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Objectives

– Define the DoD appropriation categories
– Illustrate the differences between DoD appropriation categories
– Explain the difference between appropriation categories and appropriation 

accounts
– Explain the funding policy for each DoD appropriation category
– Apply the proper funding policy to respective DoD appropriation categories
– Explain the exceptions to funding policies
– Explain funding product improvements
– Discuss Fiscal Laws
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Major Appropriation Categories

APPN 
CAT

FUNDING
POLICY

OBLIGATION 
PERIOD

O&M

SCOPE OF WORK EFFORT

RDT&E Activities & Exp, AIS E/SW 
@ R&D Facilities

Incremental

3 Years
5 Years - SCN

Replenishment Spares, Civilian 
Salaries, Travel, Fuel, Supplies, 
Minor Const<$750K, AIS E/SW 
<$250K

Annual 1 Year

1 Year

5 Years

2 Years

Annual

Full

Full

Military Pay & Allowances, PCS 
Moves, Retired Pay Accrual

Major Construction Projects 
>$750K

Production Labor/HW, Initial 
Spares, AIS E/SW>=$250K

MILPERS

MILCON

RDT & E

PROC
(SCN)

Both

Expense

Expense

Investment

Investment

Presenter
Presentation Notes
 Funding policies can be thought of as tied to the criteria of EXPENSE and INVESTMENT

	- Expenses are costs incurred to operate and maintain the organization, such as personal services, supplies and utilities.

	- Investments are costs that result in the acquisition of, or an addition to, end items.  These costs benefit future periods and generally are of a long-term character such as real property and personal property.  (from DoD 7000.14-R 010201 B & C)

 After explaining “expense vs. investment” (per above) ask the students whether costs in each of the appropriation categories (starting at the bottom of chart with “MILCON”) are primarily “expense” or “investment.”  “Animate in” the answers as you go.

Summary Note: DoD considers O&M and MILPERS to be EXPENSEappropriations, while Procurement and MILCON are considered INVESTMENT appropriations.  RDT&E appropriations cover both expenses and investments.  Thus we have three general classifications of the appropriations categories, and therefore, three funding policies. 

Note (for use if asked): Retired Pay Accrual represents that portion of the appropriation returned to the Treasury as a set aside for eventual retirement.

TRANS:  We have three general classifications of the appropriation categories, so we have three different funding policies.  Lets first take a closer look at the Annual funding policy
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Appropriation Categories vs. 
Appropriation Accounts

• Appropriation Categories 
• Definition:  Broad, generic terms pertaining to general “types” of 
Federal Government funds
• Examples of interest to Acquisition Community:  

• Research, Development, Test and Evaluation (RDT&E)
• Procurement
• Military Construction (MILCON)

• Appropriation Accounts
• Definition:  Specific designation of Federal Government funds as 
contained in an Appropriations Act passed by Congress and signed into 
law by President.  Each account has a unique four digit code.
• Examples of interest to Acquisition Community:  

• Research, Development, Test and Evaluation (RDT&E), Army (2040)
• Aircraft Procurement, Navy (1506)
• Operations & Maintenance (O&M), Air Force (3400)
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Appropriation Numerical Codes

Appropriation Account USA USN USMC USAF       DoD 
RDT&E 2040 1319 3600         0400
Procurement 0300

Aircraft 2031 1506 3010
Missiles 2032 3020
Weapons 1507
W & TCV 2033
SCN 1611
Ammunition 2034 1508 3011
USMC 1109
Other 2035 1810 3080

MILPERS 2010 1453 1105 3500         N/A
O & M 2020 1804 1106 3400         0100
MILCON 2050 1205 3300         0500

Presenter
Presentation Notes
 This is a quick reference of the codes for the appropriation accounts we acquisition folks would normally be interested in.

These codes are always included as part of the funding line on your funding documents.

 Most services distinguish the appropriation category by name or acronym.  The Air Force, apparently not wanting the other services to understand what they’re saying, refer to the appropriation by number.

Acronyms:
W & TCV (Wheeled and Tracked Combat Vehicle)
SCN (Shipbuilding and Conversion, Navy
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Annual Funding Policy

Applicable Appropriations:
Operations & Maintenance
Military Personnel

Basic Budgeting Policy:
Annual budget request will be limited 
to obligation authority necessary to 
cover all expenses during the 12 month 
budget period (fiscal year).

Operations & Maintenance
Military Personnel

Additional Guidance (Exception): Statutory provision (PL 105-
85, Sec. 801 & Title 10,U.S.Code 2410a) allows funding a 
severable service contract/task beginning in one FY and ending 
in the next FY, all in the first year, if the contract period does not 
exceed 12 months

Presenter
Presentation Notes
What appropriations fall under the Annual Funding Policy?

Annual funding simply requires that you budget only the dollars that you need to spend to operate, maintain, or pay the forces in a given year.  Estimate those dollars that you will expend in a given year.

What is O&M used for?
Civilian & contractor labor, rental charges, food, clothing, fuel, maintenance, repair & overhaul of equipment (except when funded by investment), assemblies, spares and repair parts, real property maintenance, and other items of equipment that are not centrally controlled and have system unit cost of less than $100K

How would we budget for one of these expenses?  Estimate what the requirements will be for that fiscal year.

What is MILPERS used for?
Pay, Allowances, special pays, PCS, retirement accrual

How would we budget for one of these expenses?  We don’t!

TRANS:  Now, lets look at how to translate the requirements into a budget
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Annual Funding Policy

Task  1

Task 2

Task 3

O&M
Budget
Authority

FY  13 FY  14 FY  15 FY  16

$20M $5M              $5M                $5M             $5M

$15M $10M      $5M

$350M $50M           $100M            $100M         $100M

$120M $105M $105M$55M

12 Month Effort

Supplies & Parts

CLS Contract

Environ. Assessment

Presenter
Presentation Notes
Walk through each task first

Task 1:  “Supplies and Parts” for a (insert a system…aircraft, tank, etc) operation unit

Task 2:  “CLS Contract” for the system above (CLS = Contractor Logistics Support)

Task 3:  “Environmental Assessment” …..required to study impact of toxic waste buried on the installation during WWII.

Exception (from previous chart):

Efforts that cross FYs can be funded with the first FY funds provided the effort is 12 months or less (Non-severable and severable)

So, what would be budget for in each FY?

TRANS:  The annual funding policy is similar to the incremental funding policy in that congressional intent is to budget for work done in a specific Fiscal Year.
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Incremental Funding Policy

Applicable Appropriation:

Basic Budgeting Policy:  
Annual budget request will be limited to budget authority 
necessary to cover all costs expected to be incurred during 
that fiscal year.

Incremental Funding Policy
Provides flexibility to the government in the uncertain
environment of RDT&E

Research, Development, Test & Evaluation

Presenter
Presentation Notes
What appropriation(s) fall under the Incremental Funding Category?

Congressional intent behind this policy is that programs should budget annually only for the amount of work scheduled and expected to be performed in a particular fiscal year (very similar to Annual funding policy….  

So, why is it 2 year money???

Two-year life of appropriation provides flexibility in case of legal, technical, admin delays (e.g., test delays, funding delays, etc.)

So…….RDT&E should be annual funding due to the nature of the work (largely LOE), but the high risk nature of R&D requires the safety net of one year.

TRANS:  The FMR provides some additional guidance on the incremental funding policy…
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Incremental Funding Policy

1) Effort not logically divisible
2) Infeasible to shorten contract length
3) Expect no bids if not “fully” funded

Additional Guidance:

• Initial (1st year) of a “new start” program: can/should 
represent 9 months or less of effort

• 2nd and succeeding years: Service or Agency comptroller 
may approve up to 3 months beyond end of FY

• Exception:  Contracted efforts > 12 months but < 18 
months: Service or Agency comptroller may approve 
request for funding in single FY if one of following is true:

Presenter
Presentation Notes
 Further flexibility is provided in DoDR 7000.14-R, Vol 2A, Chapter one in paragraph 010214

 Review the additional guidance  (exceptions to incremental funding) above:

 Initial (1st year):  “due to nature and timing of the congressional budget approval”

 2nd and succeeding years:  Example – if and ongoing development effort is expected to be completed in November 2012, one could request FY 11 budget authority for the 12 months worth of effort planned for FY11 plus the two months of  planned effort in FY12 to complete the development.

 > 12 months but < 18 months:  as stated above

TRANS:  Let’s look at an example……
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Incremental Funding Policy

TASK  1

TASK  2

TASK  3

RDT & E
Budget
Authority

FY  13 FY  14 FY  15 FY  16

$20M                  $5M $5M $5M $5M

$15M               $10M              $5M

$400M             $50M          $100M           $100M          $150M

$110M $105M $155M$65M

Support Ktr

Prime EMD Kt

Lab Support

Presenter
Presentation Notes
Go through each example RDT&E task describing the examples.

 Support contractors (e.g. Advisory and Assistance Support (A&AS) supporting program office

 Prime EMD contract (weapon system development contract)

 Support from a government laboratory “maturing” key technology to support the overall system development effort

Add up totals.

Stress that in theory the policy is fairly straight forward  however the “hard part” is accurately estimating how the costs will be “incurred” over the timeframe of the effort.  This can be a challenge given that budget requests are generally developed at least two years prior to need (e.g., two years before a EMD prime contract is to even be awarded)

Although this will be discussed further in the Execution block on Thursday, it is important to realize that schedule slips will drive poor execution, which will drive changes in the FY budget requests.

Why is incremental different than annual?  In “annual funding” you budget for planned expenses…in incremental you budget for what you expect to be billed for  (or costs incurred).  This would include, for example, the cost of a material subcontract the prime contactor awards near the end of one fiscal year but the delivery of the material may not be completed until the following fiscal year).  When the contractor awards the subcontract he has “incurred” the cost of the subcontract.

TRANS:  So, we’ve looked at the annual and incremental funding policies…what’s left?
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Applicable Appropriations:

Basic Budgeting Policy:
Annual budget request must cover the total cost to deliver 
a given quantity of complete, militarily usable end items in 
a 12 month funded delivery period.

Governing Concepts:
- Usable End Items - No piecemeal procurement of 
systems is permitted. 
- Funded Delivery Period - 12 month 
period starting with delivery of 
first item.

Full Funding Policy

Procurement and Military Construction

Presenter
Presentation Notes
The Full Funding Policy is completely different form the previous two funding policies.  

What appropriation categories fall under the Full Funding Policy?

The Full Funding Policy applies to the two appropriations considered to fund investments - Procurement & MILCON.
The two major points to keep in mind about this policy:
	- Usable end items -- can’t buy turrets one year, treads the next year, then tank bodies
	- Funded Delivery Period -- can’t fund a production lot consisting of more items than contractor can deliver in 12 month period following first item delivery.

What do you do if you discover that lot delivery stretches beyond the 12 month FDP?
	- Reduce number of items in lot so it fits in FDP or
	- Delay first delivery so last item delivery occurs within 12 months of first

TRANS:  Let’s take a look at notional delivery schedule
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Funded Delivery Period
FY13         FY14 FY15 FY16 FY17

8   10

PRODUCTION LEAD TIME

12 MONTHS
FROM 1ST
DELIVERY

(FUNDED DELIVERY
PERIOD)

12 MONTHS
FROM 1ST
DELIVERY

5   5    5   5

PRODUCTION LEAD TIME

LOT 1

LOT 2

LOT 3

PRODUCTION LEAD TIME

FUNDED DELIVERY
SCHEDULECONTRACT 

AWARD

2    2   3    3 

Presenter
Presentation Notes
Lots will be established based on the funded delivery period. (Explain concept above)

Production lead time (PLT) is irrelevant with regards to lot size and the funded delivery period (FDP).  That is, the FDP always starts when the first item in the lot is delivered (at the end of PLT) regardless of how long the PLT is.
In other words, in the example above you would budget for total cost to deliver the three lots (in FY13, FY14, and FY15, respectively) REGARDLESS of the length of the PLT.  PLT could be 6 months or 24 months and the budget request would look the same.

TRANS: Now that we’ve established how many we’re buying and when, let’s lay in the budget.
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Full Funding Policy

LOT 1
10  ITEMS

Start Up Costs: $40K                $0K                $0K              $0K
Production Costs: $30K             $140K           $140K            $50K

$70K             $140K           $140K            $50K

Budget Request:

FY13 FY14 FY15 FY16

2    2    3    3

$400K

Presenter
Presentation Notes
Regardless of when costs will be incurred to produce the 10 items in Lot 1, the full funding policy requires that all funds necessary to produce the 10 items are in FY of the Lot award.

Thus, all funds required for Lot 1 must be budgeted in FY13.

TRANS:  Now, lets look at how the complete Production is budgeted…
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Full Funding Policy

Budget 
Request

$ 400 K

$ 600 K

$ $ $$

FY13        FY14 FY15 FY16       FY17

5   5    5   5

8   10

LOT 1
10 Items

2    2    3   3

LOT 2
20 Items

LOT 3
18 Items

$ 500 K

$

$70K $140K $140K $50K

$120K $200K $200K $80K

$90K $230K $180K

400 K 600 K 500 K 0 K 0 K

Presenter
Presentation Notes
Animate through each of the three lots showing how full funding is correctly applied.

After animating in and explaining Lot 3 (and before animating in the FY16 and FY17 totals), ask students what they should request in the procurement budget for FY16 and FY17?  (correct answer…zero in both years)  then animate in the numbers.
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Advance Procurement
• Exception to Full Funding Policy

• Contained in Acquisition Strategy
• Approved by Milestone Decision Authority
• Separate initial contract

• Finances Long Lead (Recurring) Components  
• To protect production schedule   
• To maintain a critical skill in the workforce

• Generally, Budget Authority requested / granted one 
Fiscal Year in advance of the related end item 
contract

• Shown as a separate line item on the budget request
Why is this an exception to full funding? No usable end item!

Presenter
Presentation Notes
Advance procurement can be described as “fenced” funds to procure certain components, material, or effort in advance of the end item buy to prevent costly delays or disruptions of the production process.

The two primary purposes of Advance Procurement are to (1) maintain the production schedule by ensuring long-lead parts are available in time for incorporation into the production process, and (2) to maintain critical skills that would otherwise be lost between EMD and full rate production (i.e., learning curve effects).

Advance Procurement must be justified on the basis of COST savings.

Why is this an exception to the full funding policy?
	No usable end item!

TRANS:  Let’s see how Advance Procurement affects the program budget.
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Advance Procurement

5   5   5    5LOT 2
20 Items

$120K $200K         $200K $80K

$600K

Less Advance
Procurement: - $50K

Budget Request 
System: 

Budget Request 
Adv Proc:

$550K

$50K

FY13       FY14 FY15 FY16       FY17

Presenter
Presentation Notes
 Back to our Production example, we’ll look at Lot 2

 How much is the Lot 2 Contract Award?  ($600K)

 What should the Budget Request be for FY14, assuming we are approved for $50K Advance Procurement?
 $600K less the $50K advance procurement = $550K for the Weapon System line item

 But, here does the 50K go?
 $50K in FY13 for the Advance Procurement line item

TRANS:  Now lets add another Lot…
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Advance Procurement (cont.)

Budget Request 
System:
Budget Request 
Adv Proc (PY):

5    5   5    5

$600K

-$50K
8  10  10 12

$900K

-$75K

LOT 2 
20 Items

Less Advance
Procurement:

LOT 3
40 Items

Less Advance
Procurement:

$50K

$550K

$75K

$825K

FY13         FY14 FY15        FY16        FY17

Presenter
Presentation Notes
Review Lot 2 Budget Request

What is the cost for Lot 3? ($900K)

In what fiscal year do we request the Lot 3 funding? (FY15)

If Advance procurement of $75K has been approved for Lot 3, what will we request in FY15?
 $825K for Weapon System line item ($900K - $75K)

And what about the $75K?
 $75K for Advance Procurement line item in FY14

TRANS:  While Advance Procurement affects many production programs, our next exception affects only a handful.
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Product Improvement Funding Policy

IF . . .
Modification

Increases
Performance?

FUND  Development & Test 
of Mod Kits with . . .

FUND  Acquisition of Mod 
Kits for End Items with . . .

FUND Installation of Mod 
Kits on End Items with . . .

DT or Independent 
OT&E 

Required?

YES
NO

NO

System
in

Production?

YES NO

YES

RDT&E Procurement O&M

Procurement          

Procurement          

Presenter
Presentation Notes
This chart illustrates the logic to follow in deciding how particular product improvements should be funded.

Note that there are basically three phases to a product improvement program: 1) Development & Test of Mod,2) Fabrication of Mod Kits, and Installation of Mod Kits

In deciding how to fund the Development and Testing phase, must answer three key questions:

1)“Does the redesign increase the system performance capability?”
2) “Does the redesign required extensive developmental testing or operational testing performed by an independent test agency?
3) “Where is system in the life cycle?”

What constitutes a performance enhancement? Example: mod to increase the range of an aircraft (e.g., from 1500 to 2000 nautical miles). Some programs end up trying justifying product improvements based on color of money available (usually inappropriate since we are supposed to request the budget in advance of the need not use funds already available (probably appropriated for something else)  (-ilities and safety changes are not performance enhancements)

Exception to the rules described above:  Aircraft Engine Mods – always fund Dev/Test with RDT&E $.

TRANS:  That’s ends the discussion on the primary policies telling how to budget for “hardware programs”, now let’s take a quick look at the rules pertaining to IT programs
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 RDT&E:
– DT&E costs
– Development of major upgrades
– HW/SW for RDT&E facilities

 Procurement – Investment:
– New equipment/SW > $250K
– Upgrades/replacement equipment > $250K

 O&M – Expense:
– New equipment/SW < $250K
– Upgrades/replacement equipment < $250K
– Routine maintenance, leases

Funding Rules for
Information Technology (IT) and 

Automated Information Systems (AIS)

Presenter
Presentation Notes
This is a summary of the guidance in paragraph 010212, Vol 2A, Ch 1 (pages 1-23 through 1-25).

These rules pretty much mirror the rules already discussed for hardware type programs.  We will not be dealing with an IT/AIS program in this course.



Fiscal
Law



Questio Questions To Ponder ns to 
Ponder

1.  For FY 2010, 2011 and 2012 what was the largest single 
reported amount on the “GAO Antideficiency Act 
violation report” website? 

A. $16K       B.  $1.6M       C.  $16M       D.  $160M         E.  $1.4B

2.  Of the reported fiscal law violations shown on the “GAO 
Antideficiency Act violation report” website for FY 2010, 
2011 and 2012 how many were from the Department of 
Defense?

A. None         B.  11         C.  21            D.  37                E.  61

Source:  http://www.gao.gov/legal/lawresources/antideficiencyrpts.html

http://www.gao.gov/legal/lawresources/antideficiencyrpts.html


• Prohibits making or authorizing an obligation in
excess of the amount available in the appropriation

• Forbids obligating funds in advance of appropriation 
• Requires regulations to ensure obligations are kept within appropriated or 

sub-divided amounts and to
fix responsibility for violations of the Act 

Amount 

Fiscal Laws 

Antideficiency Act [Title 31, US Code, S 1341,1517 ]

Misappropriation Act [Title 31, US Code, Sec 1301]
Purpose

or
Color

Time
or 

Year

Bona Fide Need Rule [Title 31, US Code, Sec 1502 ]

• Requires that appropriated funds be used only for
the purposes and programs for which appropriation
was made

• Requires that appropriated funds be used only for
needs or services that arise in the year(s) of the
appropriation’s obligation availability period

Presenter
Presentation Notes
Q:  What do we mean by fiscal law?  We mean that body of law that governs the availability and use of federal funds. ��Q:  When your local Comptroller certifies a Purchase Request, what are they checking?   PTA – Purpose or Color (Appropriation), Time or Year (correct FY), and Amount (doesn’t exceed Budget Authority)�
Misappropriation Act -- requires funds be used for the same purposes and programs stated in the appropriation.  Preserves Congress’ power of the purse.
Example: 	- Multiple sidewalks to build a runway because no MILCON appropriated�                       (O&M allows minor construction up to $750K)  �
Bona Fide Need -- funds appropriated for a specific period (e.g. 1 yr for O&M) can only be used for needs which arise during that time
Examples:  1) EOY “fallout” money (O&M) to buy a year’s worth of supplies; 2) FY02 procurement lot—Target to Ceiling Price—Can you use FY00 $?  No (also violates full funding policy)��Anti-Deficiency Act -- prohibits obligation in advance of an appropriation, or in excess of the amount available in an appropriation.  Can’t spend more than you have.
Examples:  Any action resulting in over-obligation or over-expenditure (including clerical errors); awarding for appropriation amount vice actual Budget Authority (i.e. ignoring taxes)




Availability of Appropriations:
PURPOSE

Congress has “Power of the Purse”

“No Money shall be drawn from the 
Treasury, but in Consequence of 
Appropriations made by Law….”

The Constitution of the United States, 
Article I, Section 9, clause 7

Misappropriation Act:
“Appropriations shall be applied
only to the objects for which the 
appropriations were made…” 

31 USC § 1301(a)

Presenter
Presentation Notes
The Power that Congress has is the “Power of the Purse.”  Article I contains the powers of Congress.  What does it mean? The test:  What is the appropriation for?  If Congress gives you budget authority to buy a ship, you can’t use the funds to buy an airplane.  The Misappropriation Act is also known as the Purpose Statute. 
Section 1301 of Title 31, U.S. Code requires that funds appropriated by Congress be used only for the programs and purposes for which the appropriation was made. The purpose of the law is to preserve Congress' power of the purse. The comptroller is responsible for how funds are used (certifies color), but the Program Manager or other managers cannot intentionally mislead the comptroller. �Examples of Misappropriation Act violations:  1. A General requested MILCON funds to build a helicopter pad on base. This request was denied, so he ordered that O&M funds be used to build multiple "sidewalks" side by side, effectively forming a helicopter pad. When this violation of the Misappropriation Act was discovered, the General was "retired early.“  2. A common violation of the Act occurs when local activities use O&M appropriations to acquire computer systems whose total cost exceeds the investment/expense threshold. These systems should be acquired using procurement appropriations.  Splitting an equipment purchase to avoid having to use procurement funds is also considered a violation of the Misappropriation Act. �Three-Part Test for a Proper Purpose.  The Comptroller General has determined that three conditions be met in order to expend appropriated funds:  1.  The expenditure must be for a particular statutory purpose, or necessary and incident to the proper execution of the general purpose of the appropriation.  2. The expenditure must not be prohibited by law.  3. The expenditure must not be otherwise provided for; it must not fall within the scope of some other appropriation.  See e.g., Secretary of Interior, B‑120676, 34 Comp. Gen. 195 (1954).





Availability of Appropriations:
TIME

The “Bona Fide Need” Rule:
“The balance of an appropriation 
or fund limited for obligation to a 
definite period is available only 
for payment of expenses 
properly incurred during the 
period of availability…”

31 USC §1502(a) Periods of Availability

RDT&E 2 years
PROC 3 years
O & M 1 year
MILPERS 1 year
MILCON  5 years

Presenter
Presentation Notes
Appropriations are only available to be obligated during their stated time of availability or to pay for obligations properly incurred during that proper period of availability.  We saw this earlier when we discussed the life of an appropriation.  This is in section 1552.
Section 1502(a) requires that appropriated funds be used only to obtain: 1) Goods for which a bona fide need arises during the period of the appropriation's availability for obligation.  2) Services which are performed during the period of the appropriation's availability for obligation. In other words, activities may only use funds available for obligation at the time the need arises. The definition of when a bona fide need arises depends on the government’s requirements and the nature of the product or service to be acquired. Three situations where questions commonly arise concerning application of the Bona Fide Need Rule involve supply items, service contracts, and multiple-year appropriations.  A.  Supply Items.  Generally, bona fide need is determined by when the government actually requires the supplies being acquired. Supply needs of a future year are the bona fide need of the year in which they are required, unless an exception applies. 1) Lead-time exception: Agencies are permitted to consider normal production lead-time in determining bona fide need for an acquisition. For example, if the normal lead-time for an item is 30 days, the government may obligate FY 03 funds for an item required on or before 30 Oct 03.  2) Stock level exception: Agencies may use current year funds to replace stock consumed in the current fiscal year, even though the replacement stock will not be used until the following fiscal year. However, fiscal-year-end stockpiling of supplies in excess of normal usage requirements is prohibited.  B.  Service Contracts.  Generally, services are the bona fide need of the fiscal year in which they are performed. Thus, service contracts may not normally cross fiscal years. However, several exceptions exist to this general rule.  1) Non-severable services exception. If the services produce a single or unified outcome, product, or report, the services are non-severable and the government may fund the entire effort with dollars available for obligation at the time the contract is executed, and the contract execution may cross fiscal years. 2) Statutory exceptions. Section 2410a of Title 10, U.S. Code permits DoD to award and fully fund any severable service contract up to 12 months in duration at any time during a fiscal year.  C.  Multi-year Appropriation.  Appropriations which are available for more than one year (such as RDT&E, Procurement, and MILCON) may be used to finance goods or services for which a bona fide need exists during any year of the appropriation’s availability. For example, FY 04 RDT&E funds are available during both FY 04 and FY 05 and may therefore be used for bona fide needs arising in FY 05. However, while this is legal, individual DoD Component comptrollers may be more restrictive, only allowing multiple-year appropriations to be used to finance those bona fide needs that arise during the first year of the appropriation’s availability.  Bottom Line:  Can’t fund next year’s needs with either (1) this year’s money or (2) next year’s money before next year is appropriated.  A 5 year pencil supply is not a need for the current year, even if you get a great deal on pencils this year. 




Bona Fide Need
Supply Items: When are the supplies needed for use?
Lead-time exception (consider normal production lead time)
Stock Level exception (replace stock consumed in current year with 
current year funds) 
Stock piling of supplies at end of FY is PROHIBITED
Service Contracts: Bona fide need of FY the services are 
performed.
Nonseverable services exception (single, unified outcome, 
product  or report: may fund entire effort with current year 
funds & execution may cross FYs.) Single effort that cannot be 
feasibly subdivided
Severable Service Contract (Exception): Statutory provision (PL 
105-85, Sec. 801 & Title 10,U.S.Code 2410a) allows funding a 
severable service contract/task beginning in one FY and ending in 
the next FY, all in the first year, if the contract period does not 
exceed 12 months

Presenter
Presentation Notes
Appropriations are only available to be obligated during their stated time of availability or to pay for obligations properly incurred during that proper period of availability.  We saw this earlier when we discussed the life of an appropriation.  This is in section 1552.
Section 1502(a) requires that appropriated funds be used only to obtain: 1) Goods for which a bona fide need arises during the period of the appropriation's availability for obligation.  2) Services which are performed during the period of the appropriation's availability for obligation. In other words, activities may only use funds available for obligation at the time the need arises. The definition of when a bona fide need arises depends on the government’s requirements and the nature of the product or service to be acquired. Three situations where questions commonly arise concerning application of the Bona Fide Need Rule involve supply items, service contracts, and multiple-year appropriations.  A.  Supply Items.  Generally, bona fide need is determined by when the government actually requires the supplies being acquired. Supply needs of a future year are the bona fide need of the year in which they are required, unless an exception applies. 1) Lead-time exception: Agencies are permitted to consider normal production lead-time in determining bona fide need for an acquisition. For example, if the normal lead-time for an item is 30 days, the government may obligate FY 03 funds for an item required on or before 30 Oct 03.  2) Stock level exception: Agencies may use current year funds to replace stock consumed in the current fiscal year, even though the replacement stock will not be used until the following fiscal year. However, fiscal-year-end stockpiling of supplies in excess of normal usage requirements is prohibited.  B.  Service Contracts.  Generally, services are the bona fide need of the fiscal year in which they are performed. Thus, service contracts may not normally cross fiscal years. However, several exceptions exist to this general rule.  1) Non-severable services exception. If the services produce a single or unified outcome, product, or report, the services are non-severable and the government may fund the entire effort with dollars available for obligation at the time the contract is executed, and the contract execution may cross fiscal years. 2) Statutory exceptions. Section 2410a of Title 10, U.S. Code permits DoD to award and fully fund any severable service contract up to 12 months in duration at any time during a fiscal year.  C.  Multi-year Appropriation.  Appropriations which are available for more than one year (such as RDT&E, Procurement, and MILCON) may be used to finance goods or services for which a bona fide need exists during any year of the appropriation’s availability. For example, FY 04 RDT&E funds are available during both FY 04 and FY 05 and may therefore be used for bona fide needs arising in FY 05. However, while this is legal, individual DoD Component comptrollers may be more restrictive, only allowing multiple-year appropriations to be used to finance those bona fide needs that arise during the first year of the appropriation’s availability.  Bottom Line:  Can’t fund next year’s needs with either (1) this year’s money or (2) next year’s money before next year is appropriated.  A 5 year pencil supply is not a need for the current year, even if you get a great deal on pencils this year. 




Availability of Appropriations:
Appropriation Life

The Time Rule:
“On September 30th of the 5th

fiscal year after the period of 
availability for obligation of a 
fixed appropriation account 
ends, the account shall be 
closed and any remaining 
balance (whether obligated or 
unobligated) in the account shall 
be canceled and thereafter shall 
not be available for obligation or 
expenditure for any purpose.”

31 USC §1552(a)

Periods of Availability

RDT&E 2 years
PROC 3 years
O & M 1 year
MILPERS 1 year
MILCON  5 years

Presenter
Presentation Notes
Appropriations are only available to be obligated during their stated time of availability or to pay for obligations properly incurred during that proper period of availability.  We saw this earlier when we discussed the life of an appropriation.  This is in section 1552.
Section 1502(a) requires that appropriated funds be used only to obtain: 1) Goods for which a bona fide need arises during the period of the appropriation's availability for obligation.  2) Services which are performed during the period of the appropriation's availability for obligation. In other words, activities may only use funds available for obligation at the time the need arises. The definition of when a bona fide need arises depends on the government’s requirements and the nature of the product or service to be acquired. Three situations where questions commonly arise concerning application of the Bona Fide Need Rule involve supply items, service contracts, and multiple-year appropriations.  A.  Supply Items.  Generally, bona fide need is determined by when the government actually requires the supplies being acquired. Supply needs of a future year are the bona fide need of the year in which they are required, unless an exception applies. 1) Lead-time exception: Agencies are permitted to consider normal production lead-time in determining bona fide need for an acquisition. For example, if the normal lead-time for an item is 30 days, the government may obligate FY 03 funds for an item required on or before 30 Oct 03.  2) Stock level exception: Agencies may use current year funds to replace stock consumed in the current fiscal year, even though the replacement stock will not be used until the following fiscal year. However, fiscal-year-end stockpiling of supplies in excess of normal usage requirements is prohibited.  B.  Service Contracts.  Generally, services are the bona fide need of the fiscal year in which they are performed. Thus, service contracts may not normally cross fiscal years. However, several exceptions exist to this general rule.  1) Non-severable services exception. If the services produce a single or unified outcome, product, or report, the services are non-severable and the government may fund the entire effort with dollars available for obligation at the time the contract is executed, and the contract execution may cross fiscal years. 2) Statutory exceptions. Section 2410a of Title 10, U.S. Code permits DoD to award and fully fund any severable service contract up to 12 months in duration at any time during a fiscal year.  C.  Multi-year Appropriation.  Appropriations which are available for more than one year (such as RDT&E, Procurement, and MILCON) may be used to finance goods or services for which a bona fide need exists during any year of the appropriation’s availability. For example, FY 04 RDT&E funds are available during both FY 04 and FY 05 and may therefore be used for bona fide needs arising in FY 05. However, while this is legal, individual DoD Component comptrollers may be more restrictive, only allowing multiple-year appropriations to be used to finance those bona fide needs that arise during the first year of the appropriation’s availability.  Bottom Line:  Can’t fund next year’s needs with either (1) this year’s money or (2) next year’s money before next year is appropriated.  A 5 year pencil supply is not a need for the current year, even if you get a great deal on pencils this year. 




If the invoice is received during the “current” status of the 
appropriation, pay with fiscal year funds cited for that 
original* obligation (e.g. contract, contract mod)

If the invoice is received during the “expired” status of the 
appropriation, pay with fiscal year funds cited for that 
original* obligation (e.g. contract, contract mod) 

If the invoice is received during the “canceled” or “closed”
status of the appropriation, pay with currently available 
funds of the same appropriation account cited for that 
original* obligation (e.g. contract, contract mod)

*Note, originally cited appropriation retains its accounting identity through the “current” and 
“expired” periods; accounting identify is lost when the appropriation is “canceled” or 

“closed”

Paying Certified (Valid) Invoices
(DoD FMR Volume 3, Chapter 10)



Years

Appropriation Life Cycle
Appropriation Life by Category

1 2 3 4 5 6 7 8 9 10

O&M

RDT&E

Procurement

Ships

MILCON

MILPERS

Current Period: Available for new obligations,
obligation adjustments, expenditures, and outlays

Expired Period: Available for obligation adjustments,
expenditures, and outlays, but no new obligations
Canceled: Unavailable for obligations, obligation 
adjustments, expenditures, and outlays
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Presenter
Presentation Notes
This slide graphically shows the appropriation lives shown on the below-threshold reprogramming slide.
TRANSITION:
Let’s look at just one of these appropriations in detail to illustrate rules regarding the life of appropriations and the use of expired funds.
“M” accounts were phased out and totally eliminated in 1993.




Availability of Appropriations:
AMOUNT

The Antideficiency Act (ADA) prohibits
making or authorizing expenditures or
incurring obligations in excess or
in advance of an appropriation 

31 USC §1341(a)

The ADA prohibits “expenditures or obligations 
exceeding an apportionment or the amount 
permitted by regulations…” 

31 USC §1517(a) 

Heads of executive agencies shall prescribe by 
regulation a system of administrative control
to: (1) restrict obligations or expenditures to 
the amount of apportionments or 
reapportionments of the appropriation; and,
(2) fix responsibility for exceeding an 
appropriation or reappropriation

31 USC §1514(a)

Presenter
Presentation Notes
Sections 1341 and 1517 of Title 31, U.S. Code state that executive agencies and their subordinates cannot obligate more money than is made available to them in an appropriation or in a formal subdivision of funds (allocation, allotment, sub-allotment, or other formal designation of a limitation). They also may not make obligations that exceed the amount permitted by agency action/regulation. Nor can they obligate money in advance of receiving an appropriation or allotment. Simply stated, they cannot spend more budget authority than they get and they cannot spend it before they get it. 
Section 1514 of the law also requires the head of each agency to establish an administrative control system that ensures obligations are kept within appropriated levels and enables the agency to fix responsibility for violations. Unintentional violations can result in reassignment or suspension without pay. Intentional violations can result in a fine and imprisonment.  Responsibility for Anti-deficiency Act violations is usually fixed at the highest level that knew about or should have known about the violation. �Examples of Anti-deficiency Act violations:  1) An activity received a formal subdivision of funds in the amount of $1 million but made obligations amounting to $1.25 million. Exceeding the formal subdivision of funds violated the Anti-deficiency Act.  2) An activity used O&M funds to purchase computer equipment that should have been purchased with Other Procurement funds, violating the Misappropriation Act. To correct this Misappropriation violation, the activity’s fund-holder would be required to de-obligate the O&M funds and obligate Other Procurement funds instead. At the time the purchase was made, however, the activity’s fund-holder had no Other Procurement funds. This is considered an Anti-deficiency Act violation since correction of the erroneous obligation resulted in a breach of a formal subdivision of funds. 3) In September 2006, an activity entered into a lease that did not begin until the following fiscal year, FY 2007. They planned on using FY 2007 funds. This violated the Anti-deficiency Act because it obligated the Federal Government to a contract for the payment of money before the correct appropriation to be charged was available. 
TRANSITION:  So what do you do when your program’s cost estimate increases and you need more funds than appropriated?  Reprogramming may be the answer.



Most Frequent Violations of the 
Antideficiency Act* 

• Exceeding limits on the use of Operation and Maintenance (O&M) 
funds for minor construction projects
(exceeding the amount permitted by regulations)

• Exceeding the fund availability amount in an appropriation or 
exceeding the amount of an allotment/suballotment
(often results through failure to record obligating documents in a timely or accurate manner)

• Using O&M funds to acquire equipment items that exceed the 
designated amount for mandatory use of procurement funds
(expense versus investment threshold rule)
(exceeding the amount permitted by regulations)

• Obligating in advance of funds being made available

*Source:  DoD Financial Management Regulation, Volume 14, Chapter 2



Most Frequent Causes of Violations of 
the Antideficiency Act*

• Established internal controls and standard operating 
procedures not followed

• Inadequate supervisory involvement or oversight

• Lack of appropriate training

• Inadequate standard operating procedures and internal 
controls

*Source:  DoD Financial Management Regulation, Volume 14, Chapter 2
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Lesson Recap
Described the use of use the budgeting policies associated with the 
major Defense appropriation categories

– Defined the DoD appropriation categories
– Illustrated the differences between DoD appropriation categories
– Explained the difference between appropriation categories and appropriation 

accounts
– Explained the funding policy for each DoD appropriation category
– Applied the proper funding policy to respective DoD appropriation categories
– Explained the exceptions to funding policies
– Explained funding product improvements
– Discussed Fiscal Laws
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