercial flights

· Fund management

· Claims
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APPENDIX C -- EXAMPLES OF RECOMMENDATIONS THAT RESULT IN


REPORTABLE POTENTIAL MONETARY BENEFITS 

Financial Management

Establish procedures to ensure that vendors' invoices are scheduled for payment as close as administratively possible to the due date.

Reduce cash on hand needed for day-to-day operations to a minimum to avoid unnecessary interest costs to the government.

Recoup nonrecurring costs on sales of military equipment to foreign or other customers.

Pay

Recoup monies improperly paid to Army National Guard personnel for unattended drills.

Recoup bonuses when service agreements are not completed.

Discontinue bonus payments when recruiting and retention problems do not exist.

Cancel proficiency pay and basic allowances for subsistence and quarters that soldiers are no longer entitled to.

Strengthen payroll procedures to make sure that requests for overtime and holiday work are fully justified.

Supply

Reduce inflated requisitioning objectives to reflect actual requirements.

Cancel planned acquisitions of major items of equipment to replace items expected to wash out of the supply system when experience shows replacements for washouts are not needed.

Eliminate items that do not require maintenance float support from the DA operational readiness float list.

Procurement

Recoup payments made to contractors for unsatisfactory or defective work or work not done.

Use competitive (instead of sole-source) procurement procedures when awarding contracts.
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Reduce the planned expansion of production of component parts that exceeds the capacity of end item assembly facilities.

Make component breakout reviews to determine those components that can be acquired directly from the subcontractor at a lower cost and acquire those items from the subcontractor separately.

Assemble items in-house rather than having the contractor fabricate them at a higher cost.

Support Services

Implement an effective work management system to reduce labor costs.

Health Care

Cancel contracts for furnishing medical care with civilian physicians when military physicians are available and less costly.

Maintenance

Curtail overhaul of secondary items that, when put into serviceable condition, would be excess to requirements.

Repair economically reparable items instead of disposing of them.

Personnel Management

Eliminate training on Lotus 1-2-3 for those graduates that will not need those specific skills after graduation.

Management of Real and Installed Property

Discontinue paying a 10 percent value-added tax on electricity costs for leased family housing complexes when the U.S. Forces are exempt from such taxes.

Close unneeded fixed-wing aircraft maintenance facilities through consolidating maintenance at nearby Air Force facilities.

Cancel approved and funded construction projects no longer needed.

Improve timeliness of making assignments of vacant family quarters and thereby reduce the cost of off-post housing and subsistence.

Cancel scheduled maintenance and repair for buildings scheduled to be demolished.
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Implement low-cost and no-cost conservation actions, such as reducing lighting and installing restrictive shower heads to reduce hot water consumption.

Transportation

Acquire aviation fuel at DOD facilities or through DOD plane refueling contracts rather than at civilian airports.

Discontinue shipping material by air transportation when sufficient time is available to ship by less costly surface transportation.

Use government bills of lading for shipping household goods rather than the more costly direct procurement method.

Automatic Data Processing

Recoup investment costs in automatic data processing equipment used to support the foreign military sales program.

Change military standards to allow software engineers to program in the new less time consuming standards for future business and administrative applications.

Research and Development

Make the AA alkaline battery (in lieu of the costly lithium-sulphur-dioxide battery) the power source for future night vision systems.

Redesign the airframe for the new fixed-wing aircraft to include the lighter, more durable materials used on similar Air Force systems that are less costly to operate and maintain.
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APPENDIX D -- CATEGORIES OF NONMONETARY BENEFITS

FOR IR ENGAGEMENTS

1 - Improve readiness

2 - Improve management controls

3 - Improve systems/processes

4 - Avoid violations of law or regulation

5 - Avoid adverse publicity

6 - Validate existing processes

7 - Initiate best business practices

8 - Provide analysis/data to decision makers

9 - Improve safety, morale, health, security


      10 - Ensure compliance with the audit resolution standard


      11 - Other:______________________________________
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APPENDIX E -- POTENTIAL BENEFITS 

This document states an opinion of the personnel of the (Command/Installation) Internal Review (IR) Office.  It should not be released outside of the Command/Installation.  Opinions stated herein if quoted outside of the proper factual context could be prejudicial to a full understanding of the subject matters to which these opinions relate.

REPORT NO: 

    


DATE:
TITLE:

DOD FUNCTIONAL AREA [1]:

FINDING/



MONETARY

NONMONETARY

RECOMMENDATION

BENEFIT ($) [2]
BENEFIT CODE(s) [3]



__



     







__



     







__



     







__



     




[1]  Chapter 16, DOD 7600.7-M, Internal Audit Manual, June 1990.

[2]  Amounts that should accrue from implementation of audit recommendations and that could be reasonably estimated at time of audit.  Actual benefits realized depend on management acceptance of recommended actions, timeliness of actions, and the precise nature and effort of actions taken.  There are two types of monetary benefits.

· Funds Put to Better Use -- funds which could be used more efficiently if

management takes action to implement and complete the audit recommendation.

· Questioned Costs -- incurred costs questioned by auditors because of:  an
alleged violation of the governing law or regulation; inadequate supporting documentation; or funds were unnecessarily or unreasonably expended.
[3]  Benefits that should accrue from implementation of audit recommendations but which cannot be readily expressed in monetary benefits.  

1 - Improve readiness

2 - Improve management controls

3 - Improve systems/processes

4 - Avoid violations of law or regulation

5 - Avoid adverse publicity

6 - Validate existing processes

7 - Initiate best business practices

8 - Provide analysis/data to decision makers

9 - Improve safety, morale, health, security


      10 - Ensure compliance with the audit resolution standard


      11 - Other:______________________________________
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APPENDIX F – AREAS OF SPECIAL CONSIDERATION

1.  Significance and Sensitivity.

     a.  Significance refers to the importance of items, events, information, matters, or problems.  Frequently, significance can be assessed in terms of dollars.  However, in other instances, assessing significance requires a more subjective judgment.  Determining sensitivity requires judgment based on the circumstances in each case.  However, some issues likely to be judged as sensitive include issues:

· That have received media coverage;

· That have been the subject of congressional interest and inquiry;

· Of a highly partisan nature;

· Involving mistreatment of personnel;

· Involving environmental contamination or pollution; or

· Involving a monetary criteria, e.g. $50,000 or more, for determining significance that may vary by MACOM or local IR Office.

     b.  A high degree of risk exposure may be indicated by either the significance or the sensitivity of the subject matter under review, or matters may be both significant and sensitive.  Significant and sensitive items should be reviewed for potential exemption from disclosure under the Freedom of Information Act.

     c.  The adequacy of internal controls and the risk exposure of the issue determine the extent of audit evaluation and tests.

2.  Indefinite Recommendations.  Recommendations to "consider," "reevaluate," "study," "coordinate," or "issue guidance" are weak recommendations that should not be made by IR auditors.  The outcome of these types of recommendations cannot be measured in advance because it is too unpredictable.  Potential monetary benefits cannot be claimed for indefinite recommendations as they are not measurable in advance.   Definite recommendations address specific actions needed and result in measurable monetary benefits.  Examples are:  "cancel purchases," "redistribute excess supplies," or "reduce the number of personnel."  IR auditors should make definite recommendations.

3.  Lost Opportunity Costs.  Lost opportunity or "sunk" costs may not be reported as a potential monetary benefit.  An underlying principle in computing potential monetary benefits is that future benefits (reduced cost or increased revenues) will accrue from our recommendations.  Historical costs may be used to estimate these future benefits.  However, auditors must develop recommendations that will result in some future benefit to claim a monetary benefit.  For example, proving the Army purchased an unneeded truck does not by itself constitute a monetary benefit.  To actually claim a monetary benefit, the auditor would 
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need to recommend:  (i)  canceling future plans to purchase additional trucks, (ii) transferring the trucks to another government organization that needed them, or (iii)  selling the trucks.  Developing these types of recommendations requires the auditor to conduct fieldwork that goes well beyond the initial activity under question.  In the truck example, the auditor might need to evaluate future acquisition plans, requirements of other government organizations, or the resale value of the trucks.

4.  Statistical Sampling.  Statistical sampling is a cost-effective method of estimating potential monetary benefits.  The decision on whether to use statistical sampling and the choice of specific sampling techniques in the audit may significantly affect the ability to extrapolate sample results to the entire population or system.  The use of statistical sampling to project monetary benefits is highly encouraged.  When done properly, projected monetary benefits are an accurate estimate of the monetary impact upon the population analyzed.
     a.  Projected benefits based on statistical sampling will generally be limited to the sampled universe.  Conditionally implying that those transactions or units examined in detail are representative of other universes, and then making estimates about the other universes is not an acceptable, statistically sound basis for projecting benefits.  As an alternative, auditors should consider using multi-stage statistical sampling. Multi-stage sampling allows auditors to conduct work at only a few locations, yet project their results commandwide.

     b.  When statistical sampling methods are used in performing an audit, benefits are normally reported within a certain range or at a midpoint within the range.  Under most circumstances, statistical reporting of monetary benefits should be based on the midpoint.  On an exception basis, use of a one-sided projection is authorized to ensure the most efficient use of audit resources.  A one-sided projection may be more appropriate in cases where obtaining a midpoint projection within an acceptable range requires substantially more audit effort than a one-sided projection.  However, under no circumstances should an amount in excess of the midpoint be reported.

     c.  When statistical sampling is not used, estimates of savings will generally be restricted to amounts applicable to the specific transactions and activities examined during the audit. Thus, if an auditor only reviews 10 of the 50 units at an installation, estimated savings would be limited to the 10 units audited.

     d.  Benefits can be estimated for activities not examined in the audit if the error rate for these activities can be established. This situation would generally be limited to systemic problems in centrally controlled systems or operations when auditors can establish the error 

rate for a group of individuals, units, activities or installations through a review of system procedures and relevant cost and operating data in a central database.  For example, during an audit of a finance and accounting office responsible for paying telephone bills for all Army installations within the Continental United States, auditors found procedures for certifying long-distance commercial telephone calls were not cost-effective.  The auditors 
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were able to show funds could be put to better use by replacing the costly certification procedures with more cost-effective procedures.  Since the procedures were standardized Army-wide, the auditors were able to project their estimated potential monetary benefits for all Continental United States installations even though they had performed their review at only five installations.

     e.  When projecting a recurring annual monetary benefit for more than 1 year in the future based on a statistical sample, the auditor should have reasonable assurance that the pattern of transactions or workload over the last 2 or 3 years has been relatively constant. The auditor also should determine whether past patterns are likely to continue.  If these conditions are met, the auditor may use a logical extension of the sample results to estimate potential monetary benefits for future periods. In no case should auditors use a sample from a less than 6-month period to estimate an extension of monetary benefits for multiple years.

     f.  Here are some statistical sampling rules to follow.

     (1)  Use statistical sampling techniques when they best support the audit objective.  If you wish to project the sample results to the population, then a statistical sample should be used.

     (2)  Define the population and do not project sample results to other populations.  For example, if your population is military travel vouchers, do not attempt to project the sample results to civilian travel vouchers; they represent a totally different population.

     (3)  Always ensure every item in the population has an equal chance of being selected.  Violate this rule and you are not dealing with a valid statistical sample.

     (4)  Do not let personal bias affect the sample selection.

     (5)  Do not let patterns in the population affect the randomness of the sample.  Stratify the sample if it would appear to reduce the variability in the sample.

     (6)  Base estimates of maximum error rates on what are reasonable in the real world.  Try to determine the point at which management would become alarmed. 

     (7)  Do not set unrealistically high reliability goals (precision and confidence levels).

     (8)  Do not attempt to draw conclusions about the population or project monetary benefits to the population from a judgmental sample.  You can, however, report the monetary benefits attained from the sample audited.

     (9)  Monetary benefits can be projected to the population using a variable sampling technique (e.g., simple variable sample, combined attribute and variable sample, dollar unit sampling technique).  You cannot project monetary benefits using an attribute 
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sampling technique alone.  Attribute samples are used to measure error rates, compliance/non-compliance, etc. and are used to project those rates or percentages to the population. Variable samples are used to measure dollar values, and only by using a variable sampling technique can we accurately project the monetary benefits derived from a sample to the population.

     (10)  Do not stop with the statistical sampling results.  Statistical sampling is only a tool the auditor uses to evaluate, with a measurable degree of accuracy, a condition of interest in a population.  An auditor is obligated to determine why the variances or attributes occurred.

     (11)  Benefits are normally reported within a certain range or at the “midpoint” within the range.  Under most circumstances, the midpoint of the range should be used.  The midpoint of the range is the mean, or average.  Here 
is an example.  

You are doing a travel voucher audit.  The population consists of 10,000 vouchers.  A variable sample of 300 vouchers is required and audited.  The total number of vouchers in the sample that contained errors was 23 for a total of $632.50.  To project the monetary benefits to the population the following calculation is made:


[1]  632.50
=
X

[2]  300X =   6,325,000

     300                  10,000

[3]  X = 6,325,000 = $21,083.33

                              300

X equals the projection of the total dollar value of error in the population.  The precision for the sample was plus or minus 2.1%.  To calculate the range of the data, multiply the mean by the precision of the sample (2.1%).  So, $21,083.33 x 0.021 = $422.74 plus or minus the projected monetary benefit to the population ($21,083.33).  The range would be between $20,640 and $21,526.  The midpoint of the range is the value to report for monetary benefits.  In the example above, the midpoint of the range is $21,083.33.  In the audit report the auditor can state with 90% confidence that the recorded value for the travel vouchers in the population is overstated by $21,083.  There is $21,083. in overpayments in the population of 10,000 vouchers.  The sampling error, or precision, is plus or minus 2.1%, which indicates the range of the correct population error value is between $20,640 and $21,526.

     (12)  In the example above, another consideration must be analyzed -- offset costs. Offset costs include all direct and indirect costs that will be incurred upon implementation of 

the recommended action.  All readily identifiable offset costs including those incurred by other Army activities and non-Army federal activities should be considered when computing net potential monetary benefits.  Historical costs or published standards and cost
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factors may be used in estimating offset costs when more precise data are not available.  For example, in order to correct the travel vouchers in the population, a travel clerk would have to analyze all 10,000 vouchers to find the ones with errors, then take appropriate actions to collect the overpayments.  The costs associated with those actions are offset costs that must be subtracted from the potential monetary benefits.  This approach would have to be followed if the monetary benefit was classified as a questioned cost.  Another approach to reporting monetary benefits in this situation might be to classify the monetary benefit as funds put to better use.  The cause of the condition may be poorly trained pay clerks.  If the auditor recommends increasing supervision, and providing adequate training to the pay clerks, monetary benefits will accrue in the future from reduced voucher errors and would be funds put to better use.  If offset costs would cancel the savings, it may be more practical to project the savings into future years and classify the savings as funds put to better use.

5.  Benefits Involving Other Activities.  IR work may result in benefits for another Army or DOD agency.  The monetary benefits may be claimed by the IR performing the audit work but must be explained in the IR report.  A monetary adjustment that results in a “wash” (when the savings are equal to the additional cost being transferred to another 

Army or DOD Agency) cannot be claimed in that they are not an overall savings within DOD.  For example, findings dealing with the area of cash management often have recommendations to reduce cash balances.  These recommendations have the effect of making more cash available to the U.S. Treasury and reducing the cost of borrowing.  Any potential benefits in interest expense would accrue to the U.S. Treasury but would not affect Army or Defense Department operating costs.  Nevertheless, the potential monetary benefits of these types of recommendations should be reported as funds put to better use.  Reportable benefits must result in a net benefit to DOD or to the Federal Government overall.  Collections or reimbursements from other Federal organizations to the Army are reportable if they result in a net benefit from a DOD perspective.  However, intra-Defense collections or reimbursements that result in "wash" transactions are not reportable.

6.  Deobligation of Funds.  As long as funds can be reprogrammed or reobligated, de-obligation of those funds can be claimed as funds put to better use.  However, if the auditor identifies unobligated funds after the end of the fiscal year and the funds cannot be reprogrammed or reobligated, the condition represents a tentative finding but not a monetary benefit for that year.  If the recommendation developed by the auditor will prevent loss of funds in the future, the future savings can be projected to future years (5 years maximum) if the obligation is for a programmed recurring expense.
7.  Nonappropriated Funds.  Reporting of potential benefits involving non-appropriated funds will be in the same manner as appropriated fund benefits.  However, the findings in the audit report will identify reported benefits as “potential non-appropriated fund monetary benefits.”
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8.  Personnel.  Recommendations regarding military or civilian personnel manning which involve shifting assets from one area to another, rather than a reduction in the total number of personnel, are normally classified as funds put to better use.

     a.  Military Personnel.  Recommendations to remedy over-staffing (requirements, authorizations, or assignments) at a particular location will generally result in reassignment of the military positions to vacancies in other organizations.  Although such recommendations will usually not affect total military end strength, they do generate resource reductions that can be reprogrammed for other uses.  Related monetary benefits are reportable as funds put to better use.

     b.  Civilian Personnel.  Recommendations sometimes result in reductions in personnel authorizations for an activity or organization.  Generally, authorized positions are transferred to other activities or organizations that are understrength because of personnel or funding limitations.  Since these types of actions will not reduce overall authorizations for the Army, the benefits should be reported as funds put to better use. 

9.  Material Requirements.  Recommendations to reduce computed requirements for supplies and equipment can result in potential monetary benefits.  For example, reportable benefits may result from recommendations to reduce computed requisitioning objectives for secondary items and repair parts, unit authorizations, maintenance float factors, operational projects, or other components of the Army acquisition objective for centrally managed equipment items.  Reportable potential monetary benefits will generally equate to the recommended reductions in requirements regardless of the current asset position.

     a.  Material Excesses.  Auditors often identify a need to reduce inventory balances.  Audit recommendations generally fall in two broad categories:

· Recommendations to transfer, turn-in, or redistribute existing excess inventory balances.

· Recommendations that will reduce future requisitioning objectives or otherwise   reduce future inventory balances.

Monetary benefits accrue from both types of recommendations, although the benefits are computed differently.

     (1)  Retail Supplies.  Retail supply activities often obtain stocks that are in excess of the prescribed retention limits.  When auditors discover this, their recommendations should address removing the current excess balances and preventing future excess.  Existing excess can be corrected by transferring stocks to another activity that needs them.  Finding and correcting the cause of excess inventory is more difficult, but is the only effective long-term corrective action.

15-F-6

     (a)  Current Inventory Balances.

     1  Auditors typically make recommendations to redistribute, transfer, or turn-in excess inventory balances that are above the authorized retention limit.   Auditors should not count seasonal or other items for which the supply activity has a legitimate reason for maintaining stocks.  Auditors should compute potential monetary benefits based on the variable inventory holding costs that can be avoided by transferring stocks to an activity that needs them.  Variable inventory holding costs include:  the cost of money invested in the inventory, physical losses, obsolescence, storage, and other administrative costs associated with managing an active inventory balance.  Monetary benefits are reportable as funds put to better use. 

     2  Recommendations to redistribute excess material to satisfy operating requirements, or to fill inventory shortages must be analyzed to determine what effect the shift will have on current and future procurement and holding costs.  Cost factors for computing variable inventory cost are divided into two categories: operating costs and holding costs.  Operating costs include replenishment orders and transportation costs.  Holding costs 

include:  investment, obsolescence, inventory loss, storage, and other related costs.

     a  Generally, redistribution of excess supplies to satisfy requirements is 20% more cost effective than extended retention of non-demand supported items.

     b  The following formula is designed to compute the variable inventory costs that can be saved by not maintaining excess inventory balances.  The costs in this model include only variable costs that accrue at the activity level‑and do not include fixed costs or administrative and overhead costs from higher levels of command.  The formula for computing these costs is:


A  =  B*C*D
Where:


A  =  Total Cost Savings


B  =  Average Dollar Value of Excess Supplies


C  =  Number of Years Needed to Consume the Excess Supplies


D  =  Variable Inventory Cost Factor

The example below shows how to use the model to compute total cost savings, and the paragraphs following the example provide more details on the computations.


Total Value of Excess Supplies

  $6,500,000


Annual Consumption of Excess Supplies
  $2,600,000
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A  =  B*C*D




 (B)
         (C)         (D)


A  =  $6,500,000  *  $6,500,000  *  20%




   2         $2,600,000


A  =  $3,250,000 * 2.5 Years * 20%


A  =  $1,625,000 (Total Cost Savings)



Item B (average dollar value of excess supplies) in the above formula, represents the gradual reduction of excess supplies from their current level to zero.  The easiest way to estimate the average dollar value of excess supplies is to take the beginning value (total value of excess supplies on hand at the time of the audit) less the ending value (ending dollar value will be zero) divided by 2 (averaging factor).



Item C (number of years needed to consume the excess supplies) is computed by taking the total value of the excess and dividing it by the yearly consumption of the items that are excess.  Excess is only counted for those items with balances exceeding the retention level.  Once an item has a balance that exceeds the retention level, compute the 

amount of excess by subtracting the requisitioning objective (not the retention level) from 

the current balance.  If an item is not authorized for stockage, assume that it will take 6 years to consume the excess supplies (Program Objective Memorandum period).



Item D (variable inventory cost factor) is a factor based on data from DOD Instruction 4140.45 (Standard Stockage Policy for Consumable Secondary Items at the Intermediate and Consumer Levels of Inventory) and an Army sponsored study of inventory costs at 83 Army installations.  The study, entitled:  Retail Inventory Cost Parameter Update Study (RICPUS), was performed by the U.S. Army Logistics Evaluation Agency.  For item D, auditors should use the 20 percent.  However, locally available data on variable inventory costs should be used in lieu of the 20 percent factor in this model when the cost figures are available and reliable.  See DOD Instruction 4140.45 for procedures on what costs command should include in their variable cost computations.

     3  Demand Support.  The auditor must determine whether the excess supplies are demand supported.  Excess would be deemed demand supported because the items have a high turnover rate and will be reordered within the same calendar year or the next 4 years following completion of the audit.  If the excess is demand supported, the monetary benefit is the difference between the current holding and acquisition costs against the costs of procurement in the future.  If excesses are not demand supported or authorized for stockage, the monetary benefit is the value of stock redistributed and the amount of inventory holding costs avoided by removing the items from the shelf.  A recommendation to reduce the inventory would result in funds put to better use.
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     (b)  Future Inventory Balances.  Auditors may claim a potential monetary benefit if their  recommendations will result in reduction in a requisitioning objective.  If the requisitioning objective is reduced, the full value of the inventory reduction may be claimed as funds put to better use.  These savings are in addition to any savings generated through redistributing existing balances of excess supplies.  Army requisitioning objectives are based on either the days of supply or economic order quantity computations.  Requisitioning objective factors and the computation methods affected are:


Requisitioning          
 
Days of    
Economic Order


Objective Factors    
    
Supply        
Quantity

Safety Level                                   X                          X


Operating Level                             X                          X


Order and Ship Time                     X                          X


Demand or Consumption              X                          X


Item Cost
                                                              X


Variable Inventory                                                      


  Holding Cost                                                             X

If an auditor’s recommendation will affect one or more of these factors and the audited unit 

is able to reduce the requisitioning objective, the potential monetary benefit should be reported.

     (2)  Wholesale Supplies.  Procurement decisions for items that are centrally procured and managed at the wholesale level, such as, major end items, and ammunition, are based on the worldwide asset position.  As procurement is not based on the local asset position, a redistribution of local excess would not affect the net requirements or procurement decisions. A recommendation to redistribute local excess would generally not result in reportable potential monetary benefits.  If auditors find unrecorded assets or are otherwise able to make recommendations that will result in an adjustment to the worldwide asset position or Army acquisition objective, potential monetary benefits may be claimed.  The benefits would be the future procurement costs that could be avoided as a result of the recommendation.  These benefits are funds put to better use.
     (3)  Equipment.  Most major end items of equipment are centrally funded.  A recommendation to eliminate a piece of equipment would not result in monetary benefits, although it could improve the use of available resources.  To actually claim a monetary benefit, the auditor would need to recommend cancellation of future purchases of additional equipment, or transfer of equipment to another activity.  However, if the major end item of equipment was not recorded on property records but was found on post, it represents funds put to better use.

10.  Items Funded by Operation and Maintenance Appropriations.  The budget formulation and approval process varies significantly between appropriations. Appropriations for 
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procurement, construction, and a number of other purposes are approved on a line-item or project-by-project basis.  Conversely, appropriations for operations and  maintenance are approved on a program-type basis.  Operations and maintenance appropriations authorize a certain level of funding for maintenance or supply, but a high degree of flexibility is afforded in deciding on how these appropriations will actually be spent.

     a.  Thousands of individual items are typically part of budget requests for program-type appropriations.  Congress usually reduces the amount of funds requested.  Consequently, after budget approval, commanders and managers must decide what to fund with the available monies.  Because of changing priorities, it is often impossible for auditors to prove whether or not a particular item is funded.  Commanders and managers reprogram funds as they deem appropriate within certain constraints.  Budget guidance documents do not detail which items in the commander's original budget request were disapproved.  Therefore, when estimating potential monetary benefits, auditors must use alternative procedures to prove whether funds were earmarked for an item in question.

     b.  In developing evidence to support an estimate of potential monetary benefits for program-type funds, auditors should:

· Trace the item back to the supporting documentation for the budget request to show that funds were requested.

· Ensure the item in question has been approved in writing by the commander or manager of the activity being audited.

· Verify that the commander or manager still plans to fund the item in question.  If verbal confirmation cannot be obtained, review prior year's records to determine whether a pattern existed of funding identical or similar types of items.

These elements of proof can be used to support an estimate of potential monetary benefits when an item cannot be specifically traced to the budget or the Program Objective Memorandum (POM).

11.  Construction Projects.  Recommendations to reduce the scope or cancel an approved construction project are funds put to better use.  

     a.  Congress approves most construction funding on a project-by-project basis.  When auditors recommend canceling a project, they may use the full value of the project in computing the potential monetary benefit of funds put to better use.  To claim such a benefit, however, the auditor must prove that the project is not needed or not cost effective.  Merely challenging the accuracy of the project justification documents is not sufficient evidence to claim funds put to better use; it may be sufficient to claim a questioned cost monetary benefit.  When only a portion of a project is canceled, only the costs of the canceled portion may be claimed.
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     b.  To claim a potential monetary benefit on a construction project, auditors must prove that the project is authorized and that it is the Army's intent to fund the project. Benefits can be claimed from recommendations to cancel construction projects which have been planned but not yet officially approved if it can be assumed the project would have been approved as proposed (e.g., a construction project listed on the approved long range plan but not yet funded by the Army or approved by Congress).  Generally, potential monetary benefits will be limited to the amounts shown in the POM.  However, if the construction period is more than 6 years, or "no-year" funds are involved,  the full value of the project usually may be claimed.  The assumption is that the total project is not severable.  For instance, if a lock and dam takes 8 years to construct, it is highly unlikely that funds would be cut-off after 6 years: the lock and dam would be incomplete and could not serve its intended purpose.  However, if 50 barracks were to be built over an 8-year period and Congress cut-off funding after 5 years when only 35 had been built, those 35 barracks could serve their intended purpose.  The following paragraphs discuss the specific procedures for the various types of construction projects.

     c.  Congress approves funding for military construction projects on a line-item basis.  Potential monetary benefits may be claimed for canceling or reducing the scope of these projects if the auditor proves that the Army had intended to fund the project.  If a project has been approved by the Army and is included in the POM or similar budget authorization documents, that is sufficient proof that the Army intended to fund the project.  The benefits from canceling or reducing the scope of these projects are funds put to better use.

     d.  The approval and funding process for civil works projects is unique.  Separate congressional committees authorize the projects and appropriate monies to build them.  In addition, the costs of these projects normally are shared with state and local governments.  Contracts, commonly referred to as cost sharing agreements, are initiated on every project to specify the costs to be borne by the federal government and the cost-sharing partner.  Traditionally, Congress authorizes far more projects than it funds.  This places a greater burden of proof on the auditor to show that the project in question would have been funded if the auditor had not recommended cancellation or reduction in scope.   Since civil works monies are technically not part of the Army budget, auditors cannot use the POM or other Army budget documents to show that Congress has granted conditional funding approval. To establish that there was intent to fund a civil works project, auditors must prove that:

· the project was authorized by Congress;

· monies continued to be spent for engineering and design after the project was authorized; and,

· negotiations were initiated with the cost sharing partner(s) on a cost-sharing agreement for the construction costs.
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APPENDIX G -- TIPS
· Report All “Reasonably Measurable” benefits

· Don’t be reluctant to project/estimate benefits because of uncertainties or variables that may affect realization of  benefits

· Consider calculations as a form of economic analysis--explore benefits and costs of at least two different alternatives

· Audit programs should contain steps to determine benefits accruing from recommendations

· Audit techniques should be tailored to the type of audit

· Don’t forget to consider offset costs

· Amounts claimed may be based on budget projections--limited to 6-year period

· Independent verification by another auditor 

· Remember, always look for:

· More efficient uses of government funds.

· Ways to reduce command expenditures

· Nonmonetary benefits
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