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To the Director, Defense Contract Audit Agency:

We have audited the Defense Contract Audit Agency's (DCAAY Consolidated Balance Sheets,
Consolidated Staternents of Net Cost, Consolidated Statements of Changes in Net Position,
Combined Staterments of Budgetary Resources and Consolidated Statements of Financing
{Brincipal Financial Statersents) as of and {or the years ended September 30, 2005 and 2004, we
have examined internal contro! over financial reporting in place a5 of September 34, 2005 and
2004; and we have examined compliance with laws and regulations.

I cur opinden, DCAA’s 2005 and 2004 Principal Financial Statements are presented fairly in ali
material respects.

We found no material conflicts with DCAA s 2005 report op management contrels prepared
under the Federal Managers’ Financial Integrity Act of 1982,

Each of these conclusions is discussed in more detas] below. This report also discusses the scope
of our work.

PRINCIPAL FINANCIAL STATEMENTS

In our opinion, DCAA’s Privcipal Financial Statements, inchuding the notes thereto, present
£2irly, in all material respects, the agency’s financial position as of September 30, 20035 and
2004, and its net cost of operations, changes in net position, use of budgstary resources, and use
of financing resources for the years then ended, in conformity with accounting principles
generally accepted in the United States of America.

MEBGERS OF THE AMERICAN INSTTUTE OF SRERTIFED PUBLEC aGCOUuNTANTS



INTERNAL CONTROL

We considered DCAA's internal control in order to determine owr auditing procedures for the
purpose of gxpressing our opinion on the Principal Financial Statements. Since DCAA's
financial recording and reporting, including the issuance of financial statements, are performed
by the Defense Finance and Accounting Service {DFAS), our consideration of infernal control
included those aspects of internal control of DFAS which were relevant to DCAA. Since our
chiective was not to provide assurance on internal control, we do not provide an opiion on
internal controf,

The objectives of injcrnal control are to provide management with reasonabie, but not absolute,
assurance that the following objectives are met:

transactions ars properly recorded and accounted for fo permit the preparation of
reHable financial reporis and to maintain accountability over assats;

funds, property, and other assets are safeguarded against loss from unauthotized
acguisition, use, or disposition;

transactions, including those related to cbligations and costs, are executed in
compliance with laws and regulations that could have a direct and material effect
on the financial statements end other iaws and regulations that the Office of
Management and Budget {OMB), Department of Defense management, or the
Inspector General have identified ag being significant and for which compliance
can be objectively measured and evalnated; and

data that support reporfed performance measures are properly recorded and
accounted for to permit preparation of reliable and complete performance
information.

Orar consideration of internal control would not necessanly disclose all matters of mternal
control over financial reporting that might be reportable conditions. Under standards issued by

the American Institute of Certified Public Accountants, reporiable conditions are matters coming

to our atiention relating to sigmificant deficiencies in the design or operation of intermal control
that, in our judgement, could adversely affect DCAA's or DFAS’ ability to rocord, process,
summarize, and report financial data consistent with the assertions of management in the
financial staterents, Material weaknesses are reportable conditions in which the design or
operation of one or more of the internal control components does not raduce fo a relatively low
level the risk that errors or irregularities in amounts, which would be material in relation to the

financial statements being audited or material to a performance measure or aggrepation of related

performance measures, may occur and not be detected within 4 timely period by employees in



the normal course of performing their assigmed functions. Qur tests of mternal control did not
disclose any material weaknesses.

COMPLIANCE WITH LAWS AND REGULATIONS

DCAA’s management is responsible for complying with laws and regulations applicable fo its
operations, As part of obtaining reasonabie assurance sbout whether the financial statements are
free of material misstatement, we performed tests of DCAA’s compliance with certain provisions
of laws and regulations, noncompliance with which could have a direct and material effect on the
determination of financial statement mmounts, and certain other laws and regulations specified in
OMB Bulietin 01.02, Sudit Requivements for Federal Financial Statements. Since DCAA's
financial recording and reporting, including the issnance of financial statements, gre performed
by DFAS, we ¢onsidered compliance with laws and regulations by DFAS which were relevant to
DCAA. However, the obiective of our audit of the Principal Financial Statements, including our
tests of compliance with selected provisions of applicable laws and regulations, was not (o
provide an opinion on overall compliance with such provisions. Accordingly, we do not express
such an opinion,

Reportable instances of noncompliance are failures to follow requirements, or viclations of
prohibitions in statutes or regulations, that canse us to conclude that the aggregation of the
migstatements resulting from those failures or violations is material to the financial statements or
that sensitivily warrants disclosure thercof

RESPONSIBILITIES AND ME DOLOGY
DCAA mapagement has the responsibility for;

» cnsuring that the Principal Financial Statements are prepared in conformity with
accounting principles generally accepted in the United States of America;

+ ensuring that effective intemal controd is established and maintained; and
« complying with laws and repulations.

{ur responsibility is to express an opinion on the Principal Financial Statements based on our
audit, Auditing standards generally accepted in the United States of America reguire that we
plan and perform the audit to obtaln reasonable assurance about whether the Principal Financial
Statements are free of material misstatement and presented fairly in accordance with accounting
principles generally accepted in the United States of America. We considered DCAA's and
DFAS’ intemal control for the purpose of expressing our opinion on the Principal Fisancial
Statements and not to provide an opinion on internal control. We are also responsible for testing
comphiance with selected provisions of apphcable laws and regulations that may materially affect
the financial statements,



s order to fulfili these responsibilities, we

» examined, on & test basis, evidence supporting the amounts and disclosares in the
Principal Financial Statements;

» assessed the accounting principles used and significant estimates made by
management;

» evahuated the overail presentation of the Principal Financial Statements;
» obtained an understanding of the internal control over financial reporting,;
+ obtained an understanding of internal control over performance measures,

« iested, or obtained evidence of, comphance with selected provisions of laws and
regmiations that may matenally affect the Principal Financial Statements; and

» performed other procedures as we considered necessary in the circumstances.

(ur audit was conducted 1n accordance with anditing standards generally accepted in the United
States of America, the standards applicable to financial audits contained in Government Auditing
Stundards, issned by the Comptroiler General of the United States, and OMB Bulletin 01-02.
We believe that our audit provides a reasonable basis for our opinion.

The Management Discussion and Analysis and Required Supplementary Information are not a
required part of the Principai Financial Statements, but are supplementary information required
by OMB Circular A-136, Financial Reporting Requirements, Volume 6B of the Department of
Defense Fisiancial Management Regulation and the Federa} Accounting Standards Advisory
Board. We have applied certain limited procedures which consisted primarily of inguiries of
management regarding the methods of measurement and presentation of the supplementary
mformation. However, we did nof audit the information and express no opinion on it

This report is intended for the information of DUAA management, This restriction is not
intended to Hmit the distribution of this report, which is a matter of public record.

Leonard G. Birnbaum and Company,

Alexandra, Virginda
Cotober 28, 2005
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DEFENSE LEGAL SERVICES

GENFRAL COUNSEL
Defenze Contract Audis Agensy
8725 John J. Kngrmas Road, Suite 2134
For Belvoir, VA 22060529

DE 240 October 27, 2005

Leonard . Bimbaum and Company
6285 Franconia Road
Alexandria VA 22310

REFERENCES:

{a} Interoffice Memorandom from Assistant Director, Resources, Defense Contract Audit
Agency {DCAAY, dated October 17, 2003

{b) Statement of Federal Financial Accounting Standard (SFFAS) No. 3, "Accounting
for Contingencies,” December 1995, as amended by SFFAS Number 12, and
Interpretation Number 2 of SFFAS Numbers 4 and 5

{c} American Bar Association Statement of Policy Regarding Lawyer's Responses to
Auditors’ Requests for Information (December 1973)

This letter responds to reference (2) which requests that I provide information involving
matters with respect to which I have been engaged and to which | have devoted substantive
attention on behalf of DCAA in the form of legal consultation or representation where the
amnount of potential loss exceeds $1,000,000. Reference (a} requests tha! s response be provided
including matters that existed as of September 30, 2005 through no earlier than October 27,
20063, Reference {a) further requests information conceming unasserted claims and assessments
and requests confirmarion that legal counsel are disclosing material loss contingencies as defined
in reference (bh

As General Counsei of DCAA, [ advise you as follows in connection with your
examination of the DCAA, concerning matters that existed as of September 30, 2003 and from
the period September 30, 2605 through October 27, 200635,

As General Counsel of DCAA, | have supervisory aathority with respect to ¢laims and
litigation made against DCAA. In such capacity, [ or one of the lawyers over whom [ exercise
general supervision wouid have reviewed litigation and claims threatened or asserted involving
DCAA,

Knovwn Clanns. Litipation, and Assessments

Subject to the foregoing, and to the last paragraph of this letter, | advise you that, for the
period ending September 30, 2005, and from that date through October 27, 2005, either 1 or one
of the lawyers over whom [ exercise general supervision have given substantive attention to, or
represented, DCAA in connection with one known litigation, claim, or assessment of $1,600,000
or more made against DCAA as deseribed below,



B 249 October 27, 2005
Leonard G. Birnbaum and Company

In 2 United States District Cowrt of Marviand action served on the United States on
August 1, 2005 Information Systems Networks {ISN) Corporation asserts a claim to at least
$13,000,000 of damages under the Federal Tort Claims Act (FTCA). k alleges that DCAA and
the Defense Contract Management Agency have intentionafly failed to provide ISN with final
indirect cost rates, refused to close out LS. Government contracts and issued audit reponts that
are intentionally misleading. 1SN previcusly filed a §735 million administrasive claim and that
was denied by the Army Claims Service,

DCAA and DCMA have filed with the Department of Justice 2 hiigation report. [t asserts
several defenses: {1) there is no neglipence or failure to act by either DCAA or DCMA; 2) ISN
fails to state a tort claim under Maryland law; 3} ISN fails to state a tort claim and instead passes
off as a tort that which is substantively and legally a Government contraet claim, cognizable as
such in a Contract Disputes Act Forum; (4) any actions or inactions complained of fall within the
discretionary function exception to the FTCA,; (3) the claim is untimely.

The Government is highly confident that ISN's FTCA suit will be summarily denied by
the Federal District Court and that its chances of prevailing in sublect law suit are remote, Paul
Mitchell is the DCAA antomey responsible for coordinating with DCMA, counsel and with the
DO attomeys representing the defendant United States in Federal District Court.

Unasseried Clai d Asspssmen

Information is also requested concerning unasserted claims and assessments that this
office considers probable of assertion and, if asserted, would have 2 reasonable possibility of an
snfavorable cutcome. § have interpreted this request to refer to unagserted claims and
assessments which, if asserted, have a ressonable possibility of resulting in a material
unfavorable outcome where materiality 1s defined as 31,000,000 or more.

Subject to the last paragraph of this letter, [ advise you that neither I nor any of the
Jawyers over whom § exercise general supervision have given substantive attention fo, or
revreserted, DCAA in connection with any unasserted claims or assessments which, if asserted,
would constitute a material loss contingency within the scope of clause {a) of Paragraph 5 of
reference {c).

Representation Concerning Pisclosure

Subject to the last paragraph of this letter, and conststent with the last sentence of
Paragraph 6 of reference (c), this will confirm that whenever, in the course of performing lepat
services for DUAA with respect t0 a matter recognized 10 inveive an anasserted possible material
claim or assessment against DCAA that may call for financial statement disclosure, I or one of
the lawyers over whom | exercise general supervision have formed a professional conclusion that
DCAA must disclose, or consider disclosure, concerning such possible ciaim or assessment, the
lawyer formaing such professionat conclusion wili so advise DCAA and will consult with DCAA
financial managers concerning the guestion of such disclosure and the applicable requirements of
reference (bl
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Leonard (. Birnbaum and Company

{ imitation on This Response

This response is jlimited by, and made in accordance with, the ABA Statement of Policy
Regarding Lawyer's Responses to Auditors’ Requests for Information {December 1975}
{reference (¢}). Without limiting the generality of the foregoing, the Hmitations set forth in such
Staternent on the scope and use of this response {paragraphs 2 and 7) are specifically
incorporated herein by reference, and any description herein of any “joss contingencies™ is
qualified in its entirety by Paragraph 5 of reference {¢) and the accompanying Commentary
{which is an integral part of this Statement). in addition, we do not interpret reference {a) to
require or authorize the release of information subject to the attomey-client privilege or the work
product doctrine, and in responding to reference {&) we have provided no information subject o
that privilege or doctrine. Moreover, the information set forth herein is as of October 27, 2005,
and [ expressly disclaim any undertaking to advise you of changes which may be brought to my
attention or to the attention of the lawyers over whom | exercise peneral supervision after the
dare of this letter.

Sincerety,

John M. Farenish
. General Counse)

Copy furnished:
wAssistant Director, Rescurces



DEFENSE CONTRACT AUINY AGENCY

DEPARTMENT OF DEFENSE
8725 JOUN L KINGMAN ROAD, SUITE 1138
FORT BELVOIR, VA 22868-6139

OFFILI 8#F THE BIRECTOR

CFA 4203 Qetober 27, 2005

Leonard G. Birnbaum and Company
Certified Public Accountants
Washington {ffice

6285 Franconia Road

Alexandria, Virginia 22316-2510

Dear Mr. Leiper:

Attached are the FY 2005 Annes! Financial Statements {AFS), Note Narratives, and
Other Accompanying Information for the Defense Contract Audit Agency {DCAA), submitted in
accordance with the Depariment of Defense Financial Management Regulation, Volume 68,
Form and Content of the Department of Defense Annual Financial Stuatements.

i hereby cortify the FY 2005 AFS, as of September 30, 20035, are supporied by trial
halances, feeder reports, and other information provided to or maintained hy DCAA ,or the
Defense Finance and Accounting Service, Columbus Center.

Sincerely,
N d s ﬁ%rrﬁ

Jody A Trenary
Aszistang Director, Resources

Attachiments
As stated




Drear My, Leiper

This letter is in connection with your andit of the Defense Contract Audit Agency
{BCAAY Principal Statements {also referred to as finangial gtatements) as of Septernber 30, 2003,
and for the year then ended for the purposes of (1) expressing an opinion as to whether the
Principal Statements are presented fairly, in all material respects, in conformity with Generally
Accepted Accounting Principles, and {2} reporting whether the Agency’s financial managerment
systems substantiaily comply with the Federal financial management systems requireinents,
apphicable Federal accounting standards, and the U S, Government Standard General Ledger at
the transaction level as of September 30, 2005,

We confirm, 1o the best of our knowledge and belief, the following representations were
made to you during yvour audits, are as of the date of your auditor’s report, and pertain o the
period covered by the financial statements. These representations update the representations we
provided in conjunclion with your audit of the linancial staternents as of and for the year ended
September 30, 2004.

1. We are responsible for the fair presentation of the Principal Statements in
contformity with accounting principles generally accepted in the Unsted States of

Ao arimn
2. The financial statements are fairly presented in conformity with accounting
principles generally accepted in the United States of America,

A, We have made available to vou, alk:
a, financial records and related data;
b, minutes of meetings of the Audit Committee or summaries of actions of

recent meetings for which minutes have not been prepared; and

¢.  cycle memos and flow chants of DCAA financial processes and systems.
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10,

i,

173

There are no material transactions that have not been properly recorded in the
accounting records underlying the Bnancial statements or disclosed in the notes to
the financial statements.

[CAA bas no capital equipment and our offices are located sither i Federal
space or cormmercially leased space managed by General Services Administration
or the Corps of Engineers.

We have no pians or intentions that muy materially affect the carrying value or
classification of assets and liabilities.

There are no;

a. possibie violations of laws or regulations whose effect shouid be
constdered for disclosure in the fnancial statements or as a basis for
recording a loss contingency;

b, material liabilities or gain or foss contingencies that are required to be
accrued or disclosed, that have not been accrued or disclosed; or

¢ unasserted ¢laims or assessments that are probable and must be disclosed
that have not heen disclosed,

We have complied with all aspects of contractual agreements that would have a
material effect on the financial stalements in the event of noncompliance.

No material events or transactions have ocourred subseguent 1 September 306,
2005, that have not been properly recorded in the Principal Statements or
disciosed in the notes thereto.

There has boen no material fraud (intentional misstatements or ortissions of
amounts or disclosures in financial statements and misappropriation of assets that
could have a material affect on the Principal Statements} or any fraud involving
management of employees who have significant roles in internal control.

We are responsible for cstablishing and maintaining internal control.

Pursuant to the Federal Managers” Financia} Integrity Act, we have assessed the
effectiveness of DUAA s internal contro! in achieving the following cbjectives:
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13,

14,

I3
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a. Reliability of financial reporting - transactions sre properly recorded,
processed, and suinmarized to permit the preparation of the Principal
Siatements in accordance with Generally Accepted Accounting Principics,
and the assets are safeguarded against loss from unautherized acquisition,
ige, or disposition;

b, Compliance with applicable taws and regulation ~ transactions are executed
in accordance with: (1} laws governing the use of budget authority and
other laws and regulations that couid have a direct and material effect on
the financial statements, and (i) any other iaws, regalations, and
government wide policies identified by the Office of Management and
Budget {OMB} in Appendix C of OMB's Audit Bulletin; and

g Rehability of performance reporting — transactions and other data that
suppart reported performance measures are properly secorded, processed,
and summarized to permit the preparation of performance information in
accordance with criteria stated by managessent,

Those controls in place on September 36, 2005, provide reasonable assurance that
the foregoing objectives are met.

The Defonse Finance and Accounting Service (DFAS) is responsible for
implementing and maintaining financial management systems for DUAA, that
comply substantially with Federal financial management systems requirements,
applicable Federal accounting standards, the United States Standard General
Ledger (3GL} at the transaction level and the Do) Financial Management
Regulation as prescribed by the Department of Defense USD(C),

We are responsible for the DCAA's compliance with applicable laws and
regulations, and are currently unaware of any instances of noncompliance, except
as noted in paragraph 14 above.

We have identified and disciosed to you all laws and regulations that have 2 direct
snd material effect on the determination of financial stafement amounts,

Jody A,

S Resouees
Assistart Didector, Resourc

i)eputy Prirector

Defense Contract Audit Agency Defense Contract Audit Agency
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DEFENSE CONTRACT AUDIT AGENCY
MANAGEMENT DMSCUSSION AND ANALYSIS

Missiak

More than 40 years of professional audit experience with complex, high dollar
govermment contracts has made the Defense Contract Audit Agency (DCAA} the audit
organization with the foremost reputation for comnpetence, integrity, and customer
satisfaction.

DCAA is a worldwide, single mission Agency dedicated to providing timely and
responsive audits, reports, and financial advisory services to the Depariment of Defense
{Dol)) contracting officers and other customers. DCAA’s primary customers are
contracting officers in the Army, Navy, Air Foree, and Defense Contract Management
Agency (DUMA}, However, the Agency also performs, on a reimbursable basis, contract
audit services for the majority of other Federal agencies.

The majority of DCAA’s workload is driven by statutory and regulatory requirerents
designed to ensire that the government meets its fiduciary responsibilities to the public
when awarding and administering contracts. In this capacity, DCAA supports the
oversight and internal control responsibilities of the Office of the Secretary of Defense
(38D}, the Department of Defense Inspector General (DoDIG), the General Accounting
Office (GAQ), and the Congress.

Grganization and Stracture

DCAA was established i 1963 by then Secretary of Defense Robert 8. MoNamara, whoe
determined that Department of Defense contract audit functions would be more effective
and efficient if performed by 2 single orgamization. The Agency operates under the
direction, authority, and control of the Under Secrgtary of Defense (Comptrolier). A
mermber of the Senior Executive Service, the Director of DCAA, is appointed by the
Secretary of Defense.

The Agency is organized into six major components: a Headguarters and five regions,
‘The Headquarters is located at the Andrew T. McNamara Headguarters Complex, Fu.
Belvoir, VA, Principal elements of Headquarters are the Director, Deputy Director,
Executive Officer, Special Assistant for Quality, General Counsel, and the Assistant
Directors for Operations, Policy and Plang, and Resources,

Regional offices arg located in Smyrna, GA; Lowell, MA; Irving, TX; La Mirada, CA;
and Philadelphia, PA. The regions direct and administer the accomplishment of the
DCAA sudit mission for assigned geographical areas; manage personnel and resources
assigned to the regions; and direct the operation of Field Audit Offices (FAQs) within
their region. Prineipal elements of regional offices are the Regional Director, Deputy
Regronal Director, Special Assistant to the Regional Director for Quality, Regional Audit
Managers, Regional Special Programs Manager, and Regional Resources Manager.



During FY 2003, the five regional offices provided oversight and management for more
than 350 FAOs and suboffices located throughout the United States and overseas.

An FAG is identified as cither a branch office or a resident office. A resident office is
established at a contractor's location when the amnount of audit workload juslifies the
assignment of 4 permanent auditor and support staff. A branch office is established at a
strategicatly situated focation within the region, and is responsible for performing ail
contract audit services within the assigned geographical area, exclusive of contract audit
services performed by a resident or liaison office within the area. Regional Directors
establish suboffices as extensions of FAOs when required to furmish contract audit
service more economically. A suboffice is dependent on s parent FAQ for release of
audit reports and other administrative support.

The Agency has established liaison offices at Deol¥ procurernent or contract
administration offices to provide effective communication and coordination among
procurement, contract administration, and contract audit elements. In addition, finrancial
advisors are stationed at selected procurement offices (o mprove the quality of
information for decision-makers by providing confidence about the rebability and
relevance of financial information.

DTAA assists acquisition personnel by evaluating contractor submitted forward pricing
proposals; providing contracting officers with sccounting and financial advisory services
useful 10 could cost™ and "should cost” assessrpents and negotiations; verifying the
propriety and acceptabibity of costs charged by contractors to flexibly priced government
contracts; and deterrimyg conlractors” inefficient practices which, if not detected and
carrected, counld lead to excessive costs and contract prices.

The Defense Contract Audit Institute {DCAT) in Memphis, TN provides both centralized
and decentralized specialized contract audis training for DCAA's audit staff. In addition,
DCAYs wained instructors provide contract audit training segments in courses and
seminars offered by other Dol and non-DoD agencies.

As of September 20063, DCAA employed an all civilian workforce eomprised of 3,942
full time equivalent professional contract auditors and administrative support personnel.
Approxmnately 37 pereent of BCAA's audit workforee is Certified Public Accountants
{CPAs), 99 percert have bachelor's degrees and 24 percent have advanced degrees.

The Defense Contract Andit Ageney Strategic Plag

DPuring 2004, DCAA added & number of Objectives to its Strategic Plan {first prepared in
1990), to reflect continued support for the goals set out in the Dol Quadrennial Review
(QDR) which impiements the Government Performance and Results Act {GPRA); as weli
a5 metrics associated with the President’s Management Agenda {PMA} and the [DoD)'s
implementation of these inttiatives and programs, DCAA’s Strategic Plan defines the
mission, goals, objectives, sirategies, and performance measures for DCAA. The goals
nrovide a framework for supporting the aforementioned Dol initiatives and each
strategic plan objective includes metrics to measure performance against the plan. The



plan, which is available to the public at DCAAs web site, {htipy/waw deaa mil), is
reviewed and updated continuously by DCAA's Exccutive Steening Cormmmitiee {ESC).

Performance Goals, Objectives, and Resulis

In response to the 1997 QDR, Defense Reform Initiative Directive {DRID} #23 required
selected Defense agencies to develop and submit contracts {redefined as Performance
Plans in FY 2002} that measure performance of the Agency. The Performance Plan
identifies major business areas of the organization and ocutlines performance metrics i
the arcas of unit cost and productivity, guatity and customer responsiveness, and the scale
of work for each business arca, [n addition, the Performance Plan cutlines anticipated
Agency-wide actions and improvements in metrics, as weil as improvements i selected
husmess activities. The QDR serves as the overall strategic planning document of the
DeD and fulfills the strategic planning requirements of the GPRA,

The BCAA Director's Performance Plan with the DoD Comptrotler sets performance
standards/strotch goals for its two major product lines - forward pricing and incurred cost
audits, Together, these audit categories account for approximately 84 percent of DCAAs
direct audit workload. Forward pricing audits generally are performed on sole-source,
fixed price contracts valued at more than 35G0,000 and on {lexibly priced contracts
valued at more than 510 million. Forward pricing audit efforts include, but are not
jimited 1o, price proposal audits, forward pricing rate reviews, contractor estimating
systers surveys, and “should cost” studies. Incurred cost audits are performed on cost
claims submitted by contracters for reimbursement under flexibly priced contracts,
Contractar claims are reviewed to determine if costs are acceptable and are in accordance
with regulations and the terms of the Performance Plan. The Performance Plan goals
versus actuals for FY 2003 were as follows:

FY 2065 Goal FY 2005 Acteal
Forward Pricing:
Achigve average audit oyele time of 30 days or 30 days 27 days
less
Forward pricing audits accomplished within 6¢ 9% 9%
days

Incrirred Cosit:
Complete audits within 12 months of receipt at G9% 100%
major contractors and corporate offices

Complete sudits within 24 months of receipt G5% 9%
for 2l other submissions

These goals were gstablished to meet contracting officer newds for awarding and closing
out coniracting actions.



The Performance Plan also includes two Agency-wide goals:

1. Achieve an Agency-wide average cost per direct andit hour of $107.85.

The cost per direct hour reports were developed to serve as a reporting tool used
it measuring how well BCAA controlled costs. 1t is also used as a too] fo agsist in
measuring DCAA’s cost competitiveness. DCAAs cost per direct audit howr for
FY 20605 was $105.32, which is $2.53 per howr less than the FY 2005 cbjective. The
favorable variance is primarily due to management’s emphasis on improving the indirect
to dhivect labor ratio in FY 2003, as wel as management’s focus on reducing faciities and
indirect support costs. DCAA's benchmarking cost per divect andit hour for FY 20035
was 3112.55. The rate calculation reflects DUAAs FY 2005 O&M and Procurement
funds plus $28.1 miilion of imputed costs for post retirement benefits {i.e., pension,
health insurance, and life insurance} using OMB prescribed rates, The Y 2005 GSA's
Scheduled rates reflect a comparable labor rate for national accounting firms of $155.44,
which results in a DCAA rate that is approximately 27.6 percent Jower than the
composite national firm rate.

2. Issue at least 89 percent of andit reports electronically.

Since the inception of this metric in FY 1999, DCAA has maintained an
exceptionally high level of accomplishment for this metric. Once again, in FY 2008,
DCAA issued 99.5 percent of its audit reports ¢lecironically.

Savings to the government, as a result of contract audit services, far exceed the cost of
DCAA operations. For example, m FY 2005, the Agency audited $118.7 billion of
incurred cost and 9,673 forward pricing proposals amounting to $156.7 billion.
Approximately $2.7 billion in net savings were reportad during the year. These savings
are svailable to the Military Services budgets for use on other high prionty procurements.
When compared to the $434.3 million expended for the Ageney's operations, the return
on taxpayers’ investments in DCAA was approximately 56,20 for each dolar invested.

DUAA's contract audit services received an 81 percent overall cusiomer satisfaction
rating in the 20032004 Biennial Review of Defense Agencies and Field Activities, The
Review covered 22 Defense agencies and [JoD) field activities; these components were
broken down info 58 business Hnes for survey reporting purposes. And, slthough four of
the 58 business lines ranked higher than DCAA, DUAA (a single business line Agency}
ranked Oth highest of all the 22 DoD> Components surveyed, The conclusions drawn by
the Biennial Review on DCAA, are stated below:

For the 2003-2004 Bienniaf Review, the evaluation of this DCAA
business line Is based on a strong number of customer responses. The
response rate is above average (70%) and shows a significant increase
Srom previaus Biennial Reviews. The findings show this to be g
business line that nearly all customers feel meets a Continuing Need
and is Important to thelr organizations, . Some commenis indicated
concern about communications with customers, timeliness, and report
Jormats, but a large number of customers conmmented on their
satisfaction with DCAA custiomer service.



Firancial Condition

Buring FY 2008, the O&M budget authority for DCAA was $436.2 million {which
inchudes 3158 million in Title 1X supplemental funds) with obligations of $435.4
million. This represents an execution rate of 9.8 percent, which compares favorably to
the FY 2004 execution rate of 99.8 percent.

DCAA has prepared its statements as part of DUAA’S and DeD’s overall goal to improve
financial management in the Department and to provide accurste, reilabie information
that is useful in assessing Agency performance and allocating resources. This is DCAA's
ninth year of preparing financial statements, and the sixth year that an independent
accounting firm has sudited the statements. Leonard . Birmbaum and Company has
been retained 1o examine the Agency's statements., Subjecting the financial statements to
ar: independent audit enhances the reliability of the statements and aids the Agency in
promoting improved accountability and stewardship over the public resources entrusted
to DCAA. The auditor’s report is based on an audit conducted in accordance with
generally accepted anditing standards, Govermment Auditing Standards ({ssued by the
Comptrolier General of the United States), and Office of Management and Budget
Bulletin 01-02, Audit Requirements for Federal Financial Staternents,

BCAA's financial statements are prepared by the Defense Finance and Accounting
Service (DFAS) in cogjunction with DCAA. The financial statements report the FY 2005
financial position and resalts of operations for the DUAA, pursuant to the requirements of
31 11.8.C. 3515(b}.

The statements were prepased from the books and records of DCAA, in accordance with
the formats prescribed by the OMB, and include a Statement of Budgetary Resources,
This statement links budget execulion data reported in the Agency's financial staternent
to that reported in DCAA’s Program and Financing Schedules in the President’s Budget,
The financial statements are in addition to the financial reports used to manitor and
control budgetary resources that are prepared from the same books and records.

The statements should be read with the realization that they are for a component of DoD)
(1.8, Government}, a sovereign entity, One trmphication of this is that the Hzbilities
cannot be liguidated without logislation that provides resources te do so.

Financial Condition - Assets. The Agency had total assets of $30.0 million as of
September 30, 2005, Fund Balances with Treasury of $26.2 million and Accounts
Receivable of 9.3 mitlion comprised 98,7 percent of this amount. The reimbursable
gocounts receivable balances have undergone an extensive analysis. The over-aged
accounts have been anslyzed, collections have been pursued, adjustments for erronsous
billings have been made, and reversals of invalid account balances have been
accomplished. DCAA is coordinating with DFAS Columbus to ensure that aged
accounts receivable are reviewed in a timely manner and appropriate action faken.

Financial Condition — Liabilities. The Agency had total liabilities of $65.5 million as
of September 30, 2005, Accounts Paysble were $6 million, 9.2 percent of the total
Habilities. Other Employment Actuarial Liabilities for workmen's compensation (FECA)



were $16.6 million, 25.3 percent of the total. Other Liabilities of $42.9 million
cornprised the remaining 65.5 percent of the total. Unfunded liabilities of $25.4 mitlion
for Accrued Uinfunded Annual Leave reflect the net amount that emplovees have accrued,
which will be paid from future funds as the annual leave is {aken. The balance in the
acerued annual leave Hability account is adjusted to reflect current pay rates.

Financial Condition — Net Position. The Agency's Net Position was a negative $29.5
million as of September 30, 2005, This amount consisted of Unexpended Appropriations
of $16.4 miflion and a Cumulative Results of Operations of a negative $45.9 million.

Results of Operations. The results of operations are reported in the Consolidated
Statements of Changes in Net Position. DCAA had financing sources of 541 1.5 million
and Net Cost of Operations of 341 1.1 mithon. The net resulis of operations were $.46
raiflion. The cumulative results of operations were a negative $45.9 million.

Budgetary Issues, Approximately 85 percent of DCAA’s operating budget is for pay
and henefits, the balance of funds covers the necessary support costs — travel, office
space, ielecommunications, infrastructure, and supplies and equipment. Funding for
DCAMA operations is made available Som two sources: appropriated funds provide for
audits of Do) contracts, reimbursable funding is provided {on 2 per hour basis) for
performance of contract audits for numerous non-Defense agencies,

Since 1999, DCAA's work-year levels had been fairly constant 2t approximately 4,000
waorkyears. However, as a result of the cumulative effect of several vears of unfunded
nay raises, beginning m FY 2004, workyears began declining. DUAA executed 3,941
workyears in FY 2004, 3,942 workyears in FY 2003, with an expected workyear level of
3,875 by 2011, Projected audif requirernents are commensurate with planned changes in
Bol) procurcment levels, departmental acquisition streamiining initiatives, and reguired
effort to complete andits of prior year comtract expenditures. Staffing levels also reflect
meorporation of previous QDR recommendations, major Headguarters reductions, and
related Dol imitiatives.

Systems, Controls, and Legal Compliance

The 2XCAA financial statements are prepared by DFAS based on data input inte the
Defense Business Management Systern {DBMS), a legacy accounting system. These
older Dol accounting systems were developed to track budgs! execution, not te capture
the information necessary to create financial statements. It was not until the Chief
Financial Officers (CFO) Act of 1990 that CFOs of executive departments and agencies
were reguired to prepare {and have audits of) annual finaneisl staternents. 'The Federa!
Financial Management Improvement Act (FFMIA) of 1996 reguired, smong other things,
that the audit reports state whether the Agency financial management systems comply
substantially with Federal financial management systems roquirements, appiicable
Federal accounting standards, and the U5, Government Standard General Ledger at the
transaction fevel, Dol and DFAS have developed long-term strategies to replace the
many non-compliant accounting systemns such as DBMS. However, until such thme as
the systems are replaced, DCAA is committed {o implementing processes that support the
accuracy and anditability of the DCAA financial statemenss.



The DCAA system of accounting and admimstrative intemnal controls is adeguate 1o
snsure that transactions are executed in accordance with budpetary and financial laws and
other requirements, are consistent with the purposes authorized, and are recorded in
accordance with Federal accounting standards. Reasonable assurance is provided that
assels are properly acquired, used, and safeguarded to deter thefl, sccidental koss or
unauthorized disposition, and fraud.

The Agency has in place 2 rigorous system of interal accounting and administrative
controls to ensure effective management of the Agency's resources. This system provides
the reasonable assurance required to certify that the objectives of the Federal Managers
Financiai Integrity Act are achieved. The DCAA Executive Officer oversees the
Agency’s internal control program. Individual assurance statements from cach
Headquarters Principal Staff Element and Regional Divector serve as the primary basis
for the Agency's assurance that internal controls are adequate, The statements are based
on information from various sources such as managers’ own knowledye of day-to-day
operations and controls, program reviews, managemen initiated evaluations, and audits,
reviews, and investigations performed by the BoDiG andfor the GAC.

The DCAA continues 1o evaluate s system of internal accounting and administrative
comtrols in effect during the fiscal year end September 30, 2605 in accordance with the
guidance in OMB Circular No. A-123 {Revised), “Management Accourtability and
Control,” dated June 21, 1995, as implemented by BoD Directive 5010.38, “Management
Control Program,” dated August 26, 1996, and Dol Instruction 5010.40, “Management
Control Program Procedures,” dated August 28, 1996,

The objectives of the systern of internal accounting and administrative controls of the
DBUAA, are to provide reasonable assurance that:

i. The cbligations and costs are in compliance with applicable laws,
Funds, property, and other assets are safeguarded against waste, Joss,
unzuthorized use, or misappropriation,

3. Revenues and expenditures applicable to Agency operations are properly
recorded and accounted for to permit the preparation of reliable acconunting,
financial and statistical reports and to maintain accountability over the assets.

The evaluation of internal controls extends to each executive, manager, supervisor,
auditor, and admanistrative ermployes in the Agency, and every responsibility and activity
undertaken by DCAA is subject to financial, administrative, and operational controls.
Furthermore, the concept of reasonable assurance recognizes that (1) the cost of internal
controls should not exceed the benefits expected to be derived and (2) the benefits consist
of reductions in the risks of failing to achieve the stated obiectives. The expocted
benefits and related costs of control procedures should be addressed using estimates and
managerial judgment. Moreover, errors of irregularities may occur and not be detected
because of inherent limitations in any system of internal accounting and administrative
controf, including those limitations resulling from resourcs constraints, congressional
restrictions, and other factors.
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Bepariment of Defense

Under Secratary of Defanse (Comptrolier) - Defense Contract Audit Agency
CONZSOLIDATED BALANCE SHEET

As of September 39, 2005 and 2004

{§ in Thousands) 2008 Consolidated 2004 Consolldnted
ASSETS (Nole 23
bt Bgvermiental
Furut Balence with Treasury {Note 3}
Entity § 26,208 ] 26,340
Mon-Ertity Seized Paal Cash g 4
Nom-Ertity-Other o g
Fwvestments {(Nobe 4) a o
Artinints Raceivaiie (Note 5) 8151 8727
Citiner Asents fMNote &) g &
Tetal Intregovemmirtal Aspals s 8,353 s ) 35,067
Crash and Siher Morslary Adssis (MNote T g 4] £ {
Accoinis Receivable (Mole 5} 13 L4
Ening Hecoivabie (Mote 8} & &
Invertory arkd Related Property (Nole 5) i #]
Genaral Propatdy, Plant and Rouipemen (Note 10} 3 a
Investrnents {Mata &) & 3
Chhar Assats (Mot 6} 474 43
TOTAL ABSETS 22 $ 36,008
LIABILITIES {Hote 1%}
infragoveitynemntal
Actourss Payabis (Note 12 5 478 5 2,293
Dbt Note 13} ¢ o
Ot Fimbilities (Nols 15 & Nide 18} &,.200 £.t28
Total ltragovarmmental Liabities $ i 5,588 g Tzt
Acoounts Fayable (Mote 12) % & 866 ¥ 3,453
htiftary Fatirernent Banelits ang Other Employrmsmt- 16,586 16,864
Agtuarial Liabiities (Nole 173
Erevirormenial Liabiities {MNote 14 O 3]
Loan Gearsntos Lisbillty (Mote 8) a el
e Liabiitins {Note 15 and Nota 16} 37 &6 36, 304
FOTAL LABIITIES g ——— s g T SiTiE
NEY POSITION
Linserpernched ADprODTations $ 168,416 ¥ 18.235
Curmsative Restills of Operalions LER. B0} (45,368
TOTAL NET POSITION 5 T 28,494) g {28, 134}

TOTAL LIABILITIES ARD NET POSITION 5 36.022 & 365,008




Deparimmnt of Deteree

Under Secretary of Deferse (Compiroller) - Defense Contract Audlt Apency
CONSOLIDATED STATEMENT OF NEY COST

For the poriods ended Seplember 38, 2005 and 2004

(5 in Thousands)
2005 Consalidated 2004 Coprmtliintad
Progrem irouls
Irtragovarmmantsl Gross Costs 3 115180 % 110,241
{Less; Inlragovemmantal Eamed Havonus) {54,078} (53,001}
Intmgovemnmantal Met Coats 3 50,141 5 E7.18G
Gross Cogts With the Publlc 2038 ans 201
{Loas: Eamed Ravenus From the Publls) (75} 4
Not Costs With tha Public 3 9i1,063 s a6,205
Total Net Cost 3 411,074 $ 493,385
Coet Not Assignad 1o Programs ] [+
tLann:Enrvibd! Amenioe ol Attriletable 1o Programs) & a
Kot Cost of Operstions $ A1 074 $ 993,385

The asoormpanying txtes are an whogral part of thees slabemeiie, Pape T Date: 07242005 Tieeo: O5:5F Al




Depariment of Defense

Undier Sacretary of Befense (Compirolier) - Defense Contract Audit Agency
GONSOLIDATED STATEMENT OF CHANGES IN NET PGSIBON
For the petiods ended September 340, 2005 and 2004

(& in Thousands) 25 ool idabad 2004 Consolidated
CUMULATIVE RESULTS OF GPERATIONS
Beginning Balances & {46, 365) S {45,837
Adjuatmmnts o)
Changes in Acoounting Pranciples {+/-) { g
Comraction of Ermgre (+0} G g
Beginning Bolsncos, as adiusted T T BB
Butiystary Flnencing Sources:
Approprialions reoopved o i
Appropriations transtered-info {af) G o
xtheT adiustments (rescissions, o) (+} ¢ 4}
Agpropriations unot 388,410 AGE THEI
honexchangs revaniug & o
Donations and orfeiurgs of cash and sh eouivaients (v {
Transfors-infoun withund! rolrmbursement (4} G o
Oither budgetary financiry sources (+} o 3]
Oriher Finanoing Sources:
Donationg and forfeitures of property L o
Trnsfors-nfout withowt refrmbursamanmt (-} G G
impasted financing frorm coasts absorted by others A2 2FAD0
Cha i} & {
fotal Finsuelng Bouwross  mmm—m— RS et e R
Mot Copl of Operations {+} 411,074 353,385
et Change P &
Ending Baipnte 3 {48,010) 5 {48,368)

fage 1 Date: 102412005 Time: 05:57 AW

The Bacompanyig Totas are an inlegrst part of Tess siptemanty,



Bopariment of Delense

Under Secretary of Defense {Compirofler) - Defense Contract Audit Agency
CONSOLIDATED STATEMENT OF CHANGES IN NET POSHION

For the periods ended Seplember 30, 2065 and 2008
{$ in Thousandis)

2005 Consolidated 2004 Consolidated
UNEXPENDED APPROPRIATIONS
Beginning Baientes $ 15,235 5 2R B0
Prior period adjusiments {+/-}
Changes in Accounting Prnoiples [+ a ¢
Comection of Emors {4} & g
Beginning Baisnces, a% adjusted 18,235 22670
Sudgetary Financing Sourcas:
Appropaiations receivad JBT HdG A7TE 807
Apprapriations transterred-infout {+/-} 14 355 {5 268
Crther adjustments {rescissions, ot} {+-) {314) 10,220
Appropristions usod (BRI 41 {365,753)
Horsuchangs revernua 8 g
Denations and fordeiturss of cash anwd cash eguivalents 4 &
Transfers-infowt withoot raimbarsetnetd {4+ o )
Cither butdgetary financing soumes {4/} ] a
Cther Financing Sovrces:
Donations and fodelures of property g G
Transiems-infolt without reimbursement {+5-} L+ 2
Irnmzted fnanding frovn cosls sbeorbed by othars & ]
Cither {+) g 1]
Sotal Financing Sources da TS
Met Gost of Operations {+-)
Net Change {1,016} {4,435)
inting Batence 5 16,416 5 18,238
T actiwipkanying frotet are Bn integrsk part of these statorments, Pape Z Dele: 162405008 Tima: G557 AM



Bepartmett of Defense

tinder Secretary of Defense (Comptrolier) - Defense Contract Audit Agency

COMBINED STATEMENT OF BUDGETARY HESOURCES
For the periods ended September 30, 2005 and 2004
{$ in Thousands}

2055 Combinmd 2004 Combrinmd
BUDGETARY FINANCHG ACCOUNTS
PUDGETARY RESOURCES
Buniget Authority:

Appropriations rGeived % 367,549 3 376,807

Borrowing authority g ]

Cortract acthority i) [+

et transtars {+~) {218) G

{Other 7] 4

Unobiigated balance:

Beginning of potiod 2,945 11,853

Mot transfers, acti {4 T4LER {5,266}
Anticipated Transters Batamoes 0 1]

Epending mathostly o oiiselig collections:

Eatret o i
Golecled s2.780 BT
Hecaivabls om Federsl sources 1,343 2310

Change in unfilled customer ordens (1] o
Aelviarion recoivedd 5 2
Without adyance from Foderal sources & [

Artitipated lor the reut of yeer, withou! advences 2 o

Fraviously unavalabig o o

Transters for trust funds G )

Bubtotal £4,148 53,109

Recovares of phior year obligations 1,552 4,997
Temporaniy not available pursuant to Puble Law & o
Permanentfy nol avaitable {313 {10,221}
Fotal B Hesources o——— PIEre P T
The stoumparnying noles are an integeaf part of 1hese stalopents. Fage 1 Ehate; TIN5 Time 05:58 AM




Beparirment of Defense

Under Secretary of Defense {Comptroller) - Defense Contract Audit Agency

COMBINED STATERENT OF BUDGETARY RESOURCES

For the pericds entded September 30, 2005 and 2004
£5 in Thousands)

2005 Combinad 2004 Coredlrend
STATUS OF BEDGETARY RESOLIRCES
Olinations indored:
Diraet SRATEG 375,831
Reimbursable 54,220 51838
Sumotal 437,845 428,327
Lirabtigated batanoe:
Anporionst 4o8 2,508
Exarrgt frinn apportionment L i
Crhar gvailahbe o L
{Unobiigatead Balances Not Avellable 1,504 447
Totn), Siatuy of Sudpetary Resouries 441,241 431377
Belationanlp of OBligations 10 Gutlays: R
Otligated Balanse, Net - beginming of period 24,3683 21,887
Obiigated Balanee ransferred, net {+-) G [
Chligated Balance, Not - and of peritd:
Accounts receivatiie Heeth) (v a2E
Lnfiitact custorraer ordar from: Fadersd souries O ;
Undelivered orders 13,682 15,481
Acohunts payatie 19,558 18,730
Ciutlenys:
Prshursemants 405,363 418,302
Cotfectiong {52754} §50.800}
Subtolat 362838 357,502
Less: OlMsatting recaipls & 4
Mot Dutlpya IBZ &2 6T 502
Page 2 Dgle: H2472005 Time: (0558 Ak

The sectmmpanying notes ara an mtegrat part of ke slatemerds,




Bepariment of Defense
tinder Secretary of Defense (Compirolier} - Defense Contract Audit Agency

CONSOLIDATED STATEMENT OF FINANCING
For the perinds ended Seplember 30, 2005 and 2004

{5 in Thousands)
005 Congulidated 2404 Consoliduted
Resources Lised to Finante Activitfes:
fudpetary Resources Obligated
{oligations incumad & 437 849 3 478 327
| ess: Spending authonity from offsefling collections {55 699} {38,107}
andd regovernies {+)
Ohfigations nd of offzetling collections and recovates LV TH 0,220
Less: Ofizetiing receipty {-} ] 4]
Net obligations 3682, 253 376,220
Oher Aesources
Bonations end forfeitures of property il g
Transhers /ol without reimbursennent {+/-} N 4]
imped tinancing from oosls sbsorbad by others 23122 23100
{ithar {4} D 3]
Net other rasources Used o financs aotivilies 28123 27100
Total resourcey ysed o f#nance activities 410372 367,380
Resources Used to Finange temanotPat o
ot the Net Cost of Dperations
Change in bedgetany resaureas obligated for goods,
services and benelits ordered il not yet provided
Undefivarad Orders {-) 2,168 {4,158}
Lindilled Customer Orders {5 22
Fesouwes that fund expenses recogrized in prier pericds {506) (2411}
Budgetary oifseting coflections and receipls that o O
G0 ot gHect net cost of oparations
Razaurces that finants the pogaisition of asssts Q 1]
Othar respurces o adiustments to net obligated resources
thiat dho np) affact net cost of oparations
Lass: Trust or Special Fusd Heceipts RHelated 19 Exchange g f
Ortar {44} o a
Totel resources used to finance items not 1,587 16,545}
nar of the net cost of operstions e o
Tilal resoiirtes et W Snande the net ool of 412,030 a0g, 175
cperations

“Phe accompanying notes are an inlegral part of hese statements, Page i Blate: 124008 Timo: (5:55 AM




Departmer? of Defenge

Under Secretary of Defense (Dompirolier) - Defense Coviract Audit Agency

CONSQLIDATED STATEMENT OF FINANCING
For the periods ended September 30, 205 and 2004
(3 in Theusands)

205 Consatidated 2004 Consolidated
Components of the Net Gost of Dperations that wiil
wot Require or Generate Resources in the Surreryt Period:
Companenty Requidng or Genersling Resources in Fulune
Predod:
Increass i araisl leave Hability 821 534
thorease in environmental snd disposal linbiity G 2
Lipward/Eowrtward reastimates of cradit subsidy axpense {(+) 4 &
Increase in exchange revanue receivabig trom thi the pablic ) ) 0
Cisar {+f-) 45 276
Total components of Net Cogt of Operations that 887 2610
will reuine or Qendrate resouarcas in futune perods
Components aot Hequiting or Genarating Resouwrces
{epracistion and amorizalion ¢ H
Bevaluation of 855els or Habilites (+/} ¢ &
{ther {+5-)
Trust Funtf Exchengs Rovenue g i)
Sost of Goods Sold G i
Operating Malerds] & Supples Haad o o
Othar £t 675 i
Tolgh componania of Mot Cost of Gperations that {1,820 G
will nod reduils o Qeletate resoLCes
Total components of net cost of oparations that £BBE) 2,610
will not require or genarate resources In the cwreet T
period
MNet ast of Operaticns 411,674 343,085
The accomoarsyiog notes s an integrat pant of thase statemenlts, P # Tasle: TO/RA2005 Time: O5:58 AM



Dapariment of Defense
Under Secretary of Defense (Comptroller} - Defense Contract Audit Agency
CONSOLIDATING BALANCE SHEEY

As of Septembor 30, 2005 and 2004
{% in Yhousands) Operation anhd Procurament
Maintenance
ASSETS {Note 2}
Intrsgavemmeniag. ]

Fund Balance with Troasury {Nots 3
Endity ) 24,387 1,788 2
Mare-Ertity Seized lrag Cash o +] 4]
Mon-Entity-Othar o ] 4]
investmonis {Note 4) 0 i it
Accourts Heceivitise (Note 5) #1831 g EH
Other Assels (Note ) 1] g £
Toted iregovernmentat Assets 3 33,588 1,788 &
Cash and Other Monetary Assels (Note V) ) 4] i) 1]
Accounds Retelvable (Note 5} 165 H ¢
L.oans Focalvable Nota B) o 4] 4]
Invartory aivd Retatad Froperty (Note ) [ ¢ &
Geaneral Proporty, Plant and Ecudproant {Note 16} o [ [
fvasirmeriy {Note 4} o L o
Crhor Asgets (Note 5} 474 [H H
TOTAL ASBETS 3 34,017 1,788 0

The atcompanying fotes am £n integral pan of thass statements.

Fage 1



Bapariment of Defense

tnder Sscretary of Defense {Compirolier) - Defanse Condract Audit Agency
CONSOLIDATING BALANCE SHEET

Ax of September 30, 2005 and 2004
{% in Thousands) Resaarch, Bevelopment DOAA Comgrorta Lavet Combinegd Total
Tes! & Evafuntion
ASSETE (Nota 2)
Intragovemmedial;

£ Balatve with Tressury (Note 3}
Entity 5 17 5 4 z 26,202
Non-Endity Seized iragi Cash ) # #
MNor-Entiny-Crher E a ¢
trvestments (Mot 4) ) ¢ o
Ancountas Reoslvide (Note 5) Lt 2 8,191
{rher Assets {Note 5) o 4] g
Tatat nfragovarnenental Arsets ¥ 17 3 ¢ 2 35,383
Cash st Other Monetary Assots {Nota 7) $ ] $ 4 3 ¢
Acoourds Recoivabie (Nole 5) i i 155
Loany Raceivable {Note &) ] 2 a
invatitory and Relatad Proparty (Note 93 ] 0 g
Senersl Property, Plant arg Equipmant (Nale 10} g & )
investiments {Nota 4} o 1) g
Cther Assets {Nota 6) ¢ ] 474
TCTAL ASSETS 3 17 $ g $ 082

The accompenying nolos ara sa kiegral part of IBese alatements, Pape 2



Dopartment of Defense
Under Secretary of Delense {Comptrotier) « Defsnse f:mtraet Audit Agency
CONSOLIDATING BALANCE SHEET

As of Soptember 30, 2005 and 2004
{$ In Thessssnds) Ethmiration

ASSETS (Note 2
ntragovaTmImeariat:
Forut Halanos with Tressury (Mote 3)
Enlity $
Mon-Enilty Soired radgl Cash
Non-Entity-CHhat
Invostimards (Nota 43
Actounts Recelvabia {Nate 5)
Othar Apsels {Note 8}

205 Congolidated

26,202

9,49t

Total intragovernmentsl Assels -

Cash g Othar Monsatery Asasts thiste 7} 3
Actourts Rataivshie {Noka &)
Loans Recstvabie (Note 8}
invantory and Related Properdy {Nole )
Genaral Proparty, Plant and Equipmant (Note 10}

investments (Note 4)

Othar Assots Nots 6}

L= = B~ = i -~ i - R |

i o O oo 5 oo D

2004 Conuolidated

TOTAL ASSETS ]

§§¢nnﬂ£¢

8

Fhe actompiinying notus brp s itegrak pan of Boss satpimants. Fige 3



Department of Defense
Under Secretary of Defanse (Compiroiler) - Defense Contract Audit Agency
CONSOLIDATING BALANCE SHEET

As of Seplomber 30, 2005 and 2004
% In Thousands) {peration ang Provuramerd Crthar
Mafntatancse
LIABILITEES {Note 11)
nkragovammentat.
Ancounts Pavabls (Note 18 $ ars 1 ¢
Dot (Noste 13} ] o G
Other Linbititles {Nots 15 & Note 18} 5,200 f 0
Total bdragovernmontsl Llabilities $ 5,587 ¥ i
Acnounts Payable (Moo 12) 5 8047 1337 4]
Miitary Ratiramant Benefits and Other Employmant-Helated 16,586 8 &
Actyarial Cabilithes (Note 17}
Eiwironmental Liabifties (Note $4) ¢ & ¢
Loan Guarartes Liabilty (Mobe &) o & i
Othar Liabiities (Note 15 and Nate 18) 37876 ¢ 8
TOTAL LIABLIFIES : 4,006 820 4
NET POSITION
Unexpattied Appropriationg L 15,231 1,158 ¢
Cumidative Resulls of Operations (45,8910 0 4]
TOTAL NEY POSITION 3 {30,875} 1,168 H
TOTAL LIABILTTES AND NET POSITION 5 o By 1, 7TRE {

Fhe accomparmying ol ara an nbegrsk part of tave stalements,

Papo 4



Departmant of Defonse
Under Secretary of Delense (Compirotier) - Defense Contract Audit Agency
CONSOLIDATING BALANCE SHEEY

Asx of September 34, 2008 and 2004
{% in Thousands) Raaesrch, Development DEAA Componant bovet {eombined Total
st & Evahuation
LEABILITIES Nota 11)
Intesfpavarnmmantal;
Accounts Fayabls (Note 1) : i $ it 5 are
Crabt {Note 13} nj H &
Oiher Liabditles (Note 15 & Note 16} a i 5208
Total itragovemmerntal labiities ¥ o 3 L] % 5,588
Acoourds Payehbe thote 12} B 8 E 1] ¥ 5,566
Military Fatirarmant Bahefits and Other Employmani-Related 1] 16,506
Acttsirial Liabiltios (Note £7)
Ervhronmantal Liabilties Nols 14} g G i
Losrt Glarandes bty (Note 8} L+ & G
Ot Linhiliies (Note 15 and Note 1463 2 ] a7.678
TOTAL LABHITIES 3 o $ o $ 65,518
HET POSITION
Urexpended Appropriations % 17 5 i $ 14 418
Cumufative Fegylls of Opgrations [ & (A5 510)
TOTAL NEY POSITION % 17 5 4] L £29, 404}
TOTAL LIABILITIES ANEH KET POSITION ] 17 ] a $ a5 022

Thi Boornpinying roles are a0 integral part of these slétermants. Pape &



Department of Defense

iinder Secretary of Defense (Compirofer) - Defense Contract Audit Agency
CONSOLIDATING BALANCE SHEET

As of September 30, 2005 and 2004

% in Thousands} Efirination 2005 Consofidated 2004 Consolidated
LIABRITIES (Note 14}
intragovemmental:
Accounts Payable (Nota 12) 3 0 $ T $ 2,268
Debt {Nots 12) o o B
Other Liablities (Note 15 & Note 16) o 5,208 5,128
Total infragovemmenial Lisbiities $ 2§ 5,568 % 7.421
Accrunts Payable (Note 12} $ 0 $ 5,666 $ 3,459
Military Rotirement Benefits and Other Ermployment-Related o 16,586 16,084
Actaatial Liabiities {Nota 17)
Environmental Lisbilities (Note 14} 0 o 5
Loan Guarsntsn Liabiity (Note B} g a 4]
Cther Liabilties {Ncte 14 and Note 16} g 47 578 36,265
TOYAL LARRITIES $ ¢ 65516 8 84,143
RET POSITION
Litepended Appropristions 3 6§ 16,416 $ 18,235
Curmulative Results of Operations Q (45,310} (46,260}
TOTAL, NET POSTIION 3 o 3 23484)  § {28,134}
TOTAL LIABILITIES AND NET POSETION $ o $ 36,022 $ 36,009

The apcompanying robes sre i ivtegesd pard of thage stabtaments, Fape £



DBepartment of Defense

{ndar Secratary of Defense {Comptrolier) - Befense Contract Audit Agenty
CONSOLIDATING STATEMENT OF NET COST

Far the pariods ended September 30, 2004 and 2004

{$ in Thousands) Oparation and Procuremant
Matrtenancy
Progriy: Costy
intragrovernmentat Gross Cogte 5 AR ERAE T4 2
{i.ane intragovernmentat Eamad Hevenus} (ha,078) Y, {
infrrgovemmental Net Cosls ¥ 50,037 e &
Giroge Coats With the Pubbic 350,454 1587 ]
{085 Camed Rovens Fron the Puldic) {75) 0 2
Mot Costs With the Pubiic $ S8GAre 1587 4]
Todar Mot Cosl $ 400 415 1,861 0
et Rt Anatgnpd i Progrsme ] H [
atnmriinrvnd Revene Nat Atributebie 1o Progreneg o H ¢
it et of Opavations : 409 413 1881 O
oy BLOOPRnYD DOWeS ArY a0 00 puar OF B siaturiants, Frage 1



Department of Defenve

Linder Sacretury of Defense {Comptroling - Defense Contract Audit Agency
CONSOLIDATING STATEMENY OF NET COST

For the periods ended September 30, 2005 snd 2004

(§ in Thouwands) Resparch, Davelopment BGAA Component Leval Combined Total
Tast & Fvaivation
Program Couta
tntragovammental Gross Costs 5 ] 5 i 5 113,180
{Less: Inkagovemmental Eamed Rovenue) 4 {4,011
tnkragovernmental Net Dosts 5 g ] a 3 58111
Gross Cosls With ha Public % o 352,035
tLass: Earmed Revenya From the Public) ¢ G 75
Ne! Costs With the Public s ' S VR 351,965
Toitd Net Gost $ &% 6§ 411074
Cost Not Assignedt 1o Programe 9 2 0
{anu:Estnd Revetie Not Attribylstde to Progroums} Q ] g
Nat Cost of Operations 3 £2) s o 3 441,074

The scoompanying nolos ang o nteghid pert of ke saiamanis. Pags 2



Deparimunt of Defense

Uncier Secrotary of Dafense (Compirofier) - Dofense Contract Audit Agency
CONSOLIDATING STATEMENT OF NET COST

For the periods snded September 30, 2005 snd 2004

% In Thousands) EHmination 2005 Corsolichted 2004 Congolidated
Progrit Coslu
Intragoverrmental Gross Costy § g 113,188 3 10,271
{tees: intragovernmentsl Eamad Hevenus) e {54,078} {5a.0m}
Intragovornmprtsl Not Costs $ G B it 3 5Y.180
Giross Costs With the Pubilc { 35T 038 356 20
{L.ats: Eamed Bavenus From the Publich a {78} 4
Nat Costs With the Public D 451,963 235,205
Tolat Net Cost o 411,074 393,385
Gont Mot Awalgned 10 Programs 9 f o
{Lusn:Esrivnd Revenue Not Attribituble to Progras; e it ¢
Hel Cont of parations % a £11.004 3 383,385

Fhe AUGOmpAly g RO Brd &1 IbeatEl ar of Hins Malermonts, Page 2



Pepariment of Defense

Under Secretary of Defense (Compliralier) - Defense Contdract Audit Agency
CONSOLIDATING STATEMENT OF CHANGES IN NET POSITION
For the perlads ended September 30, 2005 and 2004

{§ in Thouaands)

CUMVLATIVE RESIRTS OF CPERATIONS
Beginnknyg Batances

Acfustroents {4/}

Changes in Aocounting Principies {+/-)
Corection of Errors {5~}

Boginning Sulonces, s adfiytad

Bupdgetnry Financitg Sourtas:

Appropriahtng recsived

Appropriations frarsemed-nioul (&6

Crhar adjustments (restisstons, o) {+-)
Appropriations sad

Notwchangh reveye

Bronations and forfelures of cash and cash squivaienis
Teansfars-infout withow reimburgament (+-)
{3ther budgetary financing sources {+/-}

Other Finaticlng Sources:

Branations and forfeBures of prapeny
Travwfers-irfit withoul rindrasensnt (s}
trapitted finateing feom costs ahaotbed by others
Ciher {&/-}

Fotal Flnancing Sources

Net Cost of DperEbions {+-)

Nat Change

Ending Batance

Ciparation and Procurament Crthr
Mainterancs

{46 365 -] i {3
a 1]
En) &
{@,3&3‘; A e 5
(4 ] i
i) i 3]
o EH) 3
281,758 1561 1]
{ i 5]
4 H &
2 4] G
] & {
0 ¥ I
1) ] 3]
PRIES G g
£ i 4
406,575 1,661 o
408 416 £.681 Q
A58 b g
E45. 510} 2 i #

The acoornpanying noles are an integeal pan of thepe olalemenls,

Fage 1



Départment of PBatense

Uindar Seeratary of Defense (Comptrolier) - Defense Contract Audit Agency

CONSOLIDATING STATEMENT OF CHANGES IN NET POSITION
For the perlods ended September 30, 2005 and 2004

{$ In Thousands)

CUMULATIVE RESULTS OF OPERATIONS
Baiptining Buiances

Adiusimneits {+f}

Chihges b Accounting Printipies {+4}
Correcinh of Erros (3

Heqirning Batancox, as adfosied

Buthgetary Fiancing Sotieooe:
Agpropriations roceivet

Appropdiations trarsfemed-iout {+/-}

Other adiustments {resclaaions, et} {+}
Appropristions ysed

Nonexghange revarnug

Bonations and forfeitures of cash end cash aquivalents
Travghors-dreioed withoed reimbursarment (=
Cthar budgetsry finanging sources {+/+)
Cther Financivg SFouress:

Bonations and loereiures of propenty
Trarsfers-infolt withow! reimbursement {44}
braputed financing from costs shsorbed by others
{Oher {444}

Tt Flaancing Soutces

30t Cowt of Oparations {+-}

hiat Charge

Ending Balunse

Hesnarch, Davelopmant DCAA Component Levet Domtrinad Tolal
Tost & Evaluation
s 8 3 4 {48, 365W
5 1]
o o
....... E]M i {46:359}
D 4 b
8 ¢ e
o o ©
i H G410
o o @
0 o ¢
0 g ¢
& Y ¢
o Y o
o & ©
o g 78,123
Q 0 ¢
............... 5 2 411 533
{a} o At1,074
o o 459
; o s o {45,910}

“Thir aceoiraarying fotes a5 an integral par of thoee staferments.

Paigpe 2



Department of Detenge

Unter Secretary of Defense {Comptroiler) - Defense Contract Audit Agency

CONSOUDATING STATEMENT OF CHANGES IN NET POSITION
For the periods ended September 30, 2605 and 2004

{$ in Thousands)

CUMULATIVE AESULTS OF CPERATIONS
Peginning Balancas

Adjurstmants (4

Changes i1 Avcounting Pristiples {+-}
Comection of Emors {+~)

Baglrning Batances, s adjusisd

Badgetary Finnncing Sources:
Appropristions recsived

Approptistians transforred-infout {45

Othar adjustments {ressissions, etc} [+
Appropristions ueed

Nonswchangs revenie

Donations and forfeltures of cash and cash eguivalents
Tranglers-bvout without reimbursament (o)
b hastitpetary francirg solrcos (el
hher Financing Sources:

Donations and fodeltures of property
Teanafars-infolt without retmbursemant fen)
Irmputed inanclng frorm oosts absorbed by othera
Qeber (2}

Total Financing Sourcas

Mat Cout of Operations ()

Nt Change

Enting Blalaroe

Ehimination 2008 Consolidatad 2004 Consolidated
a {46,26%) 145 837}
2 o 0
0 o o
o {48,259} (45 837}
& o o
o g o
o o 0
s 383,410 365,753
0 o o
) o 2
o o o
0 & B
2 o 8
0 o o
o 28,123 27,100
o o o
o 419,833 202,053
o 411,074 203 305
o 458 (52}
o {45, 510} {45,369)

Thir aocompeRying roles are &a integral part of hese statements,

Page 3



Department of Belenss

inder Secretary of Belense (Compiroller) - Defense Contract Audit Agency

CONSQUDATING STATEMENT OF CHANGES IN NET POSBITION
For the petiods ended September 30, 2005 and 2084
{§ in Thousands)

UREXPERDED AFPROPRIATIONS
Beglnniag Astances
Frior paried stiustments (/)
hanges in Atcounting Principles {4/}
Comaction of Errors [+
Eeginning Selances, o6 siiusted

Budgetary Financing Scurces:
Appropriglions recelved
Approprfiafions ransfarred-infout (=}
Othar adlustman!s (rescisslons, et} {+/-}
Appriaions used
MNorsxchargs HVETRIe
Donators and forsilures of cash and cosh squivaients
Transtars-infout withow! reimbBorenant (s
Other tidgatary St soumas (o~}
e Financing Sowrone: .
Denations and forfeitures of propary
Transfars-rout without reimbursement (]
imputed Bnancing From costs shoorbed by others
Other (ah}
fots? Financing Sourcos
Mot Cost of Dperstions {4/

dd Change
Ending Balnnte

Chsriation and Procurement {hhar
Maintenanos

16,743 3 1,487 % L1
G 4] 1]
i Lt .
16;?4{5' ............ T 5
568,173 1,378 1
14,367 £t £
{287} {27} o
{381,752} {1.861) O
# 0 3]
& B |
¥ g i
L+ 0 3
a @ I
4] g 4
(H 4] )
a Lt 0]
£1,508) {33 Y
{1.505) {313} 4]
15,24 ) 1,168 & o

The stcompanying notes arg an tegral part of theso slalements,



Depariment of Defense

tUnder Secretary of Defense (Complrolier) - Defense Contract Audlt Agency

CONSOLIDATING STATEMENT OF CHANGES IN NEY POSETION
For the periods ended Saptember 30, 2005 and 2004
{% in Thousands}

UNEXPENDED APPROPRIATIONS
PBeghining Saiances
Price peried atiasiments £4/-)
Changes in Accounting Principles {+/-)
Gorraction of Ernars [vh)
Boglentng Batences, oy aciusted
Budgetsry Financing Soauroes:
Afgrcpralices recenied
Appropratons imnsfarmad-infout {44}
Othar adivstments {rascissions, ete} {5}
Approprintions ysed
Norwehangs et
Bronations and forfeltirss of cash and Gash equivalants
Transtars-infout without reimbtrsermant (ol
Ot budgetary francing StUncos {+/-)
Otfsor Firmneing Sourcax!
Bronatiohs and forfeitures of propery
Traoslars-ndout withou! reimbursemant (o)
impested fingneing from costs aheorted by others
b (o}
Total ¥insncing Strces
Net Sogt of Opersiions (»=;

Mot Change
#nding Salance

Ragearch, Developmant DOAA Cormpotierdt Lovi
Tost & Evajuation

14 k3 o
O F
3

14 a
{ &
] H
o {
3 6
0 B
& E
o g
W N
{ {3
f H
o 2
# 0
3 g
3 0

17 3% o

Cormbined Toa

{214}
{383 410
g

L= B e g ]

Page &



Depariment of Befense

Under Secretary of Defense (Comptrolier) - Detense Contract Audit Agency
CONSCLIDAYING STATEMENT OF CHANGES IN NET POBITION

For the periods ended Seplember 36, 2008 and 2004

{$ In Thousands) Elimination 2005 Corsolidated 2084 Consolldatedd
UNEXPENGED APPROPHATIONS
Beginning Bafancos ) ] & 10225 3 2280
Prior pariod sdjuatiments (+57
Changos in Ascounting Frinciples (/) { &} a
Dorrection of Erors (s~} i) ) ¢
Beginning Batances, as adjustad e 18,235 22 670
Butigetary Financing Sounces:
Appropriafions recgived g 387,548 KR
Appropriations fransfered-infout {45 &} 14,356 {5,268)
Cither adistmants (reacissions, et} {+-) v {314} 0221
Argropriations used 1] (303 4100 {385,753
Monexchiange revente g & [t
Bonations and lofaiures of cash and cash equivatants 3 G 4
Transtam-ivout without reimbursament {+-} Q g g
Other hudgetary financing soumes [+ ) ) &
Cihay Financing Seurces:
Bonations shd forfeiiures of froperty { i i
Transfarg-lnim withool rimdorserment (0] ¥} &} s}
impusted financing from costs abeorhed by ofhars 2 { &
Cither (403 8 g g
YomrmmcngBources mmmmm— 5 YT e
Mot Cost of Qperations (1)
Kt Shangs ¥ {t419) {4,435}
Ending Salence ———— g 5 . e : (625

‘The accompabiving molte aze an etk pan of Thess sialoreants, Page &



Depariment of Defense

Under Secretary of Defense (Comptroller; - Defense Contract Audlt Agency
COMBINING STATEMENT OF BUDGETARY RESCURCES

For tha periods ended Seplember 30, 2005 and 2084

{$ in Thousands) Operation and
Maintenanin

BUDGETARY FINANCING ACCOUNTS

BUBGETARY RESOURCES
Hudget Authoity:

Appropriations receivad L3 38EITE

Borrowing authorily &

Conlract auwthonly {3

Mat tranafars {+/-} {215}

{HEr {

tinobligsted balance:

Beginrityg of petod 2286

Mot tratsfors, actest £} 4572
Anticipated Translers Balances g

Spending authority from offsefling colleclions:

Eamed G
Colooted B2TEG
Recehable from Feders] sources 1,293

Change in undfilled custorer orders L
Advance rectived {5}
Withou! edvance from Fedaraf sources o

Anticipated for the rast of year, without advances G

Froviously ungvadabla o

Teangfars for frust funds o

Sublotal 54,148

Hecoveries of prior year cbilgations 1,548
Fomporatlly not avaiiable pursuan! 1o Publo Law [
Famananily not svaliabla (288}
Tote Budgetary Rosturces 8 43&,22‘.;

Procurament

1,376

{

44

L

L= Y G = I = |

£ O

o1

L= = R o = B = R v B = I = R = A = A -

&N

1,887

E

fove TR e S v v SR i i K - Y - T -+ S A = Y - B = B =

The actompanylng Rolet are an integr part of theso slatements.

Fage



Ceparimant of Doferse

Under Secretary of Betense {Compirotier) - Defense Contract Audit Agency
COMBINING STATERENT OF BUDGETARY RESOURCES
For the petiods ended Sepitember 30, 2005 and 2004

{$ in Thousands)

BUDGETARY FINANCING ACDOUNTS
BUDGEYARY RESOURCES
Budget Authoriny:
Approprghons received
Borrowing authornity
Contract guthorly
Mot transhers {4/}
Dbt
Uinotrligated babanoe:
Beaginning of perod
Met transfers, astuad {+-}
Anticipated Transfers Balancos
Spending authority from offsetting coltections:
Eamed
Cottacted
Raceivable from Faderal sources
Charge in unfiled customer orders
Agvanie reseived
Withott advanos from Fedaral sources
Articipstes for the mest of yesr, without advances
Eravigusty unavailabie
Fransfars for bt funds
Beebritrtid
Recoverias of prior year ohligations
Temporariy rot gvaliatde puarsuant o Public Law
Parmanently not avaiable
Toisd Budgelary Hesources

Research, Developmant
Tost & Evalustion

LI v N = = B

14

Lo J

BCAA Component Level

0 o2 2 oo O

&

oF

2005 Combined

367 540

{216}

LB = S = R LR = s I R = B = 2 A =]

3

fove R o B v I T T+ S+ N - TR - N - NS - K. -+ QO o Y o

||||||||||

Ther snearaparying rotes are gk begral pas of Thess statamenty.

Fage 2



Dapartment of Defense

tinder Sacretary of Defense {Compirolier) ~ Defense Condract Audit Agency
COMBINING STATEMENT OF BUDGETARY RESQURCES

For the petieds ended Septembar 30, 2005 and 2004

($ In Thousands) 2004 Cormbined

BUDGETARY FINANCING ACCOUNTS

BUDGETARY RESOLIRCES
Budget Authonty:

Aprropriaficng recebvad S 378,807

Borrowing authority g

Cordract authority o

Nt transfors {+/) G

(it 4

Unobsigsted balynca:

Beginsing of pariod 11,853

hat franstars, solyst () (5,268
Anticlnaled Transters Balences {

Sponding authority from offaetting collactions:

Eamad i
{Crllacted BORFIT
Raceivabla from Fedarat sources 2,314

Chinge in ynfled customer owders &
Acvance reteived 22
Withowt advancs lram Fedaral souces i)

Ardielpated for the rest of year, without advances o

Prnviously phavaitabile g

Translom for trusl funtls ]

Subtotad 53,108

Retovernas of pror year obdigations 4,887

Tarmporarly not avallatde porstant 16 Public Law ]

Parmanently not svaliabla {10,221}

Fotat Budgetary Resturcns § 431.277
Thi aceompanying notes aes an inlegral part of these statements. Pags 3



Danartmant of Defense

Uinder Secretary of Defense (Comptrolier) - Defensa Contract Augit Agency

COMBINING STATEMENT OF BUDGETARY RESOURCES

Fer the perlats onded Seplember 30, 2008 and 2004

{§ In Thousands)

STATUS CF BUDRGETARY RESOURCES

Obligations incumed:
Direct
Hoimblirsable
Hubtotal
Unobligeted balancs:
Apportioned
Exarnpt from pppitiorment
Other availabis
Unobiigated Balancas Not Avaitable
Totat, Status of Sutigatary Rexourcas
Reiatinrehiy of Obiligations to Cutinys:
Chbligated Balance. Net - baginning of petod
Ob¥igated Selance imnaferred, net (w4}
Obkigated Balanca, Net - and of parioed:
Accounis recaivabie
Unfified customer order frem Faderaf spures
Lindaivered ordors
Actounts payable
Crtiays:
Drigbursermgnts
CollecHons
Sototat
Lesa: Cffsatting reseipty
Mot Quttayk

QOparation and Prociiratiin) Other
Maintenance
382,178 & 1542 {
542020 g 1]
£38. 467 1.542 1]
o] T8 G
g g 0
{ a 3
1,197 ka1l {
e e CREE g— 5
23556 5 a7 {
{ { 1]
{9,221} 0 a
3 {1 1]
12,980 3 o
18,915 520 ]
434 358 1,087 Y
(52,754} 2 g
381574 1087 &
4 ] G
381,574 3 1,067 1]

Tha sceompanying roles ane an rtegral part of thase yigtements,

Paga 4



Depariment of Befense

Under Secrelary of Defense (Complrotler) - Defense Contract Audlt Agency
COMBINING STATEMENT OF BUDGETARY RESOURCES
For the perlods endad September 30, 2005 and 2004

{$ in Thousands)

STATUS OF BUDGETARY RESOURCES
Obfigations incurred:
Diract
Relmbursabla
Subtotal
Unabigated balanoe:
Appoiatwd
fwarngt from apportionmant
Cribit mvadiabio
tinobhigatad Batances Not Avedabls
Totnt, Siatus of Budgetary Rescurcas

Reimionshiy of Obiigutione to Curtinys:
Obligated Bajance, Net - beginning of period
Obligated Balance transterred, net ()
Oblgated Balance, Net - end of periad:
Accournts roeivabls
Unfied customer order from Faderal sources
Undeliversd orders
Aoty payabls
Gullays:
Bisburgernants
Collections
Subtotal
Less: OHsetting receipls
ot Dutiays

Fesearch, Developrment DOAA Compons Lavel 2005 Combirod
Tast & Evaluation
$ 0 o 383,720
[} £ b4 2258
B 0 457 948
0 8 598
o % o
o o o
AT { 1,584
3 17 [ £40,2419
3 o o 24,363
o g )
o o {9,221}
o o o
o o 13,682
G ] 18,535
) o 435,393
9 g (52,754}
(2} 0 482,636
a 4] ]
% {2 o a8 836

Fage 5



Departmont of Defonse

Unger Secretary of Defense (Compirolier) - Befense Contract Audlt Agancy
COMBINING STATEMENT OF BUDGETARY RESOURCES

For the periods ended September 30, 2005 and 2004

5 I Thousands) 2004 Combined

STATLR OF BUDGETARY RESQUHCES

Chligationa incurmed:
Direct 3 376,09
Faimbursable £1,938
Sutiotal 428,327
Linchagetad bakanms:
Agporttore 2,503
Exempt lrom appartionmant 4
{her aveilabio o
UnobBgated Balances Not Availghle 447
Fotu, Steius of Budgetary Resources § 431,277
Retstfonship of Obligations to Suliays:
Obligated Gaisnce, Net - beginning of period § e
Chilgated Balsnos tranalarred, mel {+f-) f
Obligated Balancs, Net - and of peded:
Adeolints Teceivatie {7,828}
Unfifad custmegr order frem Faderal sturcas o
Undefiveratt orders 15,481
Accourts payable 16,730
Chitiayat
Disbtrsoments 415,302
Coliections {50, 2003
Subtoiad SErH0E
foss O colling receipts 0
st Outteys $ 367 508

ey acoompanying noled arm an intagal pasl of hooe stalsiremis.

Fage &



Deparirent of Dofents

Under Secretary of Defense {Comptrolier) - Defense Contract Audit Agency
CONSOLIDATING STATEMENT OF FINANUING

For the periods ended September 30, 2005 and 2004

{$ in Thousands} Operation and Procirernent Other
Maintenance

Hesourcos Liged 1o Finance Acthviion:

Budgatary Resources Obligatet
Ohbligations incurrad -3 435 407 3 1,542 3 1]
Lese: Sponding suthority from offseiing collecliona {55,656 Eh- {3
o el e —
Chilgations nat of offsetting cofections and meovaries 380,71 t 542 4}
Lasg: OHseiling recaipts {4 ¢ Q ¢
Nt olligations a1 1,562 &
Other Resourses
Donations and forfeilures of proparty G G h
Tranghoes Bvoast withont refirdnrserse () o 2 1)
Imyaated finandng from costy absorbed by clhars 25183 G 9
- (hhr (44} ] ) 0
Kot olfvet resources uaed 16 finance acivitios 28,123 3 o
Yote! rasources used 1o Snence scitvition ' 40,834 1582 a

The accompanybng notes wre an imoegrad part of theos stalormanms. fapa 1



Bepartment of Doefense

Linder Secretary of Defense {Compirodien) - Befense Contract Audit Agency
CONSQLIDATING STATEMENT OF FINANCING

Far the periods entded Seplember 30, 2005 and 2004

(% in Thousands) Raesearch, Deveicpment DCAA Component Level 2005 Conpoiidatod
Tast & Evaluation

Rescurcan Esed 10 Finsnce Activites:

Buaigetary Rasourses Obilgated
Ciiigations incurod $ G 3 4 ] 437 0459
tegs: Spending authority from ofisetting collections {3 G {55,808
Bt recoviries {1 ]
Ohligations net of oifselting coliectons and mcavories {3 ] 382,250
Lass: Offsetting receds () ¢ ¢ 4}
Mt obligations {3 0 382,250
Othar Resources
Donations end torfeituras of property o o &
Franufers infoul withowt reimbersamgnt ()} a a 2
Imputed firancing irom costs abearbed by athers { Y 258,123
Othar (5} ) 0 0
Net other rescurces used to fnance sotviles o 0 28,123
Tota! mequrcen used Ic finance activiies £ i) 410,973

The sccompanying notes see an integral part of these statements. Pagn #



Dapartment of Refonse

{inder Saoretary of Defense {Comptrafler) - Defense Contract Audit Agency

CONSOLIDATING STATEMENT OF FINANCING

¥or the periods ended September 30, 2005 and 2084

{$ in Thousands)

Awrxources tend o Finance ActivHes:

Budgetary Resourcoes Oltigaied
Chbhgations incurred
Laty: Spanding autherily from oiisetting coluctions
and recovenies ()
Cbligations net of offsotting coliections and recovarion
Lasa: Oliseiting recaips {)
Mgt obligalions

Cihar Begoyrces
Dosations and figituras of proparty
Translory infout without reémburapment {+14)
impuled finenging from cusis abswrbed by cthars
Ottar {4/}
Net othar resouras used 16 finance activities
Totsi mpources deed 1o fiannce activities

ok Actomperying antes are an degral par of hase slginments,

2004 Consaildated

5 A28
(58,107)

10 220

g
0220

Papre 3



Cepariment of Defense

Under Secretary of Defenst iCompirotler) - Defense Contract Audit Agency
CONSOLIDATING STATEMENT OF FINANCING

For the perlods ended Seplember 30, 2005 and 2004

{§ In Thousands} Operation snd Progursmeel Cther
Mainlenance

Resauroes s i Finance R oot Pert

of the Het Cost of Cparations
Change in budgetary rasourcos obligated for goods,
setvicns and henofita ordered bul hot yel pravided

Urnicieliverad QOrdaes () 2,049 119 &
Urkled Ceestomar Crdors {8 ] o
Regources thal fund soapoensos retogrized i pook petiots 4505} a it
Budgatary offsatting collestions amd rocaipts that ] ] 4]
o nid affect et sost of oparations
Resourcos that Enants the aegsiton of aseets 1] a o

Cihaer T sokiGes or adustments i net obdigatod fesourntes
that do not affect nel cost of aperations

) tess: Trust or Specisl Fund Heeeipts Hefatad to Exchange in the 1] 0 o
Eniity’s Budget ()

Ot {4 G & o

Toetal rameronn umnd B fEannce b rd 1,538 114 0

prt of thae et trowt of Operatheng

Tets! resoutces used 1o Mnanca the rat cost o At a78 1 BAt f
operations

Tha adopmpenying notes are b inlegral part of these slatermenis. Pago 4



Depariment of Defense

Under Secretary of Defange (Comptroller) - Defenye Contract Audlt Agency

CONSOLIDATING STATEMENT OF FINANCING
For the periods ended September 30, 2005 and 2004
{$ in Thousands)

Resouroes Used to Finatits theme not Part
of tha Net Cost of Operstions
Change i udpetary rekourcas obligated for goods,
stivicay and bonolits ordored but hot yet provided
Undatvarad Ordara {-}
Uintiled Customay Ontarg
Resources that furd expenses recognbred in prioy pariods
Budgetary offselting collactions and recaipts that
oo ol alfect net cost of oparations
Besources that ingnca the acqissilion of assels
Othar regources o adjusimants lo net obligated resources
that dz 1ot alfect net cogt of operations
. Less: Trust or Specisl Fund Racaipts Related to Exchange in the
Entity's Buclpet {} .
Orthgr {34
TN resources ubnd 10 Snsnce ems pot
parl of e rat cost of aparations

Total rasowroes uaed 1o fnence the et cost of
oDpaTRIioN.

Besearch, Devolopmant DOAA Comgroraanl Eavel 20085 Consolidated
Tast & Evatintion

4] 1] 2188

o ¢ {5

4} ¢ (506)

¢ v} ¢

G g [+

o i1 ]

a o

] 1,687

wh 0 412,030




Depariment of Defense

Under Secretary of Detense {Comptrolier) - Defense Conlrict Audit Agency

CONSOLIDATING STATEMENT OF FINANCING
For the periods ended September 30, 2005 and 2004
{5 in Thousands)

Rpxources Uebd 1o Finsnce Rems not P
of the Net Cost of Oparstiony
Changs in budgetary resources giligaled for goods,
sarvices arid Detefits orcdared but nol yed provided
Urdebivared Ordars {-}
tInfiktad Cuslomer Orders
Aesoures sl fund sopanses tecognitad in prior peods
Budgetary offselling colections and recolpts that
do nat aflect ret cost of operations
Resnares thal Knance the actouishion of assets
Other rescurces of adiustmants to met ebiigated restlircay
that do not aflect net cost of cpsrations
. Less: Trust or Special Fund Receipis Related o Exchangs in the
Entity'a Budget ()
by (34}
Todaf testurces e 1 fianse Bam nol
gart of $he net cost of oparations
TFolul rewources wsed to financs the net cost of

Spiratione

2004 Consolidated

{4,158

22

(2,411}

o

The BEooMRarying notes an an idegral pad of thesa stilemanls,




Bepartrent of Defense

tinder Secretary of Defense {Complrofler) « Defense Contract Audit Agency

CONSOLIDATING STATEMENT OF FINANCING
For the petlods ended Seplember 39, 2005 amd 2004
% in Yhousands)

Compotients of the Net Gost of Cperations that will
rot Fegquirs or Geneeate Hesoueces In ihe Surrent Peclad;

Componants Requiring or Genersting Resources in Future
Pariod
Incresse i annuad eave Hability
trase M gevironmerial ard disposal fability
UpwweardDownward reostimates of cradil subsidy enpense (+4
Intreass in axchange revence recelvable from the the public {4
Citbr {1/
Tola! componants of Net Gost of Oparations thal
will require o7 generato resoumes in fidure petbods
Compenents nol Reguiring or GSanorating Resources:
- Depraclation and amorizalion
Hovalugtion of assets or {iablities {+)
Other (+/-}
Trust Fund Exchange Revenue
Cost of Goods Sold
Oparating Material & Supplies Usad
Otbver
Total components of Net Cost of Operaticns that
will not requine or genarate resounces
Total componants of net ¢oat of opecations that
witt not remiire or gonargto resources in e currgr

period
det Cost of Opetsiiorns

Cipeeation arwd Frocurerment CHher
Maintenanee
b2t g {
1] a o
i G g
o ¥ Y
46 iy {
s g m—— §
il ] g
{ { L
0 f ¥
0 E {
& 1] {
{1,603 [ o
{1,823} 0 )
{54} { a
408 416 1,861 4




Depariment of Defense

Under Secrelary of Defense (Complroifer) - Defense Contract Audit Agency

CONSOUDATING STATEMENT OF FINANCING
For the periods ended September 30, 2005 and 2004
{$ in Thousands)

Componarie of 1he Not Cost o Cperaticos that will
A Raquire or Generate Hasources IR ibe Cuarsent Parod:

Components Haquinng or Genarating Resources In Fuwe
FPorisd:
tncrease in anncal leave Rabisity
Incraase ln erwironmental and disposal Hability
UpwardBownwand reegtimates of crodd subsltdy expanse {4/}
Ingreass in exchange revenus recaivebia from the the public {}
Othee (#7-}
Tota) components of Net Cost of Oparations that
wilt racpuite O gensrale raslrtas In s patiods
Componants nit Beguinng o Generating Resourcas:
Bapraciation and amortization
Revaiuation of assets or labilties {+A)
Cihay (£}
Frust Fund Exchange Hevenue
Cost of Goods Sold
Operating Malsris & Supplies Usnd
Ottty
Total coraparents of Nat Cost of Opanations that
will Tiob rere OF EnIEratE PMISOURIES
Folal conyporsnte of vl coxd of operations that
will pot reguiee Oy Gonbreis regoprces in the current

peTing
et Cost of SOperadions

flesearch, Developmani
Tost & Dvaluation

D AA Componend Levet

2005 Consolldaled

a1

4&

R T N S
Oio O o O

L= ]
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N
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Department of Delense

inder Secratary of Belense (Comptrotler) - Defense Contract Audit Agency

CONSOLIDATING STATEMENT OF FINANCING
For the pericds ended Seplember 30, 2005 and 2604
($ in Thousands}

Components of the Net Cost of Dperatiors that wil
a0t Requirg or Generats Rekources fn the Cortand Perked:

Compenents Heguiring or Genoraling Rescurces in Fuluro
Pariod:
ingrease i annynl leava Sabiity
incmrase in evirorenentsl and disposal Eabilty
UpwardMowrward reestimatos of oredt subsidy exerse (v
trcrease in axchange revinue recelsmbla rom the the public (-)
{Mhar {+-)
Total somponents of Nel Cost of Oparations that
wilt require Gr genarate resgurces in fdure perods
Companents not Raguiing or Cenerating Resources:
Daprotialion snd amortzation
Revaliation of assols of Rablifias f47-)
Cther {4f-)
Trust Fund Exchange Ravenuve
Gost of Goody Soid

Operating Material & Supplies Used
Hhar

Teoial componenis of Nat Cost of Gperations ihat
will not require or generala resources

Folal companents of cet cost of operailons that
willl not rogre oF Ganerate resources it the curtent

paviod
Het Cost af Operations

The peoomparying roles are an ntegral par of these statements,

2004 Consolidated




DEFENSE CONTRACT
AUDIT AGENCY

NOTES TO THE PRINCIPAL
FINANCIAL STATEMENTS



OROGF - USHHG) - DCAA Befenss Contract Audd Agency

Note 1. lSigniiicaﬂmounﬂng Policies — I

1.A. Bagis of Presentation

The financial statements present the financial position, nel cost of operations, and
changes in net posgition, budgetary resources and financing for the Defense Contract
Aundit Agency {DCAA), as required by the “"Chief Financial Officers (UFO} Act of
1963, expanded by the "Government Management Reform Act (GMRA} of 1994, and
other applicable legislation. The financial statements are prepared from the accounting
books and records of the DXUAA and its accounting services provider, the Defense
Finance and Accounting Scrvice {DFAS). In addition, the financial statements are
prepared in accordance with the “Department of Befense (BoD) Financial Management
Regulation,” Office of Managernent and Budget {OMB) Circular A-136, and {0 the extent
possible, the Generally Accepted Accowmting Principles (GAAP) for federal agencies,

The DCAA's financial statements are different from the financial reports that are used to
monitor andd control the use of budgeiary resources, even though they are prepared from
the same books and records. The financial statements are prepared (0 provide
information with wineh Congress, agency managerns, the public, and other mnferested
parties can assess management performance and stewardship,

Currently, the DCAA is unable to implement fully all elements of Federal GAAP. GAAP
for federal Ninancial reporting entities recognize the federal accounting standards board as
the standards setting body designed 1o establish these principles for these entities. The
DFAS continues to implement process and system unprovernents addressing the
lmitations of its {inancial and non-financial feeder systerns. A more detailed explanation
of these financial staternent elements i discussed in the applicable note narrative.

1.8, Mission of the Beporting Entity

The DCAA, formed on Japuary 8, 1963, 15 a worldwide, single mission agency dedicated
tor providing timely and respomsive contract audis, reports, and hnancial advisory
services to the Dob contracting officers and other customers. The IUAA's primary
custoners are contracling officers ip the Army, Navy, Air Force and the Defense
Contract Management Agency. However, the IXCAA also performs, on a reimbursable
basts, contract audit services for most of the other federal agencies, currently ahout 40
entities. Fhe maiority of the DCAA's workload originates from statutory and regulatory
requirements designed to ensure that the povernment meets s fiduciary responsibilities
to the public when awarding and adrinistering contracts.

1.6, Appropriations and Funds

The DCAA receives apportionments of Operation and Matntenance and Procurement
funds from the Office of Management and Budget through the Do), These
apportionments represent the obligation authority Henitation for the budget program
authorized. As of Fiscal Year (FY) 2005, the BCAA no Jonger receives a new allotment
of Research, Development, Test and Evaluation (RDT&E} funds from the Do), RDT&E



obligation authority for years prior to FY 2005 will remam om the accounling books and
records until the appropriations are closed.

t.D. Basis of Accounting

Transactions are recorded using financial {accrualy accounting and budgetary accounting.
Budgetary angd financial accounting information are complementary, but the types of
information and tiing of their recognition cause differences between the two bases of
accounting. Budgetary accounting facilitates comphiance with legal constraints and
statutory conirols over the use of federal fundds. Financial accounting supports accraal
accounting and finuncial reporting by accounting for assets, Habilities, net position,
revenues, and expenses {0 show actual financial position and resuits of operations. Under
the sccrual method, revenues are recognized when earned and expenses are recognized
when incurred, without regard to the receipt or payment of cash.

1.E. Revenues and Dther Financing Sources

Financing sources for general funds are provided primarily through congressional
appropriations that are received on both an annual and & multi-year basis. When
authorized, these appropriations are suppiemented by revenves generated by sales of
services through o reimbursable order process. The DCAA recognizes revenue as a resolt
of costs incurred or services performed on behall of other federat agencies and the pubiic.
Under the reimbursable order process, the DCAA recognizes revenue when ¢arned.

1.F. Recognition of Expenses

For financial reporting purpeses, the DCAA recognizes operating expenses in the period
meurred. Net increases or decreases in nnexpended appropriations are recogpized as a
change in the net position. Certain expenses, such as anpual leave earned byt not taken,
are financed in the period i which the payment 15 made. The DCAA adjusts operating
expenses because of the eltmination of balances between DoD components and other
federal entities.

1.G. Accouniing for Iniragovernmental Activities

The DCAA, as an agency of the federal government, interacts with and is dependent spon
the financial activities of the federal government as a whole. Therefore, these financial
staternents do not reflect the results of all financial decisions applicable to the DCAA as
though the agency was 2 stand-alone entity.

‘The Federal government does not apportion debt and its related costs to Federal agencies.
The BCAA's linancial statements, therefore, do not report any portion of the pubho deby
or interest, nor do the financial statements report the source of public financing whether
from tssuance of debt Or tax revenues.



The Civilian Retirement System for DCAA employecs hired prior to Japuary §, 1984, 15
ke Civil Service Retirement Systemn (USRS). The Federal Employess Retirement
Systemn {FERS) implemented on January I, 1984 covers the DCAA’s employees hired
after December 31, 1983, For a period after the implementation of FERS, employees
covered ander ££SRS could elect to transfer 1 FERS, or romain with USRS,
Additionally, certain CSRS employees and emplovees covered by FERS have coverage
sarcder Sociad Secunty, The BUAA funds a portion of its employees” penstons. The
Office of Personnel Manggement {OPM) s responsible for government-wide reporting of
SRS and FERS assets, accumulated plan benefits and unfunded Habilities. The DCAA
recognizes an imputed expense on the Statement of Net Cost for the portion of civilan
emnployee pensions and other retirement benefits funded by OPM, and recognizes
corresponding tmputed revenue on the Statement of Changes in Net Position from
civilian empiovee pensions and other retirenent benefits.

Intrapovemmenial EHminations

Intragovernmental account climinations are necessary so as not 1o overstate or understate
the finaneial position of the DCAA by including the effects of intragovernmental
transactions. Muest of the Department of Defense and other federal accounting systems
o not capiure accounts receivable, accounts payable and unearned revenue data at a
detail level that identifies the corresponding buying and seiling agencies. DoD eliminates
igragovernmental balances at the departmental level by adjusting, in most cases, the
buyer-side records o recognize unrecorded costs, accounts payable and advances to the
summary seller-side balances for revenue, accounts receivable and uneamed revenue.

The DCAA is waived from buyer-side eliminations adjustments for Fiscal Year 2005
The DCAA'S sccounting systems capture trading partner data at the fransaction level
resulting in reliable and accurate buyer-side data. Because of the DCAAs controls over
accounts receivable and is lnited purchasing of goods or services from other agencies,
potential etror in intragovernmental accounts receivable or accounts payabie and
COTESSPODEAnE Tevenue oF expense 13 not material to the DOAA s financial staterments,

1.H. Fransactions with Forgign Governments and International Organizalions

Fach year, the DoD Components sell defense articles and services to foreign
govermnments apd mternational orgamzations, primaniy under the provisions of the " Arms
Contred Act of 19767 Under the provisions of the Act, the Department has anthority to
sell defense anticles and services to forcign countries and international organizations,
generally at po profit or loss to the 1.5, Government. Customers are required 1o make
payments ip advance,



1.1 Funds with the [1S. Treasury

The DCAA roceives s spending authorizations 88 allotments from Dol Appropriations.
As such, what is presented on s Bajance Sheet as Fund Balance with Treasury, s not
directly reconciiable with account balances maintained by the Department of Treasury.

1.J. Eerelgn Currency
Not apphicable to the DCAA.

1.K. Accounts Recelyabie

As presented in the Balance Sheet, accounts recelvable include accounts, clarms, and
refunds receivable from other federal entities or from the public. The DCAA does not

recognize an aowance for estimated uncoliectible amounts from another federal agency.,

Clairns against another federal agency are 1o be resolved between the agencies. The
DCAA established an allowance for uncoBiectible accounts due from the public by
determining the established percentage of debts based on the age of the receivable.

1.L. Loans Heceivabin

Nat applicable to the DUAA.

1M. Inyentories and Related Proverty
Not applicable to the DCAA.

1.M. Investments in U.S. Treasury Secyrities

Not appHeable to the DCAAL

1.0. General Pronenty, Plant and Equipment

Mot apphicable to the DUAA.

1.9, Advances and Prepayments

Payments it advance of the receipt of goods and services are recorded as advances or
prepayments and reported as an bsset on the Balance Sheet. Advances and prepayments
are recognized as expenditures when the related poods and service are received,

1.G. Leases

{ienerally, lease payments are for the rental of equipment and opersting facilities and are
classified as either capital or operating leases. When a lease is essentially equivalent 1o
an instaliment purchase of property {a capital lease} and the value equals or exceeds the
current DoD capitalization threshold, the applicable asset and liability are recorded. The
ameount recorded i¢ the lesser of the present valuc of the rental and other lease payments
during the lease term, excluding that portion of the payments representing executory
costs paid to the lessor, or the asset’s Tair value, Leases that do not transfer substantially



all of the benefits or risks of ownership are classified as operating leases and reconded ag
expenses, a3 payments are made over the Jease torm.

1.8, Other Assels

Other assets represent prepayments made 10 civilian empioyees for salary advances and
anticipated Druginess expenses while on official travel.

1.5. Contingencies and Other | fabilities

Not applicable to the DCAA.
1.7, Agcrued Leave

Civilian annual leave 18 gecrued as camed and the unfunded accrued amounts are reduced
a% leave is taken. The halances for annual leave at the end of 4th Quarter, FY 20405
reflect current pay rates for the leave that is earned but not taken. To the extent that
current year appropriations are not avaiabie to fund annual leave, funding will be
obtained from furure Hinancitg resources. Sick and other types of non-vested leave are
expensed a5 laken.

. Net Posltion

Net position consists of unexpended appropriations and cumulative results of operations.

Unexpended appropriations include the amount of unobligated allotments that have not
been rescinded or wilhdrawn and the amounts obligated but for which Habilities for
payments have not been incurred at the end of 4th Quagter, FY 2005,

expenses and losses, from financing sources including appropriations, revenue, and gaing
since lhe inception of the activity.

1.V, Treaties for Lise of Foreign Bases
Not applicable 10 the DUAA
1.W. Comparative Data

The DCAA presents the current and previous year's financial darz for comparative
purposes. The amounts appearing in these statements for $th Quarter, FY 2004 represent
the balances reported for the line items in the 4th Quarter, FY 2004 Audited Financial
Statements, as well as in the notes to the principal statements.

Financial statemnent fiuctuations greater than 19 percent between 4th Quarter, FY 2004
and 4th Quarter, FY 2005 are explained within the Notes 1o the Financial Siatements.



1.X. Ypexpended Obligations

The DCAA reconds oblgations for goods and services that have been ordered but not yet
received. The financial statements do not reflect a Hability for goods vet 1o be delivered
and services yet (o be received.

1.Y. Undistributed Bisbursements and Collections

Undistributed dishursements and coliections represent the difference between
dishursements and coilections matched at the transaction level to a specific obligation,
payable, or receivabie in the activity field records as opposed to those reported by the
L8, Treasury. These amounts should agzee with the undisiributed amounts reported on
the departmental accounting reports,

it is the policy of the Department of Defense to allocate supported andistnbuted
dishussements and coliections between federad and nonfederal categorios based on the
percentage of Federal and nenfederal accounts payable and accounts recsivable.
Ensupported undistributed dishursements are recorded in accounts payable. Unsupported
undistribated collections are recorded as other liabilities for deposit funds. The DCAA
foliows s procedurs,



QDOGF - USR{CY - DUAA Defense Contract Audit Agency

Norentity Assets

{Amounts in thousands

1. Infragovernmental Asgets
A, Fund Balance with Treasuy $
8. invesimans
€. Acoourds Recelvable
3. Other Assels
E. Total Intragovernmanial Asssfs s

oo o oo
Qi Ly o L3 L

2. Nonfederai Assody

Cash and Other Monetary Assels g
Accounts Roeceivable

| oans Regeivable

invantory & Related Property
Goneral PP&E

invesimants

Cither Assets

Total Nonfedoral Assols 3

IpTNOOD
oo Y [ o i i e ot R i

C‘Jiﬂﬁﬁbﬂﬂmﬁ

3. Total Nonentity Assets 5 615 L

4. Totat Entity Assels $ oz | s 38,009

8, Tolai Assets $ 0022 | § 36,008

Assets are cateporized as entity or nOnNCRLLY

fintity assets consist of resources that the Defense Contract Andit Agency has the authornity to
use or where management is legally obligated to use funds to meet entity obligations.

Nopentity assets are assets held by an entity, but are not avatiable for yse in the operations of the
£ntHy.




QOGF - USECY - DEAA Dofense Contract Audit Agency

W Fund Balance with Treasury o I

As of Hep

fAmoUnts in thousands)
1. Fand Batances

A, Appropriated Funds g R kS 26,340
2. Bevolving Funds { i
. Trust Funds g {
0. Special Funds o L
£, Gther Fund Types & g
F. Totat Fund Balances g 28202 ¥ 8 26 340
2. Fund Balances Per Treasury Versus Agency
A, Fund Baiance per Traasury 8 OFS o
B. Fund Balanoe per DCAA 26 208 26,340
3. Recongciling Amound 3 {26,202 3 5 £26, 340}

Explanation of Reconeiling Amount

The Deparirent of the Treasury repors fund balances at the appropriation bagic symbol level,
The Departrnent of Defense {DoD} reconciles and reperts the Fund Balance with Troasury
{FBWT) for Treasary Index 97 (TI-97} funds at the ggency-wide level. ‘The Defense Contract
Audit Agency (DCAA) is uniquely identified at the Himit level within Defense T1-97 fund and
canpot present a reconciliation of the Fund Balance per Treasury on its financial stalements.

Appropriated fonds are provided through congressional appropristion and the DCAA receives
its spending agthorizations as aliotraents from the Do), Operation and Maintenance funds are
avaiiable for new obligations for one year and for obligation adjustments for a period of five
years aftor they expire. Research, Development, Test and Evaluation funds are available for
new oblgations for a period of two vears and for obligation adjustments for a period of five
vears after they expire. Procurernent funds are available for new obligations for a period of
three years and for obligation adjustinents for a period of five years after they expire.



ODROGF - USDHC) - BCAA Defanse Condract Audit Agenay

Status of Fund Balance with Treasury

fs of Beptember 30
{Amounls i thousands)

1, Enobligated Balance

A. Availatie B 608 1% 2503
B. Unavaitable 1,584 44T
2. Dbligated Batance not yet Disbursed 3 2217 1% 32,211
3. Non-Budgetary FEWT 3 1% ¥
#, Non-FEWT Budgetary Accounts 3 920 L & {7.B28}
5. Tatal 5 26,280 § 5 27,333

{hart Information

Usobligated Balance, Available decreased 72 percent, $1.8 million between 4% Quarter,

FY 2004 and 4™ Quarter, FY 2005, In 4™ Quarter, FY 2004, the DCAA reported §2.3 million
in the unobligated balance, available which was comprised of $1.4 million in reimbursable
authority and $1.1 mitlion in direct non-expired authotity, Ad 4% Quarter, FY 20035, the
DCAA reposted 30.7 million in the unobligated balance, avatlable (pon-expired direct
authority) A reallocation of budgetary resources during 4% Qoarter, FY 20035 redoced the end
of year unobligated balance available,

{Unoblgated Balance, Unavailable, increased $1.1 million between 4% {Juarter, FY 2004 and
4™ Quarier, FY 2005, In 4% Quarter, FY 2004, the DCAA had $1.1 million in direct non-
expired anthority. The $1.1 mullion converted to expired authority in FY 20635 and is the
reason for the dollar change between 4™ Quarter, FY 2004 and 4% Quarter, FY 2005,

Non-FEWT Budgetary Accounts, increased 18 percent, $1.4 million between 4™ Quarter,
FY 2004 and 4" Quarter, FY 2005. September customer billings in FY 2004 included two
payrol periods and nine days. However, September customer billings in FY 2005 incladed
three full payroll periods that were billed to the customers, resulling 1n an additional cight
hours billed to each customer. In addition, the DCAA s reimbursable hourly rate billed to
their customers increased. Foreign Military Sales for Saudi Support services imcreased
billings $223 thousand, Hursicane Katrina Reliel Efforts increased the customer billings to
the Army Corps of Engineers by 3303 thousand. The remaining increase 1s due (o the
mcrease in billings for the National Acronatics and Space Administration, Department of
Homeland Security, and the Department of Energy.



ODOGF - LISG) - DOAA Detense Contract Audit Agency

Disclosures Related 1o Suspense/Budget Clearing Accounts

F3a7s 3 a% e% 0% g
F3Rad & ) a &
F3882 o Y ¢ O
F3885 o Y ¢ G
Fi&86 o o i o
Total ] 23 {8 3 O

Not appHeable to the Defense Contract Audit Agency.



ODOGF - SHHC) - DCAA Defense Contract Audit Agency

Disclosures Related o Problem Disbursements and In-Transit Disbursements

{Amounts in thousands)

1. Totat Probiem Bishursoments,

Absolute Value
A Unmatchad Dishursements

FUMDS) % 45 % gs a3 o8
B. Naegative Unliquidated

Obligations (NULOY # 4 o { #

+ Fotaf Indransit Disbursemernts,
Net ) 1926 § 136 % rg lE BE

Data used for the 4% Guarter, FY 2005 is from the September ‘T1-67 Problem Disbursernent
FEpOTLS,

Definitions

+  Absolute value i3 the sum of the positive values of debit and credit transactions
without regard to the sign {plus or minus).

+  Unmatched Disbursernents ocour when payments do not mateh o a corresponding
obligation in the accounting system.

+  Negative Unlignidated Obligations ocour when payments have 4 valid obligation bus
the payment is greater than the amount of the obligation recorded in the official
accounting systern. These payraents use available funds for vahd receiving reports on
delivered goods and services under valid contracts,

o In-transits represent the nel value of disbursements and collections made by 2 Do
disbursing activity on behalf of an accountable activity. These transactions have not
been recorded in the accountable activity’s accounting system.



ODOGF - USEHE) - DCAA Defenss Contract Audit Agency

Investments and Reiated interest

2005 2004

Armort- Uingmortizod

Par Value/Cost zation {Premiumy/ Ewe?ﬁf“m* “ﬁ:ﬁ;ﬁfﬁ? Iﬂwmﬂt&

Method Discount}

{Amounis in thousands)

1. Indragovernmental Sacurities

A. Mon-Markelabls, Market-Based : o 3 a % o % i+l B o
B, Accread torest 4 9 0 g
{. Total intragovernmental Secwities & 0 3 0 % 0§ it £ o
2. Dther Invesiments ] o - 4 3§ & MA B )

Not applicable o the Defense Contract Audit Agency.




OROGE - HSPHCY - DOCAA Defense Contract Awdit Agency

I Note 5. lAccounts Heceivabie |

2005 ' 2004
Alowanoe For Accounds Reoceivabie, Acoounts Receivable,

Gross Amourt Due ksﬂmaiﬁd Uncoflectibles Nt Net

thousands}
1. ntragevernments

Receivables ¥ 2,181 WA b s i B2V
2. Nonfederal

Heeelvablos

{From the Publicy § 156 & {1} & il ¥ 99

3. Tolat Accounts
Receivable $ 9,347 § { 13 % 5,945 § § 8,806

Allowance Method

The methodology used to caleulate and account {or the sHowance amount s referred 1o as a group
analysis in the Department of Defense Financial Management Regulation, Vohume 4, Chapter 3, Arnex L
The Defense Contract Audil Agency (DCAA) established an allowance for uncollectible accounts due
from the public by applyving a predetermined percentage of loss for each age group 1o the monthly
receivabies. As recetvables identified in this group are collected, the aliowance account will be adjusted
geeordingly. The DCAA assesses its receivables on a monthly basis and adjusts the alowance account
when receivables are deemed uncollectible. The DCAA does not recopnize an allowance for estimated
uncollectible amounts from another federal agency.

The breskout of the DCAA s acoounts receivable (AFR) is shown below {dolars in thousands )y

AR Per Undistributed  Allowance for  Elirminatkons Net
Activity CoHections Doubtful Receivables
Records Totat Accounts
Cperations and
Maintenance
{O&M)
Federal $9.150 Y $9,194
Public 156 {31} 155

Toat $9.346 %1 (%1} 0 345



Alocation of Undistributed Collections

‘The difference between collections that are reported on the Cash Management Report, cumulative from
incephion, and the entity’s peneral ledger is referred to as undistributed collections. A portion of the
undistibated collections cannot be reconeiled to known differences, such as unmatched collections or in-
transit collections, and are considered 10 be unsupported undistributed collections. Those that can be
reconciled to known differences are considered te be supported undistributed cotlections and are used to
reduce the balance in accounts receivable. The Department of Defense Financial Management Regulation
Volume 6B, Chapter 4, requires that supported sndistnbuted collections be allocated against an entity's
foderal and ponfederal accounts receivable balances, The table on the prior page shows the amounts used
to offset accounts receivabie in the DCAAs Operation and Maintenance appropriation.

Elimination Adiusiments

The DCAA 18 waived from buyer-side eliminations adjustiments for Fiscal Year (FY) 2005, The DCAA's
accounting Systems capture trading pariner data at the transaction level resulting in reliable and accurate
buyer-side data. Because of the DCAA’s controls over accounts receivable and its Hmited purchasing of
goods or services from other agencies, potential errow in intragovermmentsl accounts receivable or
accounts payable and corresponding revenue Or expense 18 not matenial 1o the DCAA’s financial
staterments,

Intrasovernmental Receivables Over 180 Davs

As of 4™ Quarter, FY 2005, the DCAA'S systems that are capable of aging receivables over 180 days,
have $73 thousand of intragovermmental recetvables over 186 days old,

Nonfederal Receivables, increased 56 percent, $55 thousand between 4™ Quarter, FY 2004 and

4™ Quarter, FY 2005, The increase was due 1o a reclassification of assets and various increases and
decreases that were one-time adjustments to that fiscal year such as unsupported undistributed and
gliminations adjustmenis. The amount due to reclassification of assets was $69 thousand. The amount of
{3155 thousand) was due 1o vanious ope-time adjustments. The net amount of canceled receivables
berween FY 2004 and FY 2005 was $62 thousand. Prior to 17 Quarter, FY 2005, federal employee health
benefit (FEHB} costs paid by the DCAA for its eraployees in a leave without pay status were included on
the Balance Sheet with Other Assets {With the Public) s advances. In 4% Quarter, FY 2005, the DCAA
appropriately presented §69 thousand in FEHB paid for these employees as nonfederal receivables on the
Balance Sheet.



‘Fhe net change in nonfederal receivables between 4™ Guarters, FY 2004 and FY 2005 is refiected in the
chart below (doliars are in thousands):

FY 2005 FY 2004 Net Change

A/R {sxial balance) 10 ($13) $83
AJR related to FEHEB 69 0 £9
Unsupported Undiatributed { 66 {66)
Eliminations adjustinent 3 £9 {89}
Canceled Receivable 0 (62} 62
Allowance (1) 23 1
Advances Received 17 22 {9

Tota $155 $100 $35

The DCAA's nonfederal accounts receivabie per the trial balance increased by $83 thousand, The
increase is due to the addition of non-appropriated fund costormers and a receivable due from a wravel

settlement overpayment.
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Other Assets - :]

{Arnounis in thousands}

1, Intragoversmental Other Assels

A, Advances and Prapaymerts % 1% 0

8. Tota! Intragovernmenial Other Assets $ 3 E &
2. Nonfederal Other Assels

A, Ouistanding Contract Financing Payments 3 o]s &

B, Other Assats (With the Public} 474 843

. Tota Nordederal Other Assets % 414§ 5 B43
3. Total Other Assels -3 474 B B 243

Nomfedera] Other Assels

The Defense Contract Audit Agency {DCAA} reported 3474 thousand of Other Assets (With
the Public). These other assets are comprised of fravel advances, salary advances, and advances
of overseas atlowances to DCAA employees.

Flactuations and/or Abnormalities

Neonfederal Other Assets, Other Assets {With the Public), decreased 44 percent,

$369 thousand hetween 4™ Quarter, FY 2004 and 4™ Quarter, FY 2005. Since 1t Quarter,
FY 2005, DFAS has performed ongeing research and reconciliations of three components of
{her Assets (With the Publich In addition, empbasis was placed on reviewing DFAS
business processes, particularly as related to comparisons of the st of aped salary advances
outstanding with cruployee repayments made through pavroli deductions. As a resalt, since
4th Quarter, FY 2004, advances for Temporary Quarters and Subsistence Allowance
decreased $138 thousand, Advance Pay decroased 342 thousand, and Salary advances
decreased $131 thousand. Travel advances decreased $23 thousand due to employees
returning from assignments in the Irag Branch Audit Office. The DFAS will continue 1o
monitor these advances and reconctle Advances for Living Quaners Allowances which
increased $13 thousand, 14 percent.

Prior te 17 Quarter, FY 2005 advances to employees on leave without pay for federal Health
Benefit Costs were presented in the Financial Statermnents as Other Assets {With the Public),
During FY 20063, these amounts were appropriately classified as Nonfederal Receivables
(From Publich. This reclassification of assets also decreased Other Assets {With the Public)
by 347 thousand.
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Cash and Other Monetary Assets

!

Az of 5 r A0

{Amounts in thousands)
1. Cash %

2. Fargign Currency (non-purchased)

3. Totaf Cash, Foreign Currency, & Gther

&
& 3
i i

Monetary Assets ¥

Not applicable to the Defense Contract Audit Agency.
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Direct L.oan and/or Loan Guarantee Programs

Direct Loan and/or L.oan Guarantee Programs The ontity operates the following direct loan andfor
Loan quaraniee programis}

Mititary Housing Privatization initiative
Armament Retocling & Manufacturing Support Initiative

Not applicable 1o the Defense Contract Audit Agency.
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Loan Programs
Military Housing Privatization Initiative
A, Loang Receivable Gross %
B. interest Receivablia
. Foreclosed Property
D Allowance for Subsidy Cost (Present Value}

T e g e Y =}
o R o

=]
L]
)

£, Value of Assats Related to Direct Loans g

Total L.oans Heceivable 3 ol B 0

Not applicable 10 the Defense Contract Audit Agency.
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Total Amount of Direct Loans Disbursed

{Amounis in thousands}

Direct Loan Programs
Mitary Housing Privatization infiathve $ 01% o
Total 5 413 0

Not applicable to the Defense Contract Amdit Agency.
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Subsidy Expense for Posi-1991 Direct Loans

A5 ol &

{Amounts in thousands)

205 Interest Bfferential

Dhedpesitin

Totn i

1. New Rirect Loans Diabunset:
Miltery Houwsing Privatization
Irbativg %

2

Irteeond fHHorantial

Pefauiis

Ctiesr

Total i

2, New Birect foany Psbwrsedt:
helary Housing Privatization
ritative bl

Modicationg

Interast Rale
Reexilmales

Technieal
Foeosthrrtabes

Totl

1. Birect Loan Modlficadons
and Reesfimales;
Milsbery Memsing Privatiration
Iniltiative %

204 Kotiiicatinns

Intereat Aate
Reastimatan

Fachnical
Raestiimatos

Total Reexlimabes

Fotal

& Direct Loan Modificatitns
and Rowailmates:
Military Housing Privatization
Inibiative ¥

INE

b, Totai Direct Loan Subsidy

Military Housing Prvatization
Inltinthen %

2004

Not applicable to the Defense Contract Audit Agency,
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Subsidy Rate for Direct L.oans

interast
Differantial

Military Mousing Privatization Intiative {.o0% ] .80 ; XS ' {.00% ; B.00%

Not applicable to the Defense Contract Audit Agency,
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Schedule for Reconciling Subsidy Cost AHowance Balances for Post-1891

Direct Loans
Anof D £l

{Arounts i thousands}
1. Beginning Balance of the Subsidy Cost Allowance 3 0% it

2. Add: Subsidy Expense for Direct Loans Dishursed
during the Reporiing Years by Component
A. interest Hale Dilterantial Cosls 5
2. Daizult Costs {Net of Hacoveries)
C. Fees and Ciher Collections
D. Ofter Subsidy Costs e e e e
£. Totsl of the above Subsidy Expenge Compaonents 3

Bl == =)

3. Adjustenents

. Loan Moditications §
Fges Received

. Foraclosed Property Acquirad

. Loans Written OH

. Bubsidy Allowance Amortization

Cther
. Total of the shove Adjustment Components 3

DEHMOOR P
L Y e B e SO e B o T = SO i

4. Ending Balance of the Subsidy Cost Allowanse befare
fe-estimates 3 0}% &

5. Add or Subtract Subsidy Ae-estimates by Component
A, interest Rate As-estimate % il - o
B. Technicalfdefautt Re-estimate g e

€. Total of the above Re-estimate Components L ¥ o

§. Ending Balance of the Subsidy Cost Allowance 3 o K )

Mot applicable to the Defense Contract Audit Agency.



QDOGF - USDC) - BCAA Defonse Contract Audit Agency

Befaulled Guaranieed Loans from Posi-1991 Guarantees

Aol 5 A0 2005
fAmounts i thousands)
L.opn Guarantee Program{s}

1. Military Housging Privatizalion Inkiative
A Defaulted Guarenteed Loans Heceivable, Gross %
B interest Receivable
. Foreclosed Propedy
B Aflowancs for Subsidy Cost (Present Vaiue)
E. Value of Assels Reiated 1o Dafaulted Guaranteed
Loans Roceivable $

[+ I
o O

L]
£
o

2. Armament Helooling & Manufacturing Support

initintive

A, Defalted Guarantood Loans Receivable, Gross &

8. intersst Receivable

C. Foraclosed Proparly

B Allowance for Subsidy Cost (Prasent Valus)

E. Value of Assets Balsted 1o Defauled Guaraniesd
Loans Recelvabis %

= B o
oo o T3

p=]
£
=

3. Total Value of Assets Helated to
Defauied Guaranieed L.oans Receivable £ o & &

Not applicable to the Defense Contract Audit Agency.
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Guaranteed Loans Ouistanding

Outstanding Principal,
e e 303 Guarardesd Leans,
Fage Value

Amuourt of Outstanding
Principal Guarantoed

{Amounts in thousands}

Guaranteed Loans Quistanding
1. Military Housing Privatization nitiative 3 S &
2. Armament Retovling & Manufaciuring

Support Initiative $ $ 0
4, Toval g $ o

MNew Guaranteed bLoans Disbursed

1. Military Housing Privatization iniliative $ L ¢
2. Armamant Ratooting & Manufacturing Suppont

tnitiative $ $ i
3. Toltal 3 3 &

New Guaranteed Loans Disbursed

1, Military Housing Privatization Initiative $ ¥ 0
2. Armament Rstaoling & Manufacturing Support

initiative L $ o
3 Totat $ I $ 0

Not applicable 1o the Defense Contract Audit Agency.



ODOGF - USIC} - DOAA Detense Contract Audit Agency

As I 411

fAmounts in thousands)
Loan Guarantee Program
1. Military Housing Privatization initiative $ W B &
2. Armemert Relooling & Manuwfacturing Support

Initiative & o
3. total % M 1 8

Not applicable to the Defense Contract Audit Agency,



GDOGE - USDH{C) - DUAA Defense Contract Awdit Agency

Subsidy Expense for Post-1991 Loan Guarantees

As of BSeptember 30

{Amournts in thousands)

1. Now Loar Guarsntens
Dizburaed:
Wity Housing Privatization
inatigtiva
Annoment Betooling &
Mardfactanng Suppeat
Indtiative

Toai

2 Nixw Loars Suareniess
Disbursed:
Whilitstry Mowmring Privetization
Irdtmtive
Ammament Retooling &
Maradactisng Supgpen
Iratlofive

Tiduk

3. Modifeations and
Roostimates:
WMeltary Housirg Privatization
inikiative
Amnareant Retoolg &
Maraastiring Suppot
Iritiative

otk

2084

4. Modifeationg and
Roestimates:
Miditary Houshg Prlvatizalion
Fryitizse
Autriarbent Ralooieg &
Manufactiaing Support
Fritizitve

Fotul

&, Tolal Loan Guarasise:
Miary Housdng Privatization
ot bive:

Asmamerdt Fetooting &
Menutacturing Support
Iititineg

Total

Mot applicable to the Defense Contract Audit Agency.

Intersnt Piferenilai Detauits Feos Ot Totat
21% [l - a L]
2 {} ) i)
015 01% 5] 4]

Inberant Bforential Dbttt Fens Citiee Total
1 - 918 & 4]
£ a g o
oif . " o1& 4] )

fryterest Hate Fechrdead
Moditications Fnastinat Aeestimates Fotal Reedlimites Tokaf
i& 13 - XL EE]
i 3] .00 ]
0f% - R ] o
nierest Hale Teghadeal
Motificasions Reestimales Reextimates Totsl RecsBimatos Fotal

0]% ors {rixs ]
{1 0 .00 0
1% ol % 4] ]
2i%
4]
0i3



ODOGE - SDC) - BCAA Doefense Contract Audit Agency

Subsidy Rate for Loan Guarantees

{.0an Guaranioes:

1. Military Housing Privatization iniiative
2. Armamaent Ratooling & Mamdacturing
Support Infiative

Irerost
Supplemanis

Feos and other
Collections

0.00%

2.0

Not applicabie to the Defense Contract Audit Agency.

0.0

0.00%

0.00%

0.00%

.00

.66%

2.00%

2.00%%
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Schedule for Reconciling Loan Guarantee Liability Balances for Post-1991 Loan

Guaraniees

As W
{Amaunts i thousands)
1. Beginning Balance of the i.oan Guarantee Liability o oS &

2. Add: Subsidy Expense for Guaranteoed Loans
Disbursed during the Reporting Years by Component
A. interest Supplemert Costs .
8. Dolault Costs {Neat of Regoveries)
C. Fees and Other Collections
0, Other Subsidy Costs
£, Yoial of the above Subsidy Expense Components %

oI Lo o e e
Ot o2 €3 @

3. Adjustments
A, Loan Guarantoe Modifications %
8. Fees Hacelvad
G. Imerest Supplerments Paid
D, Eoreclozed Property and Loans Acquired
E. Clalm Payments to Lenders
F. Interest Accumulation on the Liabilly Balance
G, Other
H. Total of the above Adjustments $

N L
v T T v S T e o R R

4. Ending Holance of the Loan Guaraniee Liability before
Re-estimates $ ol o

5. Add or Subtract Subsidy Re-pstimates by Component
A interpst Hate Re-estimate & &
#, technical/delaull Re-eslimate o
. Toial of the above Re-pstimate Componenis $ 3

e

6. Entding Balance of the Loan Guarantee Liablity $ o 0

Net applicable to the Defense Contract Audit Agency.



OBRGGE « YSHHCY - DCAA Defense Confract Audit Agency

Administrative Expense

A -
A5 oH

{Amounts i thousands}

1. Direct Loans
Mititary Housing Privatization initiative 5 1 g
Total 3 0is 2
2. Loan Guarantees
Mittary Housing Privatization initiative & oF$ 0
Armament Retcoling & Manufacturing Support Inflistive g 4]
Total 3 oF% {

Not appiicable to the Defense Contract Audit Agency.



ODGGER - PUSDHCY - DCAA Dalense Contract Audit Agency

Inventory and Related Property

{Amounts in thousands}

1. inventory, Net o {)
2. Operating Malerials & Supplies, Nel 4 )
3. Stockpiie Materials, Net ) g
4. Total $ ol$ g

Not apphicable o the Defense Contract Avdit Agency.



GROGE - USTHEY - DCAA Defense Contract Audit Agency

Inventory, Net

As of 2005 2004

Ivarioty, Ravalustion
(5ross Valkue Allowance

Valuation

Iventary, Net invartory, Net Method

{Arnourts in thoosandds)

1. Inventory Categories
A, dvaitable and

Fyurchased for
Resals 5 T 5 i ¢1% o LAl MAC
B. Heid for Bepair o o 3] 2 LAC AT
. Excess, Obsolets,
anc Lingarviceshie o { & a NAY
B Paw Matorisks F ] { 0 MALC,SF L AC
. Wok in Process {r it 3 it A
F. Total $ 8 4 o ols g I
Adipsted LAC = Latest Acquisition Cosl, adiusted for holding gains and losses NRY = Mot Realizabla Value
&P = Standarck Prics 03 = LRk
AL = Avtusk Dot MAD = Moving Average Coot

Not applicaisle to the Defense Contract Andit Agency.
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Operating Materials and Supplies, Net
a0 2005 2064

OMAS Hovaluation

WValuation
Gross Value Allowance OMES, Net OMES, Net

Meihod

{harenbinds dry Phatsartia)
1. OMA&S Categories

A, Hebk for Lse 5 0 % o & GES & 5P, LAG
8. Held for Repair it} i ¢ 3] B LAG
O, Extess, Obaotete,

aret Uinsarviceable o iy 0 4] MEE
£, Totat % o % [P 1] £ 1]

Adiustor LAC n Latest Acquishian Cost, adjusies 10r hoRIRG gems and nsaes | NHY = Net Repizalie Ve
SP = Standan Price 0 = Cthar
AC = Actual Cost

Mot applicable to the Defense Contract Audit Agency.



GEOGE - USIHGC) - DCAA Defense Contract Audd Agenay

Stockpile Materials, Net
As of S 2005 2004

Stockpie Matorials, Stookpife Valuation
Mot Materials, Not Mathod

StockpHn Aflowanoe
Materials for Sains
Amount {l.ossas)

(Armounis in
thousands)
1. Stockpile Malerisls
Categories
A, Halg for Sale % i+ & & 3 0% el AD. LOM
B. Hekd in Meserve lor
Fidere Safe o g 0 0l AC LEM

. Fotal 5 (e ¢ 5 o315 i

L eqerd for Valughion Methodfs:

LAC = Eatest Aathiaition Cost MAY = Mot Healialbe Value
BF v Standard Price LOM » Lowser of Cost gr Market
Al = Achesk Coat O = Cihar

Not applicable g0 the Defense Contract Audit Agency,



ODOGF - USTHE) - DLAA Defense Contract Audit Agency

W General PP&E, Net

(Amounts in

thousands}
1. Major Axast
Cinngon
& Lendg MR Nt £ 4]
B, Buddings,
Struchires, ant
Facities
€. Lensadudd
Improvemenk:
{3, Software
E. {Geneorg]
Eciaiperearn)
£ Militazy
Equgxnent
€. Augols tinder
Capitit Eaass
H, Conghuionin-
Progracs )
i Cher

$
=
=
]
o)

&
™
e

Bl O 40

o]

leise Tt
25 Gr 10

o HE

Yarious

£ & R 2R

jedae terrn

»

bifA

o D L] L] oF Lh o
&
L) L0 S [+ & o =]

(= =] o S v R}

or L] - B o e v o

[+
&

£ Total Gerveraf PPAE %

B
o
4

Not applicable to the Defense Contract Aadit Agency.



OROGF - USHHG) - DCAA Detonse Condract Audit Agency

Assets Under Capital Lease

As ot Septeamber 30

fArmoums in thousands)
1. Eniity as Lessee, Assels Under Capital
Lease
A, tand and Buildings &
B, Equipment
C. Othwer
D, Accumuiated Amorization

[ T e i R e
e R o

£, Total Capital Leases %

o)
£
o]

Neot applicable to the Defense Contract Audit Agency.
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Liabilities Not Covered by Budgetary Resources I

(Arnounts in thousands)

1. Intragovernmental Liabilities

A, Acocounts Payabile -3 13 &

B, Debt o i

C. Other 3,300 ) 3,606

D. Total infragovernmental Linbilities B 3% 3 .808
2. Montederst Lishiilties

A, Accounts Payabls 3 2i2z 1% 2.0

B, Military Retirement Benefiis and
Other Employment-Rolated

Actuarial Linbilitios 16,508 16,8684
. Envirgnmental Ligbilities 3] 4
D. Loan Guaramnes Liability ¥ 8
E. Other Liabiiities ) 28,400 24,778
¥. Total Nonfederal Liabilities ] 45108 1% 43718

3. Total Liabilities Nol Covered by Budgetary
Resources 5 47487 i 5 47324

4. Yotal Liabifities Covered by Hudgetary

Resources & _ 1802618 18,815
5. Totni Ligbilitles 5 855161 3 a4 143

Lisbifities Not Covered by Budpetary Resources are those Habiities which are not considered
covered by realized budgetary resources as of the balance sheet date.

Lighlines covered by hudpetary resources are those that are incutred by the reporting entity
which are covered by realized budget resources as of the balance sheet date. Budgetary
resources encompass not only new budget authority, but also other resources avatlabie to cover
liabilities for specified purposes in a given vear. Available budgetary resowrces include: {1)
new budget authority, {2} spending authority from offsetting collections {credited to an
appropriation or fund account}, (3) recoveries of anexpired budget authority through downward
adjustments of prior year obligations, (4) unobligated balances of budgetary resources at the
beginning of the year or net transfers of prior year halances during the yvear, and £5) permanent
indefiniie appropriaticns or bormowing authority, which have been enacted and signed into law
as 0f the balance sheet date, provided that the resources may be appertioned by the Office of the
Management and Budget {OMB) withowot further action by the Congress or without a
contingency first having to be met.



Other iInformation Related to Linbilities Not Covered by Budpetary Resources

intragovernmentat Liabitities - Other

"The Defense Contract Audit Agency {IDCAA) reported $3.4 million in intragovernmental
labitities not covered by budgetary resources. This liability is the unfunded portion of the
Federal Hmployee's Compensation Act (FECA} Hability.

‘The DUCAA reported $2.1 million in nonfederal accounts payable. This amount represents the
Hability for accounts payable from canceled appropriations from Fiscal Year {FY) 2004 and FY
2003,

ther £ aial Lisbiliti

Nonfederal Liabilities lovment Relat

The DCAA reported $16.6 million in military retiremnent benefite and other empiovment-related
liabilities not covered by budgetary resources., This amount represents the actuarial pregent
value of projected FECA Benefits ai September 30, 2005,

Nonfederal Lighilities — Other Liabilitis

The DCAA reported $25.4 msilmn in nonfederal other Habilities not covered by budgetary
resources. This ahility is the 4% Quarter, FY 2005, onfunded annual leave Habhility.




ODOGEF - USEHCY - DOAA Detense Contract Audit Agenoy

Note 12. } Accounts Payabie

2005

interest, Penaliios,
Accounts Payable and Administrative Total Totad
Feas

{Amourts i thotisands}
1. Intragovernmental

Payahbies 3 ¥ s MA ) IYSES 2,293
2. Non-Federal

Payables {to the

Public) 5 666 & 5 666 2,459
3. Total i gids & o & 6045 1 % 5,752

intragovernmental accounts payable congist of amounts owed to other federal agencies for goods
or services ordered and received but not yet paid. Interest, penalties and administrative fees are
not applicable to intragovernimentad payables. Non-Federal payables {to the Public) are

payments to non-federal govemment entities,

The breakowt of the accounts payable for the Defense Contract Awdit Agency (DCAAY is shown
in the table below {dollars 1n thousandsy

Trial Baiance  Undistibuted  Negative Y Ehminations Total
Disbursemnents  Accounts  Adjustments
Total Payahle
Operations and
Maintenance
Pabtic $ 2,626 32420 355,646
Federal 3,145 (2. 720% 379
Procurement
Fubklc 620 620
Federal
Total
Public $3,240 $2.420 $35,600

Federat $3,105 £52,726) $379



Undistributed disbursements are the difference between disbursements recorded to a specific
obligation or payable in the activity's detail Held records and those reported to the U.S. Treasury
on the reconciled DD 1329, Staternent of Transactions Report and DI 14068, Statement of
Interfund Transactions Report. This amount should agree with the undistributed disbursements
reported on accounting reports {SF133, Report on Budget Execation and AR (M) 1002,
Appropriation Status of Fiscal Year Program and Subaccounts Report). Intransi! payments are
payments (hat have been made Tor other agencies or entities that have not been recorded in their
accounting records. ‘These payments are applied to the entities' outstanding accounts payable
balance at the end of each quarter.

i1 15 the poHey of the Department of Defense (D02} to allocate supported undistributed
disbursernents between federal and pon-federal categonies based on the percentage of federal and
non-federal accounts payable. Unsupported undistributed disbursements should be recorded in
USSGL aceount 2120, Disbursements in Transit. The DCAA reported $2.1 million in ansupported
undistributed disbursements,

Fhactuations andfor Abnormalities

Htragovernmental Pavables

The BCAA's federal accounts paysble decreased 84 percent, $1.9 million between 4% Quartar,
FY 2004 and 47 Quarter, FY 2003 due to a concentrated effort to identify disbursements not
expensed, obtain the voucher, and increase expenses to match the disbursement.

The DCAA’S non-federal scoounts payable increased 64 percent, $2.2 million between 4™ Quarter,
FY 2004 and 47 Quarter, FY 2005, The increase in nonfederal accounts pavable is attribuated to
one more day accrued {or personne] compensation &t September 30, 2005 than at September 30,
2, travel costs associated with employees assigned to the frag Branch Ofhce (B0}, and travel
and evacustion costs for employees assigned to the Guifport area who were impacted by the recent
hurdcanes. Approximately 85 percent of the DUANs operating budget is for pay and benefits and
an additional day accrued adds significantly to the amount of nonfederal accounts payable. The
number of employees assigned to the IBO fluctuates daring the vear. There were three more
employees assigned at September 30, 2005 than at Septernber 30, 2004 which increased acceruals
related to temporary duty assigaments and other payroll costs related o their duty overseas.



CDOGEF - USDHE) - DOAA Defense Confract Audit Agency

-Nute 3. | Debt I

As of ra0 2005
{Amounts in thousands) Boginning Net Erufing Ending
Balance Borrowings Balance Batance
1. Agency Debt
A. Debt to the Treasury g g 3% 4 % 81% 4]
B. Deabt to the Federal
Financing Barnk o 0 D o
€. Tolat Agency Dabl 5 0% & § ofs &
2. Tolai Debt 2 g % 0 & 0Fs {3

Not applicable to the Defense Contract Audit Agency.



ODOGE - USDHE) - DOGAA Defense Gontract Audit Agency

Environmeniai Liabilities and Disposai Liabilities

2005
Current Lisbitity | Noncurrent Liablity | Total

Tolal

{Amounis in thousends)

1. Ervironmantst Liabiites - Non
Faotteral
A, Assrwed Ervirarrmentat
Fronttwaiion AP frteds
pats:
F. Acttiver restailetlang .-
Environmentad RBockoration (EH &
2 Aotive retailations--ER for
3

Glogad Annges
. Formedy Uzad Detense Sties
FUDS) - ER
4, FUDE-ER for Transherred
Harges

B, Gthar Accnend Envinonmemss
Cosis (Mo DERE Hwa)

1. Activs Enatalfetions--

Envdrenrmendsl Corractlva Action f 1 {
2. Active insisiktons--

Envirgranends Clomma

Rogquiraments g 5 |
3 Adtve lnstalletions—

Erndron. Respenga at Active

o O o o
el =
Lo R~ S v B = ]

Ranges
4. U¥her i & g

£, Base Reslipnrment and Closiee
ERALY

1. BRAL Insiabativng.-
Emvirorrnental Restostbon (SR}

£ BRAC Fisliedions--ER for
Traneferring Hanges

3. BRAL nstelatons-
Erpvbroruersniaf Corrasthng Atlion

4, Db

L= B = B
oo =] oF
L= B - B
LI S = S ]

0. Ervironmentsl THeposod foe
Wappns Bysterns Progems
1. Myschoar Pewseratd Alcraft
Carien
2 N:ehosr Powssad Submarnnes
3. Cther Noolegr Powsrasd Ships
4, Ciher Nationat Dakense
Weapons Sysiems
5. Chemical Weapans Bispossl
Frogram
& Crher

o o [ el R
oD R uRD
o it o Ll ]
o “a oo
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Not applicable to the Defense Contract Audit Agency.
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lNﬂte 15. IOther Liabilities l

A4 o Septamber 3G

(Amounts in thousands)
1. Intragovernmental

A, Advances from Others
B. Doposit Funds and
Suspense Ascou
{ iabiliting
C. Dishursing Otticer Cash
0, Judgment Fund Liabiites
E FECA Relimbursemeant fo
the Departmeant of Labor
F. Other Lishiflities

G. Total Intragovarnmental
Other Liabilitos
{Amounts in thousands)
2. Nonfederal
A Accrued Funded Payroll
and Benefils
8. Advances from Others
<, Dederred Credits
Lk Deposit Funds and
Suspense Accounts
E. Temporary Eatly
Retirament Authority
F. Monenvironmental
EHsposal Linbiies
1) MEitary Eouipmont
(Nonnuckear)
{2)FxeessiOhsolote
Btructures
{DConventional
Munitions Disposal
{4}0ther
5. Accrued Unfunded Annuat
_eave

H. Capital Lease Lishifity
i, Other Liabifities

J. Total Monfederal Other
|ighilities

3. Total Other Liahilities

2005

Cirreont Monourrent
iahility Linbiity otal Totl
g 5 i} ol % 13
0 Ei] £t o
B o o f
o 5 o o
1,411 + 987 S50 3,805
3 et o 3 ot 1528
a542 % 1 9657 52054 5108
12260 $ o 12258 f 5 11,533
17 4] 17 2
o o 6 o
B o o &6
o 5 o 6
8 o 4 o
3] 0 1 L]
& o o o
i f1 {3 &
£, 4060 o 25,400 24778
o o o o
|13 [H] ] |13
27476 & 5 ars7e | & 25,300
s09t8 1,967 sp885 13 41,597
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Capilal Lease Liability

2005
Assat Gaiagow

Eouipment Other Total

As of September 30

Lardi and
Buiidings

fArnounis in thousands)
1. Futare Payments Due
2005 3
2006

2007

2008

L

After & Yoars

AMOOm >
o1 O Sy er O
L L -2 R+ B e
LR = R = g
Lo B i S ve S v R

G, Total Fulute | easa I
Fayments Dug % & % ¢ 5 o % 61% &

H, Less: imputed
Irferest Executory
{Costs & 4] { & o

L Met Capitaf | pase
Liabifity 5 I ¢ % o 3 1% B

2, Capital L.epse Liahilities Coverad by Budgetary Resourcos % i K &

3. Caphal Lease Liabilities Not Covered by Budgelary Resources 3 als o

Federal Employees Compensation Act (FECA) provides mcome and medical cost protection to covered
Federal civilian employees inpured op the job, employess who have incurred a work-related occupational
disease and beneficiaries of employees whose death 15 attribitable to either condition. FECA claims are
submitted {0 and approved by the Department of Labor (Bol.). The Dol pays the claim holders and prepares a
chargeback to the applicable agency. The hability of $3.4 million represents the chargeback amount o the
Defense Contract Audit Agency (DCAA). Public Law 93414, Section §147 essentially gives Agencies two
years {0 pay the chargeback bill, aflowing time for inclusion in their budgets. Therefere, an anfunded Bability
is recorded in the linancial statements for these two years, The summary of the DCAA FECA lisbility s
shawn in the chiet below {amounds in thousands):

FY 2005 FY 2004

FECA liability {PY ending balance) $ 3606 £ 37133
Phus: Change in actual FECA Liability {228 $._£27
CY FECA Liability fending balunce} % 3,378 $ 3,606

Al DoD agencies are required o repott the actual contributions for employee benefits for {13 Civil Service
Retirement System (CSRS), {2} Federal Employees Retirement Service (FERS), {3} Federal Emplovees Health
Henelfits Program {FEHB), {4} the Federa] Employees Lafe Insurance Program (FEGLI), and (5} Voluntary
Separation Incentive Program {VSI) The amounts shown are the benefits due and payable or insorance and



guaraniee benefits, which are incurred by the agency as of 4" Quarter, FY 2005. The summary of these
liabilities is shown in the chart below (arpounts in thousanda):

FY 2005 FY.2004

Life Insurance (FEGLD $ 18 5 15
Health Benefits (FEHB}Y $ 737 Al
Retirement (FERS/CSRS) £ 1076 3 89
Total £ 1,831 ¥ 1522

Advances from Others
The BCAA reported $17 thoosand in advances from nonfederal entities such as Oakiand County Michigan

Road Cormmnission, LA County Metro Trapsportation Authority, and the DC Government Cffice of Tax and
Revenue. Nonfederad entities are reguired to pay in advance for work 1o be performed.

This amount represents unsupported undistributed collections of $499, which in accordance with guidance is
posted as 4 Hability in the United States General Ledger Account 2400 — Liability for Deposit Funds.

Fluctuations andfor Abnormalities

Intragovernmental Other Liabilities, increased 20 percent, $309 thousand between 4™ Quarter, FY 2004 and
4% Quarter, FY 2005, This is a result of increases in contributions for employee benefits related to pay
increases. Emplovee's contributions 1o the FEHB and FEGL] programs increased $129 thousand between
4% Quarter, FY 2004 and 4™ Quarter, FY 2005, In addition, there was onc additional day of payrol accrual
during 4™ Quarter, FY 20035, which attributed to the increase.

Advances from Others, decreased 25 percent, $5 thousand. The decreass is due 1o the DCAA receiving less
prepayments from #s nonfederal entities, Nonfederal entities are required to pay 1 advance for work to be
perfommed.

Deposit Funds and Suspense Accounts, decreased 99 percent, $66 thousand between 4™ Quarter, ¥Y 2004 and
4™ Quarter, FY 2005. This is a result of a decrease in the amount of unsupported undistributed collections. The
DCAA uses the Columbus Cash Accountability System (CCAS) w identify the amount of unsupported
undistribuled collections. CCAS, which balances (0 the Cash Management Report, does not have suppor for
the undistributed collections prior to FY 2001, Beginning in FY 2006, all undistributed collections will be
considered supporied,

Tota} Nonlederal Other Lighihties, increased 4 percent, $1.3 million between 4% Cuarter, FY 2004 and

4™ Quarter, FY 2005, Approximately 85 porcent of the DCAA’s operating budget is for pay and benefits; the
balance of funds covers the pecessary support costs — travel, office space, telecommunications, infrastriscture,
and supplies and equipment. Accrued Funded PayroH and Benefits increased $726 thousand.

In addition, Unfunded Annual Leave increased 3621 thousand due to changes in hourly salary rates {increases)
and the unused annual leave balance at September 390, 2005 which are used in determining the hability,
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Note 16, | Commiiments and Contingencies

Not spphicable to the Defense Contract Audit Agency.
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Military Retirement Benefits and Other Employment Related Actuarial

Liabilities

2005 2004

Unfunded Actiatla
Linkifity

Acenral Prasont Vatee of {Leas: Asseh Avaiabip o
Peojociod Plan Berafits Hate Fay Boreis

Lirdunded Actuarip| Linhility

{Ammocie in Bhounanois}

1. Ponsien and Health
Bonofity
A_ Wligey Hetroment
Pensions %

B. Mltary Retiremont
Health Benefits
L. Mecheans-Eigrib

3. Tt Parssion and
Heaith Benciits 5

= L S = = |

9
1]

Potives Bonalits 0 o
EF]

2. Other
A FEGA S 18,586 &
B Welantary Separation
trcanive Prograsrs 5]
€. Bufl Bducation
Benstis Fund &

L fEnter Frogram
HNurosd 2

st ] L L =] o)
L]

£ Total Other ] 18,588 &

&, Fotal Keiey
Retrement Benofis ang

iy Employmant

Fretatedt Aciuarkal

L iabiiles: ] 145,588 £ o & LG F 5 145, 864

Arduearial Cost Mathod Used:
Assumphinns,
Market Valie of InvesiEneniz in Marcet-based arnd Mocketabie Securitios,

The actuarial lrability for workers' compensation benefits is developed by the Department of Labor
and is provided 1o the Depaniment of Defense at the end of each fiscal year, The liability includes
the expected Habilfity for death, disability, medieal, and misceHaneous costs for approved
compensation cases. The liability is determmined by using histonical benefit payment pattemns to
predict the Tuture payments. Cost-of-living adjustments {COLAs) and medical inflation factors are
also included 1n the caleulation of projected future benefits. Consistent with past practices, thess
projected annual benefit payments are then discounted 1o present value vsing the Office of
Management and Buxlget's coconomie assumptions for 10-vear Troasury notes and bonds, Intersst
rate assumptions uilized for discounting were as follows:



Fiscal Year (FY} 2003  Interest Rate

Year 1 4.528%
Year 2 5020%
Year 3+ 5.020%

‘f'o provide more specifically for the effects of inflation on the Hability for future workers’
compensation benefits, wage inflation factors, COLAs and medical infiation factors {Consumer price
index-medical, or CPIMis} were applied o the calculation of projected future benefits. These factors
were 2lso used in adinsting the methodology's historical payments ¢ current year constant dodiars.

‘The compensation COLAs and CPIMs used in the projections for varicus chargeback years {CBY)
were as foilows:

CBY COLA TP
2005 2.20% 4.353%
2006 333% 4.09%
2007 2.93% 4.01%
HIGE 2.40% 4.01%
2009+ 2.40% 4.01%

The model’s resulting projections were eriticaily analyzed to insure that the estimates were reliable.
The analysis was based on two tests: (1} 8 companison of the percentage change in the Hability
amount by agency, 1o the percentape change in the sctnal payments, and {2) a comparison of the
ratio of the estimated Hability (o the actual payment of the beginning vear, as calcaiated for the
current projection o the liabihity-payment rati¢ calculated for the prior prejection.
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-Nute 18. ] Disclosures Related to the Statement of Net Cost § I

The Consolidated Statement of Net Cost in the federal government is unique becanse its principles
are driven On onderstanding the net ¢ost of programs and/or organizations that the federal
government supports through appropristions or other heans, This statemment provides gross and net
cost information that can be related to the amount of output or outcome for 4 given program andfor
orgamization adrimistered by a responsible reporting entity.

The amounts presented in the Statement of Net Cost (SoNC} are based on obhigations and
disbursements and therefore may not in all cages report actual accrued costs. As such, inforrmation
presented in the SoNC s based on budgetary obligations, disbursements, and collection
transactions, as well as data from non-financial feeder systems: then kpown acoruals are recorded
for major items such as accrued payroll expenses and accounts payabie,

Fluctuations sndfor Abnommalitios

Intragovernmental gross costs, increased 3 percent, $2.9 million between 4™ Quarter, ¥Y 2004 and
4™ Quarter, FY 2003, The increase in intragovernmental gross costs inchudes a $931 thousand
imcrease in equipment, and supplies and matenals and a 31.1 million increase in other services
{contractual) between the Defense Contract Andit Agency (DUAA) and other federal agencies, such
as the Defense Finance and Accounting Service and the Department of Interior, n addition, the
DCAA reported $28.1 million of imputed financing expenses, which is a $1 million increase
between 47 Quarter, FY 2004 and 4™ Quarter, FY 2005,

Intragovernmental earned revenue, increased 2 percent, $987 thousand between 4% Quarter,

FY 2004 and 4% Quarter, FY 2005, 'This is due 1o an increase in reimbursable work with foderal
agencies, such as the United States Army Corps of Engineess and the Departrment of Health and
Human Services.

Earned revenue from the public, increased $79 thousand between 4™ Quarter, FY 2004 and

4™ Ouarter, FY 2005, The DCAA eamnings from reimbursable work performed for nonfederal
clients are 373 thousand. The narnber of nonfederal customers vary from vear to vear. This fiscal
year, the DCAA had two additional Non-appropriated Funds activities customers as well as the DC
Governraent Office of Tax and Revenue who is required to pay in advance,

Gross costs with the pablie, increased § percent, 515.8 million between 4™ Quarter, FY 2004 and
4" Quarter, FY 2005. This is a rosult of an increase in personnel compensation and bepefits. In
addinon, payroll costs increased for twenty-six authtors assigned to the Iragi branch office {IBOY in
support of Operation Epduning Preedom. In additzon, the number of people assigned to the DCAA
{BO has increased by three employees from 4™ Quarter, FY 2004 10 4™ Quarter, FY 2005 resuiting
in higher travel costs,
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Note 18. | Disclosures Related o the Statement of Changes in Net Position

AS of Septembay 30 2085 2005 2004 2004
Cumulative Rasulls Unexpended Gurnuative Resuits Unaxpendad
of Operations Appropriations of Qperations Appropriations
{Amounts in thousands)
1. Prioe Period Adjustments
fncreases {Decreases) o Net
Fogition
A, Changes in Accounting
Standarcs % i ¥ of% 19 ¥ E
B, o and Omissions in
Prior Yoar
Accounding Heporls ] 1 i o
. Other Prior Period
Adistments : & { 0 &
{3, Tolat Prior Pariod
Adiugirrets 3 615 51s 1% o
2. imputed Financing
A, Civilian CSREFERS
Retirgrment $ AT F ) ¥ 11820 § 3 E
B, Chvilian Health 16,827 & 15,185 o
C. Civitian Life insurance 86 o 55 0
£ Judgment Fund & a ] o
E. nra-Eniity 9 0 0 &
F. Tolal imputed Financing 5 28123 F § ofs FHOES o
imputed Financing

The amounts remitted to the Office of Personnel Management (OPM) by and for emplovees of
the Defense Contract Audit Agency (DCAA) covered by the Civil Service Retirement Svstem
{CSRS), Federal Employees” Retirement Systemn (FERSY, Federal Employees™ Health Benefits
Program (FEFR) and the Federal Employees” Group Life Insurance Program (FEGLI} do not
fully cover the Government's irue cost of future benefits to those employees. As required by
Staternent of Federal Financial Standards No. 5 — Liabilities of the Federal Government, the
OFM provides the cost factors (o the Defense Finance amnd Accounting Service (DFAS) for
computation of imputed financing costs for civilian benefit programs. The imputed Bnancing
costs are the difference between the true cost of providing these benefits, and the employer and
empioyee contributions. The DFAS calculates the employee benefit cost and forwards the
information (o the Under Secretary of Defense {(Personnel and Readiness) (USD (P&RY) for
validation. The current costs and sl imputed costs associated with pensions and other
retirement benefits are included in the financial statements of the DCAA.



The cost factors for the CSRS and FERS are expressed as percentages of “basic pay.” Basic
pay is the portion from which agencies withhold CSRS and FERS deductions. The normal cost
factor provided by OPM represents the percentage of basic pay that would have 10 be remitted
by angd for covered employees to pay fully the Government’s cost 1o provide 2 CSRS or FERS
benefit. For 4™ Quarter, FY 2003, the normal cost factors for CSRS and FERS are 25 percent
and 12 pescent, respectively. This constitutes the total service cost for retirement. The
difference between the total service cost and the actual contributions by and for employoes is
the imputed financing cost for retirement for 4™ Quarter, FY 2005,

The calculation for imputed FEHB Program costs for the 4 Quarter, FY 2005 looks at
enrolment in the FEHB Program at three peints in time: Qctober 1, 2004; March 31, 2005, and
September 30, 2005, A multiplier of one iz used for the October and September enrolirments
and a multplier of two for the March enroliment. The grand total after appiying the multipiier
is then divided by four to obtain the “constructed FEHR enrellment.” The constructed FEHB
enrollment iz multiplicd by the 4™ Quarter, FY 2005 cost factor of $1 thousand (rounded}.

‘this is the imputed cost for the FEHB for 4™ Quarter, FY 2005,

FEGLI

The impated cost for providing post-retiroment FEGL benefits is computed using 2 cost factor
of .02 percent of basic pay on all employvees covered by basic life insurance.

Fluctsstions andfor Abnormalities

Appropriations transferred-infout, increased $19.6 million between 4™ Quarter, ¥Y 2004 and
4% Quarter, FY 2005, Daring FY 2003, the DCAA transferred out 31.7 milhon for
reprogramming 1o support Foreign Currency Fluctuations and the Defense-Wide rescission. In
addition, the DCAA received 3158 mithion (Title IX supplemental) for defense and
reconstruction of Irag and Afghanistan, and other war related efforts.
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- Disciusums Helated to the Statement of Budgetary Resources I

§ATROUNtS i thausamis}
1. Net Amount of Budgetary Resources Obligated

tor Undelivered Omlers at the End of the Period % ERELY §: 185,424
2. Available Borrowing and Contract Authority at the
Ervd of the Perod g Q

The amount reflected shove includes andelivered orders atmbutable to direct appropriations

{LISSGL. 4881), undelivered orders-prepatd/advances (LISSGT. 4802) and recoveries of prior

year obligations ((JSSGL 4871/4881) as shown below. The advances included in the amount
above are not part of undelivered crders on the Statement of Budgetary Resources.

USSGL 4861, Consolidated credit ending balance % 15,141 53096
USSGL 4871 Direct, Consolidated debit ending balance {1,505 575.08)
USSGE, 4881 Dnrect, Consolidated ¢redi ending balance 45 580,42
USSGL, 4802 Direct, Consclidated credit ending balance 473.681.02
Total in chart above $14.155217.32

Fluciuations andlor Abnormalities

Net transfers, actual, reflects a $1.7 miflion transfer out for reprograrmming to suppott
Foreign Curreney Fluctuations and the Defense-Wide rescission. In addition, the
Defense Contract Audit Agency received $15.8 mithion (Fitle IX supplemental) for
defense and reconstruction of Irag and Afghanistan, and other war related efforis.
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Noie 21. | Disclosures Related to the Statement of Financing

The objective of the Statement of Financing (SOF} is to reconcile the difference between
budgetary obligations and net cost of operations reported.



Noie 22. | Disclosures Helated to the Statement of Custodial Activity

Phsclosures Belated o the Statement of Custodial Activity

Not applicabie to the Defense Contract Audit Agency.
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m Other Disclosures

As of Seplember 30
{Amounts in thousands)
1. ENTITY AS LESSEE.
Ciperating Leases
Fulure Payments Due  Land and Bulldings Eauipment Other Total
Fiscal Yaar
2008 E 10425 % o % (111 10,456
2007 1,441 & 4] 14,441
2008 0,482 o g 442
2005 10458 F & 16452
Hid 19,455 o & 168,455
After 5 Years 10,545 4 o 10 Bds
Total Future Lease
Paymants Due E B2 180§ , o % g % RS RO

Amounts reported for operating lease future payments represent estisnates based on projections
of present costs,

Definitions:

*  Lessee - A person Or enhity who receives the use and possession of feased property {e.g. real
estate or equipment} from & lessor in exchange for a payment of funds.

* Operatine Lease - A iease which does not transfer substantially sl the benefits and risk of
ownership. Payments should be charged to eXpense over the lease terms as it becomes
payable.

f.and and Building Leases consist of:

Dlescription of Leages:

Description - General Service Administration {G5A) and non-GS A leased office space at various
locations.

Lease Torms - Depends on individuat contracts and locations.

S5A LEASES NON-GSA LEASES Total
2006 F9.522 $503 £10.425
2HHFY $9.638 $503 $10.441
0GB $9.639 8503 510,442
2005 £9.949 $503 514,452
2010 $9,052 $303 310455

Osher infosmation - The Defense Contract Agency has leases on office space that expire at
various thmes. There e no material escalation clavses or contingent rental restrictions. Costs are
gathered from Ceneral Services Administration bills.
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