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EXPEDIENCY VERSUS INTEGRITY:
DO ASSEMBLY-LINE AUDITS AT THE
DEFENSE CONTRACT AUDIT AGENCY WASTE
TAXPAYER DOLLARS?

WEDNESDAY, SEPTEMBER 10, 2008

U.S. SENATE,
COMMITTEE ON HOMELAND SECURITY
AND GOVERNMENTAL AFFAIRS,
Washington, DC.

The Committee met, pursuant to notice, at 10:02 a.m., in room
SD-342, Dirksen Senate Office Building, Hon. Joseph 1. Lieber-
man, Chairman of the Committee, presiding.

Present: Senators Lieberman, McCaskill, and Collins.

OPENING STATEMENT OF CHAIRMAN LIEBERMAN

Chairman LIEBERMAN. Well, good morning and welcome to our
hearing. I thank all of the witnesses for being here.

Today’s hearing will look into the disturbing allegations that the
Defense Contract Audit Agency (DCAA)—which is one of our gov-
ernment’s most important and, I would say, respected watchdog of-
fices—has over the years ignored standard auditing rules to issue
clean audits of contractors, despite problems identified by DCAA’s
own auditors.

Investigators have found that on repeated occasions DCAA has
issued audits favorable to contractors that are not supported by
facts, which has the effect, I fear, of encouraging waste, fraud, and
abuse of taxpayer money.

The reports that we are going to hear today tell us that one of
the causes of these problems may be that DCAA is obsessed with
the speed of their process rather than the accuracy of the results.
The reports also raise questions of whether the Defense Contract
Audit Agency is independent enough to be able to stand up to pres-
sures from both Federal agencies and contractors.

DCAA’s mission is simply too important for these failures to be
tolerated. The agency is responsible for all contract audits for the
Department of Defense. In fiscal year 2007, that equaled $314 bil-
lion of the $440 billion the Federal Government spent on contracts
for goods and services. That is a lot of taxpayer money. DCAA, inci-
dentally, also performs audits for other agencies, such as the De-
partment of Energy and NASA.

The revelations that are part of the reports that will be discussed
today and the testimony given by two whistleblowers, in fact, begin
in the fall of 2005, when a DCAA auditor called the Department
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of Defense (DOD) Inspector General’s hotline to complain that the
DCAA supervisors were breaking auditing rules to favor certain
contractors. That call set off a series of investigations that brought
to light the problems we will focus on today.

Investigators for the Government Accountability Office (GAO), in
a report issued in July, said that when auditors at DCAA found
problems with contractor proposals violating procurement laws and
auditing standards, too often their supervisors ignored, and some-
times even altered, their underlying work to give the contractors
favorable audits. That is unacceptable behavior.

Separate investigations done by the Defense Criminal Investiga-
tive Service (DCIS) and the Inspector General (IG) at DOD confirm
GAOQO’s findings in general.

One of our witnesses today—Ms. Thi Le—will describe an audit,
requested by the Department of Energy, of the Fluor Corporation’s
accounting system. Fluor provides a variety of management and
engineering services to Department of Energy valued at almost $1
billion.

Accounting system audits, as our witnesses well know, are not
tied to any one government contract but, rather, evaluate the ade-
quacy of the contractor system’s control environment and overall
accounting controls and the contractor’s compliance.

In performing this audit, Ms. Le determined that the accounting
system of the Fluor Corporation was vulnerable to significant over-
charging of the Federal Government. Instead of letting her perform
additional testing, as she requested, Ms. Le’s supervisors simply
changed her audit opinion from “inadequate” to “adequate.”

Given that Fluor holds an additional $431 million in contracts
with our government—with the Federal Emergency Management
Agency (FEMA), the Army, the Air Force, and the Employment and
Training Administration—these poor accounting methods could
mean tens of millions of dollars of undetected waste in overpay-
ments to Fluor.

Another witness, Paul Hackler, will describe how Integrated De-
fense Systems, a subsidiary of Boeing, structured its costs under an
Air Force contract for satellite launch capability in a way that
helped Boeing make up for losses in its commercial markets—in di-
rect contradiction of Federal procurement law.

The auditor alerted his supervisor to the problem and was told
to leave his findings out of the audit so the project could go for-
ward. The result? The Federal Government seems to have wound
up picking up the cost of Boeing’s $270 million loss when the com-
pany did not sell satellite systems to the private cell phone indus-
try, a development unrelated to the contract that the company had
with the government.

In granting contractors these unjustified clean bills of health in
its audits, DCAA has enabled them to proceed with large-scale
projects without the additional DCAA scrutiny that would have fol-
lowed had the contractors received less favorable audits.

GAO also found that some supervisors in the Western Region of-
fice of DCAA created an abusive work environment for those who
tried to maintain the integrity of their audits. Sometimes, when
auditors challenged what they believed to be waste and fraud, they



3

received not praise for a job well done but downgraded performance
reviews, transfers, and other forms of reprisal.

Worst of all to the integrity of the system, GAO found that some
DCAA managers intimidated auditors who cooperated with the
GAO and IG investigators.

Since the GAO report was released in July, at least 18 other
DCAA auditors have contacted GAO with similar stories of clean
audits being issued without underlying support. So this is a real
problem. And I must say that I was unhappy with the DCAA’s ini-
tial response to these GAO allegations because it looked to me basi-
cally like a circling of the wagons.

In a letter dated July 11, 2008, DCAA said that it does “not con-
cur with the totality of GAQ’s overall conclusions.” I do not under-
stand that as sensible or responsive since those conclusions, as I
have said, were backed by DCIS and IG investigations, and since,
as far as I can tell, DCAA has not refuted the specific findings of
the GAO report.

To get to the bottom of this troubling story and to see how to-
gether we can fix what is wrong with a critically important audit-
ing agency, we have five witnesses today—the two whistleblowers,
a representative of GAO, the Acting Inspector General of DOD, and
the Director, finally, of DCAA.

I am going to call on Senator Collins in a minute, but as my staff
may have told you, I think we have decided to change the order
of the witnesses slightly. We will begin with Mr. Kutz to lay out
the overall GAO findings, then go to Ms. Thi Le and Mr. Hackler,
and then we will go on to the rest of the table.

Thank you very much. Senator Collins.

OPENING STATEMENT OF SENATOR COLLINS

Senator COLLINS. Thank you, Mr. Chairman. Let me begin by
thanking you for holding this hearing this morning. I also am not
surprised to see that we are joined by our auditing expert on this
Committee, the Senator from Missouri, and I am sure she will add
a great deal to the hearing this morning as well.

More than 2 years ago, Senator Lieberman and I asked the GAO
to undertake a comprehensive assessment of audit work performed
by the Defense Contract Audit Agency, known as DCAA. The
DCAA is the principal auditor for contracts at the Department of
Defense.

We asked for this investigation in response to allegations of seri-
ous mismanagement that had been reported to the GAO, the DOD
Inspector General, and to this Committee. During the course of its
review, the GAO uncovered outrageous conduct and flawed audits
at three offices in DCAA’s Western Region.

The comprehensive GAO audit requested by the Committee will
be issued later this fall, but I commend the GAO for releasing an
interim report detailing the significant shortcomings already ob-
served in DCAA audit practices.

In the interim report, GAO investigators confirmed that DCAA
issued audit opinions with inadequate support, that supervisors al-
tered audit opinions with insufficient justification, that some major
audits were conducted by inexperienced staff without adequate su-
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pervision, and—most troubling of all—that some DOD contractors
“improperly influenced” the audits.

These findings suggest that the wasteful or even fraudulent use
of taxpayer dollars has gone undetected and that the government
may have been overcharged by some contractors to the tune of mil-
lions of dollars.

Thorough, accurate, and tough audits are essential, and DCAA’s
work must be untainted by pressure or conflicts of interest. In-
stead, the GAO found “numerous failures” to comply with govern-
ment auditing standards. That is a serious failing for, as the GAO
has noted, substandard audits do not provide assurances that bil-
lions of dollars in payments to contractors complied with Federal
regulations, accounting standards, or even contract terms.

These facts are bad enough. But GAO’s work also reveals that at
least one major defense contractor reached an advance under-
standing with DCAA about the nature and scope of an audit, that
some DCAA employees changed findings at the direction of senior
managers, and that “a pattern of frequent management actions

. served to intimidate the auditors and create an abusive envi-
ronment” at two DCAA locations.

I am also deeply concerned about GAOQO’s findings that whistle-
blowers who reported misconduct were subject to intimidation and
threats from supervisors. Congress relies on courageous whistle-
blowers to expose wrongdoing so that we can improve and reform
Federal programs and operations. It is critical that supervisors
throughout the Federal Government respect the protections that
our laws provide whistleblowers and act swiftly to remedy the
problems that they identify.

As we address the particular problems that the GAO has identi-
fied, we must also work to reestablish DCAA as a first-rate, inde-
pendent audit agency.

Some current and former employees have identified performance
metrics keyed to speed and volume as undermining good auditing
practices in some cases. Now, obviously, productivity is important,
but whether the subject is executive compensation, mortgage un-
derwriting, or contract auditing, metrics that emphasize time and
volume over quality or long-run results can invite shortcuts, sloppy
work, and, ultimately, even program failure. It does little good to
have internal controls and review processes if employees are gam-
ing or bypassing them in order to meet metrics.

Of course, inappropriate influences can also come from outside of
an organization. All of us recall the infamous case of the Air Force
procurement officer who negotiated a plush job with a defense con-
tractor while at the same time engaged in negotiating a $24 billion
contract with that company. Ultimately, she pled guilty to criminal
conflict-of-interest violations.

The GAO report raises a red flag. It suggests that a few DCAA
employees may have been more interested in protecting contractors
and securing future employment than in protecting taxpayers and
our national security.

These failures at DCAA illustrate the aptness of a question that
was raised by a Roman satirist nearly 2,000 years ago, when he
asked: “Who shall guard the guardians themselves?” We rely on
the many honest and hard-working employees at DCAA to be the
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first line of defense. When the audit agency fails, problems cascade
throughout the system and ultimately can even shortchange our
troops in the field. Congress must carefully consider the reforms
needed at the Defense Contract Audit Agency in light of these dis-
closures.

I commend the GAO once again for its diligence and thorough-
ness in studying this problem, and I look forward to the completion
later this fall of the comprehensive audit that the Chairman and
I initiated 2 years ago.

The GAO, as the Chairman has indicated, coordinated its work
with the Defense Department Inspector General and the Defense
Criminal Investigation Service. I expect these investigators to also
vigorously pursue their work in the event that criminal conduct is
exposed in their independent investigations.

Finally, let me just conclude by thanking the Chairman for this
latest example of his leadership and our shared interest in probing
defects in our Federal acquisition process as a prelude to additional
legislative reforms.

Thank you, Mr. Chairman.

Chairman LIEBERMAN. Thank you very much, Senator Collins,
for that excellent statement and also for the work that we have
done together.

Thanks, Senator McCaskill, for being here and for the support
that you and your staff have given this particular investigation and
the preparation of this hearing.

Mr. Kutz, I would like to start with you. For the record, you are
the Managing Director, Forensic Audits and Special Investigations
of the GAO, and I note that you are accompanied by the Assistant
Director, Gayle Fischer. Please proceed with your testimony.

TESTIMONY OF GREGORY D. KUTZ,! MANAGING DIRECTOR,
FORENSIC AUDITS AND SPECIAL INVESTIGATIONS, U.S. GOV-
ERNMENT ACCOUNTABILITY OFFICE, ACCOMPANIED BY
GAYLE L. FISCHER, ASSISTANT DIRECTOR, FINANCIAL MAN-
AGEMENT AND ASSURANCE TEAM, U.S. GOVERNMENT AC-
COUNTABILITY OFFICE

Mr. KuTz. Mr. Chairman and Members of the Committee, thank
you for the opportunity to discuss the Defense Contract Audit
Agency.

Today’s testimony highlights the results of our investigation of
allegations we received in 2006. The bottom line of my testimony
today is that these allegations were accurate. Specifically, DCAA’s
work for 14 audits that we investigated did not meet professional
standards.

My testimony has two parts: First, I will discuss the problems
that we identified; and, second, I will discuss key causes of these
problems.

First, our investigation covered 14 audits at two locations and a
series of forward pricing audits at a third location. For these au-
dits, we identified four key themes. These themes were lack of
independence, changing audit opinions, inadequate supervision of
staff, and an abusive work environment.

1The prepared statement of Mr. Kutz appears in the Appendix on page 49.
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With respect to independence, we found that pressure from con-
tractors and DOD buying commands appeared to improperly influ-
ence audits. For example, this pressure resulted in dropped find-
ings and the issuance of reports before supervisors had reviewed
the work. In one case, DCAA agreed with a contractor in advance
to set up a process that ensured a favorable result.

We also found what appeared to be a systematic whitewashing
of findings from draft audit reports. For 11 audits, initial auditor
opinions of “inadequate” or “inadequate in part” were changed to
“adequate” or what we refer to as a “clean opinion.” In many of
these cases, supervisors provided no basis for these changes.

For example, as the posterboard on my right shows, one auditor
found six significant deficiencies and drafted an inadequate opinion
report in June 2005.1 As you can see, by September, this supervisor
had changed the draft to an “adequate” opinion. This opinion al-
lowed the contractor to bill DOD and receive payments with no
government review.

We also found a lack of adequate staff supervision. For example,
again on the posterboard shown on my right, you see a memo
where an auditor writes, “We are not holding this contractor, with
a history of questioned costs, poor internal controls, and shoddy
practices, to a high standard by downgrading what are clearly sig-
nificant deficiencies.” 2

We found a number of memos just like this one documenting dis-
agreements between staff and management. These memos reflect
the lack of timely supervision. In a normal, healthy audit, issues
like this are worked out on a daily basis, and there is no need for
a memo like this at the end of the audit.

These disagreements help explain the fourth key theme: An abu-
sive work environment at two locations. We found evidence of
verbal warnings, involuntary reassignments, and threats of dis-
ciplinary action against auditors because they would not drop audit
findings or draft favorable reports. Auditors were also scared to
speak to GAO’s staff for fear of retaliation.

Let me move on to my second point: Two key causes for these
problems.

First, auditors told us that the limited number of hours budgeted
for their audits resulted in a disincentive to identify and report
contractor problems. According to DCAA, their 3,500 auditors an-
nually perform about 35,000 audits. Given these numbers, the
focus on production rather than impact is not surprising.

Second, for DCAA to be most effective, as was mentioned earlier,
they must be independent. However, in addition to the improper in-
fluence by contractors, we found pressure from within DOD for
auditors to facilitate the process rather than protect the interests
of taxpayers.

In conclusion, I cannot tell you today whether these 14 audits are
isolated instances or the tip of the iceberg. Additional evidence in-
dicates problems not only here in the United States but also in
Iraq. What I can tell you today is that, with hundreds of billions

1The first chart referenced by Mr. Kutz appears in the Appendix on page 105.
2The second chart referenced by Mr. Kutz appears in the Appendix on page 106.
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of dollars at stake, taxpayers need a contract audit agency that is
looking out for their interests.

Mr. Chairman, this ends my statement. Ms. Fischer and I look
forward to your questions.

Chairman LIEBERMAN. Thanks, Mr. Kutz. I must say that was
devastating. And just as a point of fact, I am going to ask you: How
did you choose those 14 contracts to audit?

Mr. Kutz. They were the ones the allegations were specifically
related to. That is why this is an investigation.

Chairman LIEBERMAN. Understood. And now you are doing a
broader audit.

Mr. KuTtz. A broader look, correct.

Chairman LIEBERMAN. A somewhat more random, but——

Mr. Kutz. Yes, much more DCAA-wide.

. Chairman LIEBERMAN. OK. Thank you. We will have questions
or you.

The next two witnesses are the whistleblowers who have acted
with professionalism and, I would say, courage. I appreciate very
much what you have done and your willingness to be here today.
First we are going to call on Diem Thi Le, Senior Auditor, Defense
Contract Audit Agency. Ms. Le, good morning. Thanks for coming,
and we welcome your testimony now.

TESTIMONY OF DIEM THI LE,! SENIOR AUDITOR, DEFENSE
CONTRACT AUDIT AGENCY, U.S. DEPARTMENT OF DEFENSE

Ms. LE. Thank you. Good morning, Chairman Lieberman and
Members of the Committee. I first would like to thank you for the
opportunity to take part in this hearing. My name is Diem Thi Le,
and I have been with the DCAA for 19 years. For 17 years I have
been a senior auditor. I am also a licensed CPA in the State of
California.

Nineteen years ago, I left the private sector to join DCAA be-
cause I wanted to be a part of an organization that was committed
to excellence in support of the national interest and protecting tax-
payers’ money. However, in recent years, because of the emphasis
on performance metrics, DCAA has changed from putting an em-
phasis on excellence to an emphasis on performance metrics, and
that is one of the reasons why I am here today.

My testimony includes four parts: First, what triggered my call-
ing the hotline; second, how the hotline personnel mishandled my
case; third, the harassment I have suffered; and, last, the systemic
problems at DCAA.

In September 2005, I was performing an accounting system audit
at the corporate office of a contractor. This is the GAO Case No.
6. I found that the contractor’s accounting system was inadequate
in part and, as a result, the contractor was misallocating and
mischarging costs to the government. Originally, my supervisor
concurred with my audit findings, but later on she told me that my
branch manager did not agree with my findings. After my requests
to meet with the branch manager to explain my audit findings
were denied, I elevated the unreconciled difference of opinion to the
next level of management. But I was told that I, as the performing

1The prepared statement of Ms. Le appears in the Appendix on page 67.
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auditor, had no say in the final audit opinion. My supervisor then
deleted the audit findings from my working papers and used those
changed working papers as her working papers to support the
change in the audit opinion from an inadequate system to an ade-
quate system without performing any additional work.

As a result, the contractor was not required to propose or imple-
ment any corrective actions to eliminate the system deficiencies
that would result in mischarging and misallocating costs to the
government.

Subsequently, I found out that my branch manager had been
changing other auditors’ opinions of “inadequate” system to “ade-
quate” system.

Because an “adequate” system would result in less audit risk and
fewer audit hours by having a contractor’s system deemed “ade-
quate,” my branch manager was trying to increase the productivity
rate, which measures the audit hours incurred versus the dollar ex-
amined, and the productivity rate is one of the factors on which my
branch manager’s annual performance is rated.

Mr. Chairman and Members of the Committee, in recent years,
because of the emphasis on performance metrics, we auditors have
been pressured by management to perform our audits within a cer-
tain number of hours. But this was the first time that I discovered
my management changed the auditors’ opinions of an “inadequate”
system. I confided this troubling discovery with some of my col-
leagues. All of them told me that I had no choice but to call the
DOD IG hotline, so I did in November 2005.

I would have never imagined that I would submit an allegation
against my management. Equally the same, I would have never
imagined that the hotline people would refer my compliant back to
my agency so that my agency could perform an investigation of my
complaint.

Subsequent to my first meeting with the IG investigator, it was
confirmed by him that my referral was, in fact, sent back to DCAA
headquarters, and that referral included specific personal identi-
fying information, such as my name and my phone number. As a
result, I believe that my identity as a whistleblower was not ade-
quately protected, and I have suffered reprisal from DCAA man-
agement.

Following are just some of the significant incidents of harass-
ment and retaliations directed at me.

At the November 2005 Staff Conference, the regional audit man-
ager stated to us, the auditors, that if we did not like our manage-
ment’s audit opinion, we should find another job.

In October 2006, I found out that I was the only auditor with an
“Outstanding” rating who did not get a performance award.

In April 2007, after the Office of Special Counsel (OSC) investi-
gator contacted the DCAA regional management to inform them of
my whistleblower complaint, I was told to see a psychiatrist.

In August 2007, I was given a memorandum instructing me that
I was not allowed to provide any documentation generated by a
government computer to any investigative unit, including the OSC.
Failure to do so would result into disciplinary action.

In October 2007, I was then advised to read 18 U.S.C. Section
641, Theft of Government Property. I was told by my supervisor
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that the unauthorized distribution of agency documents would re-
sult in a theft charge, and it does not matter if it is to respond to
a hotline or OSC complaint.

And last, but not least, since the IG investigation started, I have
been downgraded from an “Outstanding” auditor to a “Fully Suc-
cessful” auditor, and my promotion points have been reduced from
78 to 53 out of 120 maximum.

The last part of my testimony is the systemic problems at DCAA.
It is my opinion and my observation that DCAA management has
become so metric driven that our audit quality and independence
have suffered. Audits are no longer dictated by the audit risks but,
rather, by the established guidelines of audit hours and audit due
dates. The pressure for us to complete our audits within a certain
time frame is so intense that it would often prevent us, the audi-
tors, from following our instincts in questioning contractor costs,
reporting system deficiencies, and evaluating suspected irregular
conducts. In the end, contractors are getting away with murder be-
cause they know we are so metric driven.

Also, because of the emphasis on the performance metrics, DCAA
has created layers of personnel who do nothing but monitor the
metrics. As a result, the goal is not to protect the government’s in-
terest and to save taxpayers’ money but to answer to manage-
ment’s questions related to performance metrics.

Mr. Chairman and Members of the Committee, again I would
like to thank you for the opportunity to be here. It is my hope that
by participating in this hearing, it will help bring changes at
DCAA. It is also my hope that those changes will allow us truly
to perform our audits in accordance with the generally accepted
government auditing standards in order to protect the govern-
ment’s interest and to save the taxpayers’ money.

This concludes my testimony, and I look forward to your ques-
tions. Thank you.

Chairman LIEBERMAN. Ms. Le, thank you very much. That was
an act of public service, and I appreciate it greatly.

Our next witness, another whistleblower, we call on you with
thanks and respect, Paul Hackler, Supervisory Auditor, Defense
Contract Audit Agency.

Mr. Hackler, where do you live now?

Mr. HACKLER. I live in California.

Chairman LIEBERMAN. You both came from California?

Ms. LE. Yes.

Chairman LIEBERMAN. Please proceed with your testimony.

TESTIMONY OF PAUL HACKLER,! SUPERVISORY AUDITOR,
DEFENSE CONTRACT AUDIT AGENCY, U.S. DEPARTMENT OF
DEFENSE
Mr. HACKLER. Mr. Chairman, Ranking Member Collins, and

Members of the Committee, thank you for the opportunity to speak

to you today about DCAA’s Expendable Launch Capability (ELC)

Buy III proposal audits. I am a GS-13 supervisory auditor and a

certified public accountant in California with 25 years of DCAA ex-

1The prepared statement of Mr. Hackler appears in the Appendix on page 71.
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perience. I am going to be speaking about lot costing today and
how it related to the ELC proposals.

Lot costing is an accounting concept where certain products are
more efficiently made in batches rather than one by one. If, for in-
stance, the government goes to a contractor and says, “I would like
to buy 100 tanks,” and the contractor says, “OK, but I make tanks
in lots of 1,000, and it takes 15 years to build them. Although I
know I can make a tank today for $1 million, I think it is going
to take $5 million to build that last tank in my lot 15 years from
now. So what I am going to do is charge you the average over those
15 years, and I am going to charge you $3 million today instead
of t}f(e $1 million I know I can make it for.” That is how lot costing
works.

The 2005 and 2006 ELC proposal audits I supervised contained
a 15-year lot costing scenario just like the one I described to you
that allowed Boeing to recover $270 million in past losses it in-
curred for aggressively pursuing a commercial satellite market.
The government realized this and restructured the program so that
Boeing could be reimbursed for launch capability on a day-to-day
basis, but the cost of building the launch vehicle, the rocket, would
remain a fixed-price contract.

Boeing projected that the cost per launch would decrease sub-
stantially in the future, and so when they restructured the con-
tract, the government needed to compensate them for the higher
up-front costs. Actually, enormous up-front costs resulted only from
Boeing’s decision to gear up for a commercial market that never ex-
isted, and DCAA was directed to play along with this outrageous
government bailout.

My testimony will focus on the inherent problems with lot cost-
ing, DCAA upper management’s directed audit opinion, and repris-
als for resisting that opinion.

Boeing initially anticipated the emerging cell phone market
would deploy satellites to route cell phone traffic. Shortly after Boe-
ing geared up for this, cell phone providers switched to land-based
towers. The cell phone satellite market went from 75 percent of

rojected sales to zero almost overnight. And Boeing announced an
835 million loss because of it.

Since Boeing was losing more than $100 million per launch, the
government decided to restructure the contract by reimbursing
Boeing directly for launch capability, basically on a month-to-
month basis. Before this, Boeing was only paid for launch capa-
bility when the launch actually took place. However, we were di-
rected by the Pentagon officials that prices for the remaining 11
fixed-price launches already in place were to remain in place, no
losses were to be recovered, and all applicable government regula-
tions were to be adhered to.

In reviewing the 2005 proposal, my team determined that there
were serious procurement regulation violations and issued an audit
opinion that would not let the Air Force go forward. Two of the sig-
nificant deficiencies were Boeing’s use of a 15-year lot costing sce-
nario and the lack of subcontractor cost or pricing data to verify
the subcontract prices included in that proposal.

The Air Force went to Washington and said, “We would like to
get a waiver for the violations related to lot costing. But the waiver
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was unpopular in Washington because of Boeing’s recent Procure-
ment Integrity Act violations, alluded to by Senator Collins earlier.
They were, however, provided a waiver for the subcontractor cost
or pricing data.

Boeing then resubmitted its proposal still using the 15-year lot
costing scenario, and the primary problem with that 15-year lot
costing scenario is it rolls the losses attributed to Boeing’s pursuit
of the commercial market forward for recovery from the govern-
ment.

The applicable regulations prohibit recovering prior losses and
charging the government for costs that do not benefit our contracts.
However, as directed, we issued an audit opinion that overlooked
serious regulation violations, and the Air Force awarded Boeing the
contract allowing recovery of $270 million of past losses. It also in-
creased the price of existing contracts.

While my testimony today focuses on DCAA’s indiscretions, the
Air Force may have gone well beyond DCAA with this bailout by
not holding Boeing to previously negotiated launch prices. I would
be happy to answer questions on that also if it is necessary.

Boeing initially anticipated and prepared for a commercial mar-
ket that would have launched over 100 missions by now and 300
missions by 2020. Only one commercial mission has ever been
launched, and no more will be launched. There is nothing on the
launch manifest schedule.

Some of the losses that Boeing incurred pursuing the commercial
market were overbuilding a plant that could produce 40 rockets per
year, while Boeing has only averaged one launch per year. They
bought excess inventory. They had a specially constructed vessel
that does nothing but transport the Delta IV rocket to the launch
pad once a year.

All of the auditors involved in Boeing’s lot costing methodology
and the audit that I supervised objected to the use of lot costing.
Since then, Boeing partnered with Lockheed to make these prod-
ucts, and their outside auditors directed them to discontinue lot
costing.

Despite our documented objections, upper management in-
structed us to issue an audit opinion that failed to report numerous
violations, and the Air Force awarded Boeing $270 million of past
losses.

The opinion in that report was so unthinkable that the audit
staff documented our disagreement in the audit file. That is the
first time in my career that has ever happened.

For 25 years, I have jealously protected the American taxpayers’
interests, but during the course of the two ELC proposal audits I
supervised, I was harassed and denied a promotional opportunity.
Lately, I have seen this scenario over and over again because of the
emphasis on performance metrics and customer satisfaction while
audit findings have taken a back seat to expediency and personal
ambition. DCAA is broken.

Thank you for the time and thank you for this opportunity to
bring these matters to your attention. I would be happy to answer
any questions.
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Chairman LIEBERMAN. Thanks very much, Mr. Hackler, for your
personal testimony and for your direct conclusions. When you say
“customer satisfaction,” who is the customer?

Mr. HACKLER. In this case, that would be the Air Force.

Chairman LIEBERMAN. Not the taxpayer——

Mr. HACKLER. No.

Chairman LIEBERMAN [continuing]. Who you have been trying to
protect all these years. We will get back to you with more ques-
tions. Thank you.

Next we will call on the Hon. Gordon Heddell, Acting Inspector
General of the Department of Defense. Thanks for being here.

TESTIMONY OF HON. GORDON S. HEDDELL,' ACTING
INSPECTOR GENERAL, U.S. DEPARTMENT OF DEFENSE

Mr. HEDDELL. Mr. Chairman and distinguished Members of this
Committee, thank you for the opportunity to appear before you this
morning. As you know, I am the Acting Inspector General of the
Department of Defense. I have also had the honor of serving as the
Inspector General of the Department of Labor for almost 8 years.
And prior to Senate confirmation, I had a 28-year career with the
U.S. Secret Service.

As Acting Inspector General, I have examined our past actions
and am reviewing our ongoing efforts to ensure that we are aggres-
sive when investigating allegations of the nature that are being
discussed at this hearing. I understand the importance of keeping
the Secretary of Defense and other senior departmental officials ap-
prised of significant issues that come to my attention.

Contractor oversight, which includes the efforts of DCAA, is one
of the Federal Government’s best and first lines of defense against
waste, fraud, and abuse of taxpayer funds. I am dedicated to work-
ing with DCAA to ensure that their internal controls are in place
and functioning effectively. My responsibilities as Inspector Gen-
eral providing oversight of the largest Department in the Federal
Government, particularly during this time of war, could not be
more important.

I know that there are concerns regarding the length of time that
it took to refer allegations received by the hotline to the DCAA.
The short answer is that, in the wake of Hurricane Katrina and
subsequent Hurricane Rita, the DOD hotline was assigned the re-
sponsibility to be the hurricane relief fraud hotline for the entire
Federal Government. And so from September 2005 until March
2006, the Department of Defense hotline received almost 10,000
hurricane-related allegations, and during that time period the hot-
line focused only on those allegations that involved life, death, or
safety issues, and allegations against senior officials. Therefore, re-
ferral of the allegation to DCAA took longer than our normal
standards.

In February 2006, the DOD IG Defense Criminal Investigative
Service (DCIS) received the same allegations. Shortly thereafter,
DCAA suspended its own inquiry based on the initiation of an in-
vestigation by the DCIS.

1The prepared statement of Mr. Heddell appears in the Appendix on page 79.
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In June 2006, the U.S. Government Accountability Office in-
formed DCIS that it was conducting its own investigation of DCAA.
GAO indicated that, in addition to receiving the same hotline com-
plaint, it received reports of DCAA misconduct in other offices and
regions located throughout the United States. GAO and DCIS co-
ordinated certain investigative activities regarding these allega-
tions of misconduct.

In support of the DCIS investigation, my office of Audit Policy
and Oversight reviewed DCAA audits that were identified in the
original hotline complaint. In January 2007, we issued a memo-
randum to DCAA detailing the results of our review of 10 DCAA
audits. This memorandum contained the following conclusions—
and all ten, by the way, we found to be deficient.

On nine of these audit assignments, the supervisors either
changed, or directed to be changed, an auditor’s draft audit conclu-
sions without adequate documentation.

The working papers of seven assignments did not adequately
support the final audit report opinions. And on the three remaining
audit assignments, the supervisory auditor should have directed
the auditor to perform additional audit procedures prior to issuing
the final report.

In addition, DCAA should rescind three reports because the re-
ports were not supported by the working papers.

The director of DCAA’s Western Region, in a memorandum dated
July 2007, expressed strong disagreement with the overall results
of our review and refused to rescind any reports, although he ac-
knowledged, saying “working papers could have been improved.”

The DCIS investigation indicated that the emphasis by DCAA on
a metrics-driven system of conducting systems audits within pre-
determined milestones and deadlines created an environment
where the pressure to meet goals affected the outcome of the audit.
In contrast, the field auditors stated that, in prior years, auditors
were routinely praised and rewarded commensurate with the
amount of money they questioned and how much money the gov-
ernment saved or recovered as a direct result of their audit activi-
ties.

In June 2008, DCIS presented the results of its investigation to
the U.S. Attorney’s Office in Santa Ana, California. The U.S. Attor-
ney declined criminal prosecution.

Subsequently, in August 2008, DCIS prepared a Fraud Vulner-
ability Report that documented investigative findings. That report
was provided to DOD Comptroller Tina Jonas and DCAA Director
April Stephenson.

GAO issued their report in July 2008, and it was titled, as you
know, “Allegations That Certain Audits at Three Locations Did Not
Meet Professional Standards Were Substantiated.” The findings in
the GAO report are consistent with the findings contained in our
January 2007 memorandum.

With regard to ongoing and future work, after publication of the
GAO report, additional hotline complaints have been received con-
cerning misconduct allegations by senior managers in the same
California DCAA offices. These allegations are being assessed.

On August 4, 2008, we announced a follow-up review focusing on
audit work deficiencies and the abusive work environment that was
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identified by the GAO. As part of this review, we are performing
an assessment of the completed and planned actions taken by
DCAA in response to the GAO report and the allegations con-
cerning supervisor misconduct. We have also scheduled another Ex-
ternal Peer Review of DCAA to begin in January 2009. In so doing,
we will consider the results of the follow-up review, and we also
consider the previous GAO review, the one they just completed, our
prior DCAA Peer Reviews, and the DCAA Internal Quality Assur-
ance Reviews. This review will cover audits performed by all five
DCAA regions and the Field Detachment.

Oversight of Department of Defense contractors is essential in
the fight against waste, fraud, and abuse. We remain committed to
supporting DCAA to ensure that their internal oversight mecha-
nisms are in place and working effectively.

I thank you for your time, and I am ready to answer any ques-
tions that you may have.

Chairman LIEBERMAN. Thank you, Mr. Heddell. Excellent report
of your activities, and you are validating the problems we have
seen.

The final witness is April Stephenson, Director of the Defense
Contract Audit Agency. Obviously, these are very serious charges,
and I must say all the more troubling because the Defense Con-
tract Audit Agency has over the years been held up as one of the
best of the Federal Government’s taxpayer watchdog agencies. So
I hope you will respond with the seriousness of the moment.

Ms. Stephenson, it is all yours.

TESTIMONY OF APRIL G. STEPHENSON,! DIRECTOR, DEFENSE
CONTRACT AUDIT AGENCY, U.S. DEPARTMENT OF DEFENSE

Ms. STEPHENSON. Thank you, Mr. Chairman and Members of the
Committee. Thank you for the opportunity to be here before you
today. I am pleased to be here.

I will briefly describe the actions taken by DCAA as a result of
the GAO report. A more detailed account is provided in the state-
ment that I have submitted for the record.

Mr. Chairman, I want to assure you and all the Members of this
Committee that DCAA is taking the GAQO’s findings very seriously
and that we are committed to taking the necessary steps to review
and correct the issues cited in the report. We fully support any re-
view of our procedures, and we are taking immediate action to cor-
rect the problems.

Before I proceed with the rest of my testimony, let me tell you
a little bit about myself. I have 21 years with DCAA, and I have
held a number of positions. I started out as an auditor trainee. I
was an auditor, a supervisor, a branch manager. I have been a dep-
uty regional director, a regional director, and deputy director of the
Agency. I became Director 7 months ago.

Mr. Chairman, DCAA’s mission is to perform audits of contrac-
tors and to provide results to contracting officials responsible for
the negotiation, administration, and settlement of contracts, and I

1The prepared statement of Ms. Stephenson with an attachment appears in the Appendix on
page 90.
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would like to think we do it well. But I recognize we have a lot of
improvements to make.

To accomplish it, the Agency employs some 4,000 people and has
79 field offices across the country and overseas. In 2007 alone,
DCAA performed 33,801 audits covering $391 billion of proposed or
claimed contractor costs These audits have taken issue with $14.2
billion in questioned costs—these are areas where we recommended
reductions in what was proposed or billed—and another $4.6 billion
in unsupported costs. These are costs in which the contractor did
not provide sufficient information to render an opinion.

Of those 79 field offices, three offices were covered by the GAO’s
investigation. These three performed a combined total of 4,786 au-
dits over the 5-year period covered by the GAO.

For my testimony today, we categorized the GAQO’s findings into
three general areas: Deficient working papers and audit work; lack
of independence; and management abuses of employees and im-
pediments to the GAO investigation.

With regard to deficient working papers and audit work, the
GAOQ concluded that the working papers did not adequately support
the final conclusion and opinion for any of the 13 cases it inves-
tigated; that, in some of the cases, auditors did not perform suffi-
cient work to support their conclusions; and that their supervisors
did not instruct or allow them to perform additional work. We
agree.

We agree that the audit work should have been better docu-
mented in the working papers, and in some cases, supervisors
should have assessed the need to perform additional audit work
prior to issuing the audit report. Changing draft findings without
adequate explanation, documentation, and review is not acceptable,
and does not follow the auditing standards that DCAA strives to
uphold.

So why did this happen?

In our discussions with the management team, we learned that
they did want to include inadequately supported findings in audit
reports, but did feel pressured to issue reports by due dates. Thus,
they removed the findings rather than assessing the need to per-
form additional work. This is not acceptable.

Regardless of the due date, audit work must be completed prior
to the issuance of any audit report or, in the case of an external
constraint, clearly state why the audit work could not be performed
by the due date.

Regarding lack of independence, the GAO concluded that, in
three audits, the contractor or the DOD contracting community im-
properly influenced the audit scope, conclusions, and opinions. The
root cause of this conclusion was DCAA’s participation in Inte-
grated Product Teams (IPTs). IPTs, as you may know, were estab-
lished in the mid-1990s as a way to expedite the assessment of con-
tractor bid proposals and to resolve outstanding issues.

In the specific example cited by the GAO, the IPT was estab-
lished to expedite the resolution of a labor estimating system prob-
lem at a major contractor. As the contractor developed the revised
procedures, the IPT, including the auditor, provided feedback. The
DCAA field office manager informed the IPT that DCAA would
audit the final estimates and provide feedback on the drafts.
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After several rounds of reviews, the contractor provided the final
procedure for audit. DCAA notified the contractor that it planned
to test a sample of estimates over a prospective 4-month period al-
though the auditor did not specifically state which estimates would
be selected. The GAO concluded that the DCAA’s participation in
the Integrated Product Teams was a violation of the independence
requirements under the auditing standards. The GAO also objected
to the auditor providing the time period.

As a result of the GAO’s concerns, we have ceased DCAA partici-
pation in all Integrated Product teams. Although audit services will
be provided during an IPT when requested by the contracting offi-
cer, DCAA is no longer a member of an IPT. We will no longer pro-
vide feedback during an IPT. DCAA will audit only final con-
tractor-approved submissions and will have no involvement in draft
submissions.

Regarding management abuses and impediments to the GAO,
the GAO concluded that a pattern of frequent management actions
served to intimidate some auditors and created an abusive environ-
ment at two of the three locations it investigated. Rest assured, in-
appropriate management actions will not be tolerated, and discipli-
nary action will be taken as necessary.

However, since the GAO did not provide specific information on
which personnel action could be taken, we asked that the DOD In-
spector General investigate this matter. A draft report is due in
January 2009.

Mr. Chairman, my submitted testimony contains a list of the ac-
tions DCAA has completed to date and actions we plan to take. For
the interest of my testimony today, I will discuss some of those ac-
tions having to do with the Agency’s structure, culture, and proc-
esses.

We are performing a top-to-bottom staffing assessment, including
an assessment of the staffing of our quality assurance function, to
determine whether we have the appropriate staffing at all levels of
the organizational structure.

We are assessing whether additional staffing will be needed, in-
cluding auditors, supervisors, and managers. And we will continue
to work with the Department on how best to address future staff-
ing needs.

Prior to the issuance of the GAO report, we recognized that the
span of control of supervisors to auditors needed to be lowered, es-
pecially in those areas that had a significant number of auditor
trainees.

In June 2008, I lowered the number of auditors controlled by
each supervisor to provide for additional oversight.

I also approved additional field offices to lower the span of con-
trol for the field office manager. Three additional offices were ap-
proved earlier in the year; three more offices were approved after
the issuance of the GAO report.

DCAA has also realigned the quality assurance function so that
now reports directly to the Deputy Director. This change will bring
additional daily oversight at a very high level in the organization
and demonstrates our emphasis on quality audits.

With regard to culture, we have undertaken an assessment,
which we hope to complete by the end of this month, to determine
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whether the agency is using the appropriate metrics and bench-
marks, and whether those metrics are driving the right behavior.
This assessment includes focus groups, including auditors, at all
levels to provide feedback.

In the meantime, we have emphasized through various venues
the need to perform quality audits, and that other factors, such as
metrics, budgets, due dates, or external pressures, should in no
way compromise audit quality. For example, August was declared
“Audit Quality Month.” Each location held a stand-down day to dis-
cuss audit quality and to resolve impediments to audit quality.

We plan to conduct an agency-wide survey to identify additional
cultural issues.

As mentioned earlier, we have ceased participation in Integrated
Product Teams to avoid the appearance of a lack of independence.

Finally, to address process improvements, we have increased the
number of management levels to resolve disagreements from two to
four. This raises the issue to the level of a senior executive, if need-
ed, and provides greater objectivity to the resolution process.

Based on our own quality assurance reviews, in February 2008,
we changed the signature authority for internal control audits from
the supervisory auditor to the field office manager. We have now
required managers to sign all reports, regardless of findings, which
should improve audit quality.

We expanded our next round of quality assurance reviews, which
started this month, to include additional offices and additional as-
signments.

We initiated an internal assessment of audit work at other loca-
tions to identify additional areas of improvement.

In addition, we have asked the DOD Inspector General to review
the actions we have taken on the specific 13 cases cited by the
GAOQ, in addition to assessing the issues involving the management
environment.

For all 13 cases, we have either completed additional audit work
or have assignments in process to mitigate the risk with the as-
signments the GAO determined did not comply with the auditing
standards.

In closing, Mr. Chairman, Members of the Committee, I want to
again underscore the seriousness with which DCAA is taking these
actions. DCAA is committed to ensuring that the agency is above
reproach.

I thank the Committee for the opportunity to come before you,
and I look forward to your questions.

Chairman LIEBERMAN. Thanks, Ms. Stephenson, for the serious-
ness of your response.

We will go now to questions. Let’s have 8-minute rounds since
there are only three of us here at this point.

Mr. Kutz, let me go to you here and ask you to answer the ques-
tion that, in a way, Ms. Stephenson raised, which is: Why did this
happen? I have heard some reference to the performance metrics,
which presumably put time pressure on auditors. But just to re-
peat, this is an audit agency with a pretty good reputation over the
years, and yet you have documented, and Mr. Heddell’s group and
the others have documented, some really outrageous breaches of
normal auditing standards.



18

Was it just the performance metrics? Or was something else hap-
pening here?

Mr. Kutz. Well, as she mentioned, there were independence
issues with several of these. Whether it be in fact or appearance
or both, we found independence was an issue with at least three
of these audits.

Chairman LIEBERMAN. OK. So define that a little more. What do
we mean by independence issues?

Mr. KuTrz. Well, the case that she mentioned was with a con-
tractor where there was an up-front agreement that if a certain
process was followed, they would get a favorable result. And DCAA
was commenting on what it was auditing at the end throughout the
process, and yet they gave an opinion on the final product. And
what she is saying now is they are going to back away from that
and really provide audit of the final product which will assess the
system.

In that particular case, the system could not produce reliable es-
timates, yet they gave an “inadequate in part” opinion, I think, on
that one.

Chairman LIEBERMAN. So was that because they were subject to
undue pressure from the contractor?

Mr. Kutz. I am not sure if it was pressure. Just the way the
process was set up in that particular case.

Chairman LIEBERMAN. And they went along with it.

Mr. KuTz. And they went along with it, yes.

Chairman LIEBERMAN. Yes.

Mr. KuTZz. And they have been doing it for years, as she men-
tioned. So that would be an example of the independence problem.

In other cases, there was pressure from contractors to have cer-
tain things happen, and reports were issued by supervisors that
had not reviewed working papers. She mentioned that there is
pressure for deadlines, and I think the reality is there is pressure
from contractors and the commands to help facilitate the process
rather than look out for the taxpayers, as these two witnesses to
my right have described. So independence was one of the issues.

You mentioned production. I think there is a difference between
production and productivity. There was a big focus on production
here, and I think productivity is——

Chairman LIEBERMAN. In other words, the number of audits that
would be——

Mr. KuTz. The number of audits and how many days were to be
spent on them rather than making sure that if there were signifi-
cant complex issues that there was plenty of time spent to resolve
them and issue the right report. If it was September and there
were issues, they would get a report out the door rather than re-
solve those issues. I think she addressed that also in her opening
statement in the way that they thought about this. So that was an-
other issue.

I think the other one in some of the locations was there was——

Chairman LIEBERMAN. Let me stop you there and just ask if you
have reached a judgment yet or you are going to wait until your
final report to reach judgment on whether these performance
metrics drive, time pressures, or whether the DCAA is under-
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staffed? In other words, one reason they may be under time pres-
sure is that they do not have enough personnel.

Mr. Kutz. Well, it raises a serious question when you are issuing
tens of thousands of audits with 3,500 auditors.

Chairman LIEBERMAN. Yes.

Mr. Kutz. Either you are not doing the right audits and you are
doing a lot of audits that do not have a lot of significance, or you
do not have enough staff. We have not taken a complete look at
that. I agree with you, Senator, that is something that needs to be
looked at——

Chairman LIEBERMAN. OK. Look further, then.

Mr. KuTz [continuing]. Because the dollars have gone up and the
number of staff has stayed flat or gone down. That raises ques-
tions.

Chairman LIEBERMAN. Go on with what you were saying.

Mr. Kutz. Well, the other one was inexperienced staff were not
being supervised on a daily basis. I think that was an issue, and,
again, I think they were stretched thin. It could get back to what
you just described. But inexperienced staff that came up with find-
ings and supervisors that did not have time necessarily to review
them on a day-to-day basis. So you get to the end of the audit, and
a bunch of issues have been raised. You do not have time to fully
vet them, so you just issue the report. The supervisor says, “Well,
those are not really good findings. I am going to delete them, and
I am just going to issue a clean opinion at the end of the day.”

So those are some of the kinds of things that I believe

Chairman LIEBERMAN. OK. That is helpful. You do not want to
reach a prejudgment where there are such amounts of money in-
volved here, of why changes were made to the benefit of the con-
tractors. I am just looking at that point of view. Was there any in-
dication of supervisors who were currying favor with the contrac-
tors in hopes of going through the revolving door to go to work with
the contractors? Is there any evidence of self-serving here in the
“inadequate” audits that you found?

Mr. Kutz. I think it is a high risk. We did not see it specifically.

Chairman LIEBERMAN. It is a high risk that it may be going on?

Mr. KuTz. Yes, it is a high risk because all the opinions changed
in the same direction, in favor of the contractor. We had 11 opin-
ions of the 14 that improved for the contractor. If some of those had
gotten worse, I would not be quite as suspicious. They all got better
at the end of the day. We did not see any specific evidence of
bribes, kickbacks, things like that.

Chairman LIEBERMAN. Right.

Mr. KuTz. But that does not mean it is not happening. I just do
not have any evidence that it is. But I think it does tie clearly to
the production focus and the inability to take enough time to fully
vet those findings. And it is easier to wash them away than to deal
with them.

Chairman LIEBERMAN. How about the other kind of pressure, a
different kind of pressure—which Mr. Hackler really referred to—
which is the satisfaction of the customer, the customer in the case
you mentioned being the Air Force, either because the Air Force
itself was in a buddy system with the contractor or because the Air
Force just wanted to get the job done and did not want it held up
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by some audit? Did you find evidence of any inappropriate pressure
by the Air Force on the auditing supervisors?

Mr. Kutz. Yes, I think we did see evidence of that. And, again,
you have a situation where the Department of Defense partners, in
effect, with these contractors. Sometimes it looks like DCAA gets
swept into that partnership. But they are the auditors. The audi-
tors cannot really be the partners in this whole situation.

So I believe there was some of that, and it raises a bigger issue
from an independence standpoint where DCAA is within the orga-
nization or whether there should be more independence of DCAA
organizationally. She talked about other issues, but I think organi-
zationally, they need to assess whether they are placed in the prop-
er place in the government.

Chairman LIEBERMAN. Am I right that right now they are under
the Comptroller of DOD?

Mr. KuTz. They are under the Comptroller, yes.

Chairman LIEBERMAN. So I hope that one of the other things
that you will take a look at and speak to us in your final report
is whether a move out of that line reporting to more independence
would help the Agency.

Mr. Hackler, do you have anything you want to add to this ques-
tion, this perplexing question about why the supervisors acted
badly here?

Mr. HACKLER. In my situation, it was personal ambition. I should
note that all of the individuals involved with every audit that was
looked at by the GAO are either retired or have been promoted. In
my situation, the directed audit opinion that I had to issue because
of a directed stance, the person has been elevated to the Senior Ex-
ecutive Service (SES) level.

Chairman LIEBERMAN. Yes. So the ambition was within the agen-
cy.
Mr. HACKLER. Yes.

Chairman LIEBERMAN. And the thought was that if you did not
cause waves with critical audits, you would be more likely to rise?

Mr. HACKLER. It is a common theme. It helps you with your
metrics.

Chairman LIEBERMAN. Yes.

Mr. HACKLER. Everyone looks good.
hChe;irman LIEBERMAN. Yes. Ms. Le, do you want to add any-
thing?

Ms. LE. In my opinion, I think there are two fronts. The first one
is that I think it is because of DCAA’s desire to be a partner with
the procurement offices, and in that partnership we want to have
customer satisfaction.

Chairman LIEBERMAN. Right.

Ms. LE. And that is the pressure. So that is up front.

Chairman LIEBERMAN. And, again, who is the customer there?

Ms. LE. The procurement offices or the officers.

Chairman LIEBERMAN. OK.

Ms. LE. And the second part of that is the personal ambition and
promotion within the agency, because the agency is so metric-driv-
en that anybody who would meet the metric will be promoted. And
like Mr. Hackler has stated, the people involved in the investiga-
tion, they have been promoted.
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Chairman LIEBERMAN. OK. I thank you. I will come back to this
issue, and maybe my colleagues will ask Ms. Stephenson about
why the supervisors who were criticized by GAO and the other in-
vestigations have either been promoted or retired and not dis-
ciplined. If my colleagues will allow me, let me ask you that ques-
tion just to wind this up because you spoke with real seriousness
about the Agency’s response to these allegations, and I appreciate
that. But here you have a situation where it seems to me that ex-
actly the opposite message is being sent to the people who were
criticized by GAO.

Ms. STEPHENSON. I understand that, sir, and I understand the
way that this appears. Most of the promotions, except for one, hap-
pened prior to the GAO report. There were no indications in those
promotions that they did not follow the merit promotion principles.
There was one who was promoted after the GAO report was issued,
a couple of days later. That particular promotion was reviewed
through the General Counsel’s office to determine whether it fol-
lowed merit promotion principles. In that particular case, it did.

Cha‘i?rman LIEBERMAN. You mean it was reviewed after the GAO
report?

Ms. STEPHENSON. Yes. However, on that particular promotion, I
would like to explain the person has not been put in their position,
and we recognize that there may be some additional findings that
will come out of the IG report that is due in January. And if there
are indeed additional actions that come out of that GAO report, we
will take the actions at that time.

Chairman LIEBERMAN. So that person has been promoted but not
placed in the position?

Ms. STEPHENSON. That is correct.

Chairman LIEBERMAN. And not given additional pay?

Ms. STEPHENSON. No, they have not.

Chairman LIEBERMAN. OK.

Ms. STEPHENSON. Now, I would say that we have been advised
by counsel that because the IG is performing a review of the man-
agement abuses and is looking into the actions of these employees
that were taken, we needed to cease on any disciplinary actions
that we took on those employees in case there are additional ac-
tions that need to be taken, and we would take them all at once
because you cannot discipline twice for the same action. So we have
been put in a holding pattern, and we are grateful to the IG for
taking on this action for us to bring objectivity to the process
versus us looking at ourselves, having the IG look at ourselves.
And I am committed that if there are actions that the IG finds
need to be taken, we will take those actions.

Chairman LIEBERMAN. OK. I appreciate that very much, and to
say the obvious, this Committee would like to be kept informed on
a very timely basis of what you are doing with regard to those su-
pervisors.

Ms. STEPHENSON. Absolutely, sir.

Chairman LIEBERMAN. Thank you. Senator Collins.

Senator COLLINS. Thank you.

Mr. Kutz, the DCAA has some 300 field offices, and we have
talked about the very disturbing findings that GAO has docu-
mented in three of those offices. But you are, at the Chairman’s
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and my request, in the midst of doing a broader assessment of
DCAA. Thus far—and I realize your assessment is still underway—
are you seeing the same kinds of troubling problems that we have
talked about this morning in other regions of the country in other
field offices?

Mr. Kutz. I would say in some cases, yes; other cases, not nec-
essarily. The abusive work environment one, for example, we have
not seen—although we were doing it more like a peer review, we
had specific allegations with respect to the 14 audits that we
looked at to this point. So it does not mean it is not going on, but
that does not appear to be as big of an issue.

The overall theme, some of the independence issues I talked
about, the lack of sufficiency of work, and a little bit of the chang-
ing of opinions, appears to be out there also. Ms. Fischer may want
to add a little more. She is leading that broader look.

Senator COLLINS. Ms. Fischer.

Ms. FiscHER. That is correct. We found the same types of prob-
lems with regard to support for the audit opinions and the drop-
ping of some findings in the work we have looked at across the var-
ious DCAA regions.

Senator COLLINS. And the independence issue, which to me is the
most troubling, are you seeing that?

Ms. FiscHER. We have seen some aspects of that with regard to
the effect of the metrics process where they would maybe do less
work than they should. That is one of the impairments to inde-
pendence if you do not allow enough time for the audit. We have
seen a hesitancy to disclose, maybe in a report, that there is an on-
going fraud investigation. We have some questions about the low
number of fraud referrals coming out of some of the work across
the offices, that kind of thing.

Senator COLLINS. We will be looking forward to the results of
that more comprehensive review because I think a fundamental
issue that has been raised this morning is whether DCAA has suf-
ficient insulation and independence within the Department of De-
fense. This whole debate reminds me very much of when some of
the major accounting firms became too close with their corporate
clients and lost their independence and objectivity a few years back
when the corporate accounting scandals broke. And it seems to me
that what we are hearing over and over again is that DCAA sees
as its customer not the American taxpayer but the program man-
ager or the procurement officer or in some cases perhaps even the
defense contractor.

So I think it is premature for us to reach a conclusion on that,
but that is an issue that I think we should take a look at of wheth-
er or not it is a mistake to have DCAA within the Department of
Defense. Maybe it needs to be pulled out to be more independent
of the program manager, the procurement officers, and even the
contractors themselves. And that is something that I would like
GAO to take a look at as you come back to us with your rec-
ommendations.

Ms. FIscHER. Yes, we are taking a broader look at that whole en-
vironmental picture.

Senator COLLINS. Mr. Heddell, I found your testimony troubling
and surprising this morning on a couple of counts. First of all, the
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IG’s office completed a review of DCAA in May 2007, and it basi-
cally said that the quality and the compliance with established
policies, procedures, and applicable auditing standards were ade-
quate. And yet at the same time, other DOD IG personnel were in-
volved in assisting the GAO with an investigation of these 14 au-
dits that we have discussed today.

How could DOD IG conclude in its report dated May 1, 2007,
that DCAA passed the review and that its procedures were satis-
factory, when at the same time your office knew of these question-
able audits on the West Coast offices?

Mr. HEDDELL. Well, I think that is a very important question,
Senator Collins, and I will try to give you what I hope will be a
satisfactory answer.

We are talking about two different things that were occurring
here. The hotline investigation, which was initiated as a result of
a November 13, 2005, complaint, which identified 10 audits in two
specific offices in southern California—Huntington Beach and
Sanlta Ana—and that initiation was a criminal investigation en-
tirely.

The external peer review that you are referring to, which was re-
ported on May 1, 2007, was a broad review, had a totally different
scope and totally different approach—one being more of an audit,
the other being a criminal investigation. And the time periods that
were covered are different. The hotline investigation looked at 10
audits that were conducted between 2002 and 2005. The external
peer review that we reported on in May 2007 looked at fiscal year
2006. So you also had two different time periods.

In addition, in the criminal investigation we were focused on su-
pervisors, managers, and auditors in a very limited geographic
area, as I indicated. In the external peer review, we were looking
at five DCAA regions coast to coast, as well as their field detach-
ment that looks at classified information. So one was very broad.
The other was very narrow and very focused.

Now, the reality is that criminal investigators were using the as-
sistance of auditors, and it was through their assistance that we
were able to identify and say that all 10 of those audits out in
Santa Ana and Huntington Beach were deficient. And the auditors
were conducting their peer review with the general knowledge of
what had been discovered and was known out in southern Cali-
fornia. So there was a general knowledge, but the results are dif-
ferent because it is two different focuses. Again, the focus out in
southern California was on whether or not the opinions were cor-
rect and whether the working papers were supported. The focus in
the peer review was whether there were significant deficiencies
that were enough to indicate that material deficiencies adversely
affected the overall system of quality in DCAA.

The professional and collective opinions of the audit staff that
conducted that peer review that they reported on in May 2007 had
the opinion, when everything was said and done, that, in fact, the
structure in place at DCAA during fiscal year 2006 was such as to
be acceptable according to government auditing standards.

Now, if I could just add one other quick thing, the fact of the
matter is even though I think that it is reasonable to say you could
have two different results, I believe that in our look at this thing,
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we were a little off on this because I think that the Office of In-
spector General unfortunately failed to get its arms around the
broader issue here. So it is a matter of an organization being fo-
cused audit-wise, being focused criminal-investigation-wise, but the
broader organization did not pull it together. I am not saying there
would have been a difference, but I think it was a weakness within
the Office of Inspector General.

Senator COLLINS. Thank you. In my next round, I want to get
back to the handling of the complaint and the 3-month delay in re-
ferring it and your comments about Hurricane Katrina. Obviously,
the DOD IG was involved in the fraud investigations given that the
Army Corps of Engineers had a number of the contracts for the
blue tarps, for water, and for ice. But I am alarmed at what you
said today, but I will get into that in a second round.

Thank you.

Chairman LIEBERMAN. Thank you, Senator Collins.

Thanks, Senator McCaskill, for being here and for the support
that you and your staff have given this particular investigation and
the preparation of this hearing.

Senator McCASKILL. Thank you, Mr. Chairman. And for pur-
poses of managing my time, will we have more than one other ad-
ditional round? Because I obviously could be here for hours, and I
wanted to take a couple of minutes to put something in the record
before I began. But I will not waste that time if-

Chairman LIEBERMAN. My expectation was that we would have
at least one more round. If you want more time than that, I may
just leave you here. [Laughter.]

Senator MCCASKILL. That would be great. Check back in tomor-
row.

Chairman LIEBERMAN. And require the continued presence of the
witnesses.

OPENING STATEMENT OF SENATOR MCCASKILL

Senator McCASKILL. OK. Thank you, Mr. Chairman, very much.

Back in 1986, when I was a young attorney, I remember hearing
about $400 hammers and $600 toilet seats. And like most Ameri-
cans at the time, I thought, how in the world does that happen at
the Pentagon?

Now, after spending a great deal of my professional life as an
auditor, I understand why it could happen at the Pentagon. I have
had some sleepless nights after I read this GAO report, not because
what was in the report was so incredibly unbelievable—that is
true—but more the response of the foundational organizations
within the Department of Defense and government oversight that
have failed.

There are so many failures that are wrapped up in this hearing,
it is hard to know where to begin. And I have to disagree with you,
Inspector General, about peer review. I fundamentally understand
what peer review is. There is a dramatic failure of peer review in
this instance. Peer review is all about seeing if the systems are
adequate in terms of working papers supporting findings. What an
auditor must do is find the facts supported by working papers. It
is just that simple.
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And if we have instances—I do not care if they are in southern
California or in a small town somewhere in the Midwest. If we
have instances within an auditing agency where someone is ignor-
ing working papers and changing findings, a peer review ought to
find it, and a peer review ought to call it out. That is what they
are there for. That is the only reason a peer review is there, to ex-
amine the fundamental strengths of the auditing processes. They
are not there to cast judgment on individual findings or individual
scopes or individual priorities that an agency may set.

And so I certainly respect your record as an Inspector General
at Labor, and I know you have walked into a hornet’s nest. And
I am hoping that in the time I spend here, eventually we will get
to a point in a hearing where I feel really good about the DOD IG.
I am a long way from there right now.

I want to commend the auditors. You are heroes. You did not go
into this line of work for the money, and you certainly did not go
into it for the glamour. This is hard stuff. It is complicated. It is
so complicated that it is very hard for Congress to have longer than
a 5-minute attention span, which is one of the reasons why we
have continually had the astronomical numbers of waste, fraud,
and abuse at DOD and the Pentagon because it is hard. And as you
can see by the attendance at this hearing today, it is not glamorous
on this side either.

So I want to really commend you, as a 17-year auditor, as two
people who realize that the absolute foundation of what made you
feel good about coming to work was shaken because you were not
coming for the money and you were not coming for the glamour.
You were coming because you fundamentally believed that when
you found problems, they were going to be exposed.

Now, the response to the audit was wrong. The fact that people
who are responsible for this have been promoted or have retired is
ridiculous on its face. It is ridiculous on its face that anyone who
was involved in this has been promoted. And nobody in America
gets it, how you can promote somebody who was involved in this.
And we are going to try to get to the bottom of it before this is all
over.

I appreciate you, Ms. Stephenson, for coming to my office and
spending the time with me that you have. And I have a specific
question about that before I finish.

I think at the root of this problem is a phony baloney perform-
ance metric. We need to get to the bottom of the Office of Manage-
ment and Budget (OMB) and these performance metrics, and this
is something I would like to talk to you about, Mr. Chairman.
When you have performance metrics, there are pages here—and I
have read every word—about how great DCAA is doing. And do
you é{{)now there is one paragraph about how much money they
saved?

This was all about making sure that somebody looked good up
the line in terms of how many hours they were spending on an
audit and, second, about pleasing the contracting people at the ac-
tive military. That is all this was about. And, by the way, this says
they are doing great at pleasing their client, which is, in fact, the
people who enter into contracts in the Air Force, the Army, and all
those places; that they are showing that they are cheaper than out-
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side auditors so nobody needs to worry about getting privatized;
and that they are doing a lot of audits in a few amount of hours.

Now, by the way, multi-billion-dollar contracts are where it
should take a lot of time. This is hard. Most of us do not even un-
derstand all the intricacies of these contracts. Congratulations that
you do. You have given the best explanation of lot pricing I have
ever heard, and I am on the Armed Services Committee.

So, this is really fundamentally broken. The culture is broken,
the performance metrics are broken, and the oversight is broken.
And we have got to get it fixed. We have enough money, if we
scrape the surface, to bail out all the Fannie Mae’s and Freddie
Mac’s in the world if we would just get serious about this.

Let me start, if I can, with the most difficult question I have to
ask today. Ms. Stephenson, I hate to put you on the spot, but this
is your job. You and I met in my office, and I have been impressed
at your willingness to acknowledge that your response to the audit
was inadequate, that there is a serious and substantial problem
here, and you pledged to me that you wanted to work with me and
my staff to do the best job you could getting it fixed.

I have heard troubling rumors since our meeting that you have
been instructed by Tina Jonas not to talk to me or meet with me
again. Is that true?

Ms. STEPHENSON. No, ma’am. It is not true. My understanding
is that we met with the staffers on August 20, and that we have
been providing weekly updates on the actions that we have taken.
I, at no time, was instructed by Tina Jonas not to meet with you.
I was told in various instances that we would meet with the staff-
ers. I apologize, ma’am, if you wanted me to come back to you.

Senator McCASKILL. No. I was told by people—I mean, you can
imagine how my phone is ringing off the hook. And we received in-
formation that Tina Jonas instructed people around DCAA, includ-
ing you, that they should not have contact with my office. And I
wanted to find out if that rumor was true or false.

Ms. STEPHENSON. That rumor is not true, ma’am.

Senator McCASKILL. OK, great. That is the best news I have
heard all day.

Let me ask you, because my time is almost up on this round, In-
spector General Heddell, have you done any investigation as to the
people under your supervision who exposed the whistleblowers? Do
you know who those people were that exposed Ms. Le?

Mr. HEDDELL. Well, it is not—the answer to that is it is not as
simple at that. If T could take a minute, I would be more than
happy to try to address that.

Senator MCCASKILL. OK.

Mr. HEDDELL. With regard to your earlier remarks, Senator
McCaskill, T do not think you and I really disagree. I appreciate
your remarks, in fact.

First of all, I would like to say thank you to Ms. Thi Le because,
frankly, being a law enforcement professional for most of my life,
we depend on people who will come forward.

Senator MCCASKILL. That is exactly right.

Mr. HEDDELL [continuing]. And who will talk to us. And she did.
And there is a lot more that I could say that is very positive about
what she has done for us.
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Let me explain what happened in this situation, however, and it
probably is a situation that needs to be fixed. But here is the case.

There was a 3-month delay in handling that hotline complaint.
It came in on November 13, 2005. It was not handled until Feb-
ruary 8, 2006. As I indicated in my statement, the Department of
Defense OIG hotline became the fraud hotline for the entire Fed-
eral Government between September 2005 and March 2006. During
that time we took in almost 10,000 Katrina and Rita hurricane-re-
lated allegations. In addition to that, we took in our regular allega-
tions, which were about 8,000, so tremendously overtaxed. And
there was a priority system in place that said that we would only—
that we would for the most part address life-threatening issues and
senior official issues. And that is why the delay.

Now, routine hotline referrals that we get—and I emphasize the
term “routine”—the way that they are handled is they come in, and
as long as they are routine, they are referred to a DOD agency, in
this case DCAA. The Department of Defense has a hotline pro-
gram, and they have very formal instructions under DOD Instruc-
tion 7050.01, and those instructions say that when hotline referrals
come in, they are required to have a process in place whereby they
independently review and report on the nature of the hotline. And
it goes on to say that maximum emphasis must be given to protect
the identity and the confidentiality of the person who calls in or
provides the information.

Now, in this particular case, the hotline referral came in and was
treated routinely, and, of course, with regard to all the major issues
that were occurring at that time—and I could go down the list—
that particular hotline complaint was treated as a routine matter
and, like all routine matters, it went to the agency involved, with
the exception—we have three exceptions: If it involves a senior offi-
cial, if it involves reprisal, or if it involves criminal activity. And
that particular hotline complaint was judged not to have any of
those three attached to it at that point in time. But it also was
judged to be routine, and, therefore, it was referred to DCAA.

Now, I will tell you, I think we misstepped on that one because,
in my opinion, anytime something comes in that involves DCAA, as
important an organization as it is—and when you think about what
it does—I think we should have taken that. I think we should have
kept it—we, the Office of the Inspectator General (OIG)—and we
should have worked it ourselves.

Fortunately, within 30 days of referring it to DCAA, we realized
anl():l Wlf were able to get back on track with that thing, and we took
it back.

Senator MCCASKILL. But it was only because Ms. Thi Le com-
plained to Criminal Investigations.

Mr. HEDDELL. Yes, ma’am.

Senator MCCASKILL. If she had not done anything more, nothing
may have happened.

Mr. HEDDELL. I do not deny that is probably what would have
happened—nothing—at least for a while.

But here is the thing. What I outlined for you is the system for
handling routine complaints because there are thousands of them
that do come in. Unfortunately, in this particular case, it was re-
ferred to DCAA.



28

Now, the complaint itself did not specifically identify any one
person, but having said that, I can tell you as a trained investiga-
tion, I think I could have looked at that, and I think I could have
figured it out. We made a mistake on that. And I feel badly be-
cause, as I said, we rely on people like Ms. Thi Le to help us out.
I think the system could be improved there.

Senator MCCASKILL. Thank you for acknowledging the mistake.
Thank you, Mr. Chairman.

Chairman LIEBERMAN. Thank you, Senator McCaskill. We will
now do a second round of 8 minutes.

Ms. Stephenson, in terms of the response, we talked about what
has happened to the supervisors who were criticized, but let me go
now to the actual audits. According to the GAO report, since being
briefed on the results of that report, you have rescinded three of
the audits and performed three other new audits that resulted “in-
adequate in part” opinions. But that still leaves more than half of
the questionable audits untouched.

Is DCAA itself re-examining those audits?

Ms. STEPHENSON. Oh, absolutely, sir. For all 13 cases, we have
analyzed what the issues were with those cases, whether they be
an estimating system, whether they be a billing system, where ad-
ditional testing needed to be done. But all 13 have had additional
audits either in process or completed. Most are in process as of this
time.

Chairman LIEBERMAN. So you have rescinded three, issued “inad-
equate in part” opinions on three. So on the remaining seven you
are in review of those now?

Ms. STEPHENSON. It is actually more than that, sir. There were
13 cases, and for some of them there are two to three additional
audits that we are doing because the issues that may have been
called into place may have been in various areas and not just one
audit, although the audit that the GAO looked at was one audit.
So we expanded it where we needed to, to ensure that we had the
appropriate coverage.

Chairman LIEBERMAN. So, bottom line, none of the audits that
are i;l question and found wanting are being left sitting as they
were?

Ms. STEPHENSON. No. In fact, contracting officers have been noti-
fied of the GAO’s findings on those reports, and they have been
told not to rely on the results in those reports. And they have been
given the timeline for the additional audits that will be performed.
We did not want a contracting officer that was holding those re-
ports to be acting on the findings.

Chairman LIEBERMAN. Let me go to Mr. Heddell for a question,
but it raises an issue I want to come back to you on. Mr. Hackler’s
testimony alleges a very costly flaw in a contract with Integrated
Defense Systems, a Boeing subsidiary, for satellite launch capabili-
ties. And as you know, his allegations have now been substantiated
by GAO.

I wanted to ask you what your office is doing to follow up on the
audit and if there is any recourse—and this is where I will ask Ms.
Stephenson to join you in answering—for the taxpayers for what
sounds to me like an unjustified payment of $270 million of tax-
payer money.
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Mr. HEDDELL. The answer to, I think, the core of your question
there is, with regard to the Inspector General, we have two initia-
tives ongoing at this point, Mr. Chairman. One is an investigative
initiative relative to senior officials.

Chairman LIEBERMAN. Right.

Mr. HEDDELL. Another one is an audit initiative to take a look
at what happened, to try and identify the problem. At least in my
opinion, the more important question that you are asking, I think,
is what is happening here, and why is this happening.

I think for one thing—and this is an opinion—I think there is—
appropriately, there is a lot of emphasis on what are called gen-
erally accepted government auditing standards. I think those are
extremely important. I am not an auditor. My professional back-
ground is more in the leadership and management area. But I
think the issue is more about leadership than it is about auditing
standards. And I think that is where

Chairman LIEBERMAN. Leadership right to the top.

Mr. HEDDELL. Leadership to the top.

Chairman LIEBERMAN. To Ms. Stephenson in this case.

Mr. HEDDELL. Well, it is not just Director Stephenson. I am talk-
ing about a much broader subject. The Department of Defense, its
budget has doubled in recent years, as you know better than I do.
And the number of procurements has skyrocketed. The number of
life-threatening issues that the Department deals with—and you
are not talking millions anymore. We are talking billions.

Chairman LIEBERMAN. Sure.

Mr. HEDDELL. And the fact of the matter is that leadership is,
in my opinion, the real issue. And who is important? Only the tax-
payer can be viewed as the customer.

Chairman LIEBERMAN. Yes, that is the customer.

Mr. HEDDELL. So I think our focus has to be on how do we lead
better. For instance, I know that DCAA has an internal audit peer
review that they do themselves, but I think the focus is more on
audit than it is on management.

Chairman LIEBERMAN. Let me interrupt you, with apologies, be-
cause my time is running. Is there anything that the government
could do to recover money improperly spent as a result of these in-
adequate audits?

Mr. HEDDELL. Well, yes, sir. The government through audits that
we conduct recovers millions of dollars every year. In fact, a lot of
the semiannual reports of the Inspectors General, which, by the
way, come out at the end of this month, will show the amount of
monetary recoveries they have made over the past 6 months.

Chairman LIEBERMAN. So are you pursuing any monetary recov-
eries in any of these cases, including——

Mr. HEDDELL. Yes, sir.

Chairman LIEBERMAN [continuing]. The one Mr. Hackler referred
to.

Mr. HEDDELL. Well, I cannot speak to that one because we are
not finished yet, sir.

Chairman LIEBERMAN. OK.

Mr. HEDDELL. But I can say that in some of the others, yes.

Ms. STEPHENSON. Sir, can I speak to that?

Chairman LIEBERMAN. Please do.
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Ms. STEPHENSON. As far as the recovery?

Chairman LIEBERMAN. Yes.

Ms. STEPHENSON. That is one of the 13 cases, and that is an in-
stance where we do have a recovery mechanism under the Cost Ac-
counting Standards. Under the Cost Accounting Standards, if a
contractor is found to be noncompliant, you can retroactively go
back to when that contractor started that practice and request
recoupment from the contractor. That is a public law. We are in the
process of performing audits under the Cost Accounting Standards
on those particular issues and those accounting practices to deter-
mine whether that contractor is indeed compliant or not. So I be-
lieve that is a remedy which we could have.

Chairman LIEBERMAN. Good.

Ms. STEPHENSON. Second, if I could clarify that situation as well,
and I certainly appreciate Mr. Hackler and Ms. Le being here
today, especially Mr. Hackler in talking about the issues with the
Evolved Expendable Launch Vehicle (EELV) program. I know that
has taken a lot of courage for them to come forward, and I do want
to thank them.

Chairman LIEBERMAN. I want to ask you something about that
while you are at it.

Ms. STEPHENSON. Sure.

Chairman LIEBERMAN. Will you promise that you will do every-
thing you can to make sure that Mr. Hackler and Ms. Le are not
in any way harassed or punished as a result of their whistle-
blowing?

Ms. STEPHENSON. You have my personal commitment on that,
sir, because I know it did take a lot of courage for them to come
forward, to continue coming forward, and to not let loose of their
convictions as to the issues and the concerns they have about their
agency.

Chairman LIEBERMAN. Yes, I agree. They are heroes, as Senator
McCaskill said, and both of them feel that they have suffered as
a result of blowing the whistle. So we are going to count on you
to make sure, as the Director of the DCAA, that any harassment
stops.

Ms. STEPHENSON. Absolutely, sir.

Chairman LIEBERMAN. Go ahead with your answer.

Ms. STEPHENSON. I just wanted to clarify. On the EELV pro-
gram, which was a very complex program for all involved, including
us, as technical as we are with auditors, there was a certain
amount of the cost that was put forward as being questionable.
There was another part of the cost on which we were not able to
render an opinion because of the way in which the contractor’s ac-
counting records were maintained. And I know that was a point of
disagreement as to whether that additional amount that stemmed
from the way in which the costs were accumulated under portions
of the contract prior to it having to comply with the Federal Acqui-
sition Regulations and the accounting standards. And I realize that
was a point of contention, and it did get raised up several levels
to management within the region where they made a decision they
did not feel that there was enough information in the accounting
records of the contractor, given the way in which they had put the
records together, in order to express a clear opinion that this was
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questionable. Rather, they set the costs aside in the report and
stated that this was an area that appeared to be allocable to the
government. We did it as what is called a “qualification” under the
auditing standards, which is when you do not have enough infor-
mation to express an opinion. We also asked the Air Force in that
report not to conclude negotiations until it had assessed this situa-
tion.

As I said, I completely understand Mr. Hackler’s concern with
this and the need to have completely questioned all of it as opposed
to saying, well, for part of it we just may not have had the type
of information necessary in order to express that opinion. And I
think that is something we are going to look at closely as we go
forward as to how aggressive we are in situations where there is
a lack of information. Perhaps that could have been handled better.

What I can give you is the commitment here today is we will
complete those audits under the Cost Accounting Standards, and
we will continue to work with the organizations—it would be the
Defense Contract Management Agency and the Air Force—that if
we feel recoupment is necessary, we will work with those organiza-
tions and work toward that recoupment.

Chairman LIEBERMAN. Good. Thank you for that. My time is up.

Senator Collins.

Senator COLLINS. Thank you.

Mr. Heddell, you answered a lot of my remaining questions when
the Senator from Missouri was talking to you earlier, but I want
to clarify one point which is still unclear to me.

When the complaint came in from Ms. Thi Le, did the IG mistak-
enly forward back to DCAA her personal information or identifying
information? Or was it just a case that anyone could figure it out
because of the contract and the nature of the complaint?

Mr. HEDDELL. The complaint that came in on November 13,
2005, came in with the name of a person who is not sitting at this
table, or at least not with the name that was put on the complaint.
So the complaint came in with a name that is not sitting here
today. But the complaint did list potential witnesses, and Ms. Thi
Le was listed as a potential witness, among others. And the com-
plaint was deliberately—and I do not mean maliciously, but “rou-
tinely”—forwarded on February, 8, 2008, to the DCAA.

Now, to the best of my knowledge, the DCAA management han-
dled that complaint properly. I do not know that they divulged her
name, but I do know this: That if you read the complaint, it would
hlave been pretty easy to figure out who probably made the com-
plaint.

So it was the system. It was followed. But, unfortunately, that
complaint was treated routinely, and that is why I said in my opin-
ion 1t should not have been routine.

Senator COLLINS. I was just going to say, that is a problem in
and of itself, as you have conceded.

Ms. Stephenson, I want to talk to you about DCAA’s cooperation
with investigators, whether it is from GAO, the Defense Criminal
Investigative Service, or the IG’s office. In the case of Thi Le,
DCAA issued an extremely broad and restrictive memo—you could
look at it as a gag memo—that directed her not to provide docu-
ments to the GAO or anyone else. And the memo also cautioned
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that if she did provide documents, she could be punished and even
lose her job. In fact, Ms. Thi Le testified today that she was threat-
ened that she could be prosecuted, that it could be criminal theft.

What are the rules that DCAA has now on cooperating with out-
side investigators as far as access to documents?

Ms. STEPHENSON. Let me answer this in a couple of ways, if 1
may, if I can first explain the letter that was issued in August
2007. I could say the tonal quality of that letter should have been
improved. However, the intent of that letter was to protect the doc-
uments that were contractor proprietary documents. And it is with-
in DOD policy and DCAA policy that we have to protect those docu-
ments. I do not think we had a clear understanding within our
General Counsel’s office at that time what those documents were
going to be used for, and we used a blanket statement that is given
when people are preparing cases and perhaps providing documents
to third-party attorneys.

I am not saying that was right, but that is what the intent of
that letter was to do, to protect the contractor proprietary docu-
ments.

However, at no time was there any restriction in Ms. Le giving
the list of documents that the Office of Special Counsel or any
other investigative agency would want. In fact, she did, and we did
turn those documents over to the Office of Special Counsel. And we
would continue to do that. It is my understanding that the Office
of Special Counsel has the documents which they need. So at no
time are we saying that they cannot give the documents that can
be requested by the Office of Special Counsel. We did indeed turn
those over.

However, in looking at this in hindsight, in looking at what was
going on at that time, we may not have fully realized the intent
of what Ms. Le was wanting with those documents and that it was
solely for an investigative organization and not for personal use.
And so I look back on that and say we could have handled this bet-
ter. And we have changed our policy for the cooperation with inves-
tigative organizations which——

Senator COLLINS. Let me stop you for a moment to clarify a cou-
ple of points. The General Counsel’s office knew that there was an
ongoing investigation. Correct?

Ms. STEPHENSON. It is my understanding, yes.

Senator COLLINS. So this is not a case of protecting proprietary
information from a corporate competitor or from an employee who
is going to misuse it for personal purposes. This was a restriction
that was imposed that prevented Ms. Le from cooperating with
government investigators. How can that be proper under any cir-
cumstances? And how could the General Counsel’s office have pos-
sibly thought it was related to protecting proprietary information?

Ms. STEPHENSON. Ma’am, in hindsight we could have handled
that better. We should have

Senator COLLINS. Well, I am finding this troubling, especially
since when you were giving your explanation, Ms. Le was shaking
her head. So I want to go to her now.

How did you interpret the memo that you received, which was
signed by your supervisor but was, in fact, drafted by a DCAA at-
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torney telling you not to distribute or share any of these docu-
ments? What was your interpretation? !

Ms. LE. My interpretation was that if I did that, I would be pros-
ecuted and lose my job. But let me take this opportunity to clear
up some issues here.

I think Ms. Stephenson was misinformed. What triggered that
memorandum was that I was asking my supervisor to allow me
some time to respond to the OSC investigator in the investigation
of my whistleblower complaint. I asked for some time to prepare.
Then the next day, my supervisor gave me a memorandum saying
that I cannot provide any documentation generated by a govern-
ment computer, and I asked her specifically, and she told me in-
cluding internal e-mails between me and my supervisor and my job
performance evaluations, in which I do not think there is any con-
tractor proprietary data right there, to any investigative unit, in-
cluding the OSC.

So, clearly, at least my management at my office understood that
I was not about to give away any contractor proprietary data to
outsiders, but to respond to the OSC investigation.

Senator COLLINS. Office of Special Counsel.

Ms. LE. Yes.

Senator COLLINS. Mr. Kutz, what is your view on this? Did you
have a difficult time getting access to documents were part of this
investigation?

Mr. Kutz. I will let Ms. Fischer answer that, but I think overall
we got some cooperation. There were some people, though, as I
mentioned in my opening statement, that were scared to meet with
us and actually met with us off site because they did not want peo-
ple at DCAA to know that they were talking to GAO. But I will
let Ms. Fischer answer that in more detail.

Senator COLLINS. Ms. Fischer.

Ms. FisCHER. Yes, Mr. Kutz is correct. We did end up meeting
with about three auditors off site. Some auditors were afraid to
talk to us, the younger junior auditors. One trainee was just about
in tears when she got in the conference room to meet with us, and
we just let her go.

We actually phoned some auditors that we were told were willing
to talk to us before we went out in person for interviews, and they
suggested very strongly that we needed to do our interviews in con-
fidence, that the auditors would be afraid to talk to us if their su-
pervisors or managers were sitting there in the room. And that is
why we handled the interviews in a confidential manner. But they
were told not to give us any working papers or bring anything into
the room, that everything had to go through their management.
And as a result, their management would know what they wanted
to give us to explain the audit issues, and they were afraid to do
that. But we feel we saw enough documentation through the work-
ing papers we reviewed to support what we were concluding in our
investigative report.

In Ms. Le’s case, of course, we never got that gag order memo
because she could not share it with us.

1The memorandum for Diem Thi Le appears in the Appendix on page 102.
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Senator COLLINS. Thank you. Let me just wrap this up because
my time has expired. I would like to have Mr. Heddell, just as an
experienced IG, comment on this issue, and then, Ms. Stephenson,
I am going to ask you for a commitment to issue a clarifying memo
or some sort of direction making very clear that when the inves-
tigation is from another Federal entity

Ms. STEPHENSON. Yes, ma’am.

Senator COLLINS [continuing]. This is entirely different.

Ms. STEPHENSON. Absolutely, ma’am, and that was unacceptable.
And as I say, in hindsight that was unacceptable. I did not realize
until Ms. Le just said right now that it was appraisals and other
information that would not have contained contractor proprietary
data. She should have been allowed to turn that over, no questions
asked. I sincerely apologize to her that she was put in that situa-
tion.

Senator COLLINS. Thank you. Very briefly, Mr. Heddell.

Mr. HEDDELL. Yes, ma’am. Very briefly, there are three control-
ling points of authority here, I think, from an IG’s point of view,
the first being the Trade Secrets Act, which does not prohibit whis-
tleblowers or people who want to provide information from pro-
viding it to the Office of Special Counsel, as long as it is properly
marked. And the second thing is the Whistleblower Act. It pro-
hibits reprisal against anyone who provides information to the Of-
fice of Special Counsel. The third being the Department of Defense
policy itself, it does not prohibit the release of contractor propri-
etary information to the Office of Special Counsel.

And the only other thing that I would add, having read that
memo, I think the threatening tone of that memo goes beyond the
simple caution that might have been required here. And I think
clearly it could have been interpreted as an attempt to intimidate.

Senator COLLINS. Thank you. Thank you, Mr. Chairman.

Chairman LIEBERMAN. Thanks, Senator Collins. Am I correct in
assuming you do not have any more questions?

Senator COLLINS. Correct.

Chairman LIEBERMAN. So I am going to stay a while, but, Sen-
ator McCaskill, you are free to go on, honestly, as long as you
want. You bring a lot to this.

So I would just like to say, before I turn it over to Senator
McCaskill, thank you to the witnesses. This is exactly the kind of
oversight that this Committee was created a long time ago to do,
to protect taxpayer money. But I would say that we could not do
this kind of hearing without, first, the guts of Ms. Le and Mr.
Hackler, and then the very good professional work of Mr. Kutz, Ms.
Fischer, Mr. Heddell, and now the response of Ms. Stephenson, be-
cause ultimately we are not here to play “gotcha.” We are here to
fix what is wrong. So we are going to stay with this and ask for
regular reports from you. We have a final report coming from GAO
sometime later this fall or early winter. And we are open to as
much as you can do to correct the problem we have found in DCAA
administratively and to consider also legislative fixes that may be
necessary, including the possibility of separating DCAA from the
Comptroller at DOD.

I would also say, just by way of the normal announcement, that
we are going to keep the hearing record open for 15 days for Mem-
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bers of the Committee to submit additional questions to you, if they
have them, or for you to add to the record yourselves. But I thank
you very much.

Senator McCaskill, it is all yours. Thank you.

Senator MCCASKILL [presiding]. Thank you, Mr. Chairman. I ap-
preciate the opportunity.

I have three major areas I want to cover before we conclude
today. One is the most important area, I think, and that is, whis-
tleblower protection. The second is performance metrics and how
debilitating they have been to oversight within DCAA. And third
is the most important issue, I believe, going forward, and that is,
accountability for what has happened and what happens in the fu-
ture to people who have been involved in this sordid, unbelievable
story of failure in terms of an auditing agency.

Let me start with whistleblower protection. First of all, Ms. Ste-
phenson, there are many things that you have done since I read
the GAO report that I admire, and I will be honest with you. It is
not going to surprise me if you are a fall guy here. It is not going
to shock me if you are the one that is removed and no one else is.
That would be wildly inappropriate, but I am beyond being sur-
prised at this point. And part of me thinks you did have some man-
agement failures. You should not have responded to the GAO
audit, as we have discussed, the way you did. For any auditor look-
ing at that GAO report, I mean, we are talking about serious si-
rens, bells, and whistles all going off at the same time. If I had got-
ten a report like that of my audit agency and I was in charge, I
guarantee you my response would have been much different than
yours was. And you and I talked about that, and you have acknowl-
edged that.

And I thought we were turning the corner in part of your testi-
mony today until you actually had the nerve to say that the gag
order had something to do with proprietary information. Let me
read you the first paragraph of the memo that Ms. Thi Le received.

“On August 28, 2007, you sent an electronic message to me con-
cerning certain agency documents in connection with an auditing
assignment you previously performed work on. You stated your
purpose for searching these materials was to assist you in pre-
paring a complaint to the Office of Special Counsel.”

So in the lead of the memo, Ms. Stephenson, there is acknowl-
edgment by this supervisor that the reason Ms. Thi Le wanted this
information had nothing to do with protecting Boeing, Lockheed, or
any of these guys. It had everything to do with protecting the in-
tegrity of the agency she worked for.

Now, here is the most amazing part of this gag memo: “You may
not access such agency documents for any private purpose, includ-
}‘ng the pursuit of any complaints or other proceedings in any
orm.”

Now, this is textbook whistleblower abuse within the most im-
portant audit agency in government when it comes to the massive
amount of spending in the Department of Defense and our active
military.

Now, my question to you is: First, who drafted this ridiculous
memo of August 31, 2007? Who drafted the language? Do you
know?



36

Ms. STEPHENSON. My understanding is it was an attorney in our
General Counsel’s office. I am not sure specifically which attorney.
But it was an attorney in our General Counsel’s office.

Senator McCASKILL. OK. I want to find out if they have retired
or been promoted.

Ms. STEPHENSON. I will get back to you on that, ma’am.

Senator MCCASKILL. Most importantly, I would like to know if
disciplinary action has been taken against him. As a lawyer in the
Department of Defense, if he actually had the nerve to threaten
someone for responding to a complaint, he really has abused his
law license.

Ms. STEPHENSON. It was wholly inappropriate, in the context of
the investigation of the Office of Special Counsel, to in any way in-
hibit an employee from providing documents, interviews, or in
other ways interacting with those investigators. Wholly inappro-
priate, ma’am.

Senator MCCASKILL. I would like to know who drafted the memo,
who reviewed the memo before it went to Sharon Kawamoto, who
signed it; how far up in the counsel’s office did it go; because if this
was approved by the lawyers in the DOD counsel’s office, knowing
what she wanted the documents for, then we have a really “rotten
in Denmark” situation.

Ms. STEPHENSON. Ma’am, I do not believe it went outside the
agency. I will indeed confirm on that, but I do not want to impli-
cate

Senator MCCASKILL. No, I just want to know everyone who knew
about the content of this memo——

Ms. STEPHENSON. I will definitely get that information for you.

Senator MCCASKILL. And where is Sharon Kawamoto right now?

Ms. STEPHENSON. She is, I believe, a supervisor in the Santa Ana
branch office.

Senator MCCASKILL. Has she been promoted since she signed
this memo?

Ms. STEPHENSON. She is the individual who is awaiting the pro-
motion.

Senator McCASKILL. OK. And I have to understand this notion
that she could get promoted. Explain to me what is it in the byzan-
tine personnel policy that allows you to threaten someone who is
trying to expose abuse in an audit agency and she cannot get pro-
moted, but somehow the rules say you have to promote this
woman, after we know she is a supervisor who participated in the
problem?

Ms. STEPHENSON. Ma’am, I do not think that Ms. Kawamoto was
the one who wanted to issue that memo. It went out under her sig-
nature based on the input from the General Counsel’s office to the
employee because she was indeed the employee’s supervisor. I do
not think she played any part in preparing that memo.

Senator MCCASKILL. OK.

Ms. STEPHENSON. I will definitely confirm. My understanding is
that was prepared by the General Counsel’s office. It merely went
out under her signature. I will get that confirmed, though.

Senator McCASKILL. Would it be a ridiculous notion for account-
ability that we would, in fact, require the person who owns the lan-
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guage to sign the language within DCAA, which is all about ac-
countability?

Ms. STEPHENSON. I will certainly look into that. You raise an ab-
solutely good question as to whether that should have been signed
by the General Counsel versus the supervisor.

Senator MCCASKILL. Yes. I mean, if this poor woman, if she is
blameless here and she was told to sign her name to this, the only
purpose you do that is to hide the person who is responsible for it.
And DCAA is supposed to be about transparency and account-
ability. So it seems to me if somebody is going to sign a memo to
a whistleblower that basically says, “You are in big trouble if you
say anything to anybody,” which is what this memo said——it basi-
cally said “Sit down and shut up, or you are in trouble.”

Whoever is responsible for that language—there needs to be a
change at DCAA, and I will take this up with Tina Jonas and Sec-
retary Gates if I have to—they need to own the language. They
should not hide behind the skirts of a line supervisor. And we will
figure out who it is, and I will make sure that they are not allowed
to hide behind the skirts.

Let me say for the record, for any auditor in government that
wants to be protected as a whistleblower, please call my office. We
will make sure that you are protected. It is a felony in Missouri for
one of my auditors to expose a whistleblower. My auditors could
have gone to prison if they exposed a government whistleblower in
the agency I ran. And to say that Ms. Thi Le got exposed as a
whistleblower because it was a routine complaint, as you have
said—and I appreciate your testimony in that regard that this was
anything but routine, that somebody is changing audit findings
without any factual basis, to do so at the premier audit agency in
the Department of Defense should set off sirens. And the fact that
it was considered routine by people who were answering that hot-
line showed that it is a very cold, frigid hotline. We need to change
it to the “cold-line,” not the hotline. I understand Hurricane
Katrina was in process, and I understand the responsibilities there.
But I have to impress upon you, Inspector General, that if we are
getting these kinds of complaints and they are being characterized
as “routine,” that is part of the culture that is a problem; the mas-
sive abuse of an audit agency in terms of government dollars is
really a problem.

We will enter this memo into the record of the hearing so it is
part of the public record, the memo that Ms. Thi Le received that
basically told her to be quiet or consider herself in peril.1

Have you taken any specific actions, Inspector General to protect
the identity of whistleblowers in light of this incident?

Mr. HEDDELL. Well, I have certainly addressed the issue of how
we handle hotline complaints, Senator McCaskill. Again, being an
Inspector General for 8 years, I can tell you there are not many
things that are more important to an Inspector General than pro-
tecting the rights of whistleblowers, and that is first and foremost,
and it has been for the extent of my career as an Inspector Gen-
eral. It always will be the most important thing that I deal with

1The memorandum for Diem Thi Le appears in the Appendix on page 102.
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when it comes to taking care of the people who provide important
information to us.

Senator McCASKILL. Well, I hope that you make a demonstrable
effort that is documented and that you explain to the people who
are working in connection with the hotline that the identity of a
whistleblower is a sacred thing because once this happened, I hope
today will be a cleanser for the other auditors at DCAA—I will tell
you by the phone calls I am getting, there is a great deal of fear
in your agency right now. I do think this is the tip of the iceberg.
I do think the GAO comprehensive audit work is going to find that
there were kinds of pressures that were being put on auditors
across the country in terms of these performance metrics.

Let me move into the performance metrics. I am curious about
who decides what these performance metrics are. Can you speak to
that, Ms. Stephenson? Who decided that an important performance
metric was cost per direct audit hour goal?

Ms. STEPHENSON. That was a decision by the Executive Steering
Committee of DCAA, which is comprised of the Director, the Dep-
uty Director, the Regional Directors, and our Assistant Directors at
headquarters. It is about 12 to 13 people. Some of those metrics
have been in place for many years. Many were put in place in the
mid-1990s with the National Performance Review, with a signifi-
cant reduction in DCAA staff.

To put it bluntly, cheaper, faster, better.

Some of those metrics, if not all of them, we are revisiting. We
are in 2008. I do not know if those metrics are good metrics today.
They may have been metrics that were good in the mid-1990s to
demonstrate that DCAA was performing efficient audits, meeting
productivity goals cheaper than other organizations.

Times have changed. We need to ensure that our goals are focus-
ing in on the quality audits and on the questioned cost. We have
attempted to turn the corner on this. We do have a team in process
right now, and I will be honest, we are relying heavily on feedback
from our field auditors. They are the individuals that are having
these metrics put on them. I was a field auditor. I was a field su-
pervisor and manager. I know what the scorecard is all about, and
I will tell you, I had lots of red on my scorecard because I would
not compromise audit quality.

Senator MCCASKILL. Well, how did you get promoted?

Ms. STEPHENSON. Because I had good explanations, I had good
findings. I explained why I may have missed a metric. And in
many instances, it was because we had a multi-billion-dollar item
we were questioning and it needed more time, or it may have been
we had an inadequate accounting system that needed more time.
I was able to explain why we missed it.

Senator MCCASKILL. These people were not even given an oppor-
tunity to explain.

Ms. STEPHENSON. I cannot answer that, ma’am. That was not
right. They should have been given an opportunity. And the value
in the metric is in measuring—when we miss it or when we have
a deviation, the improvement comes from the evaluation. So it is
looking at what happened. It is not the red, yellow, green that mat-
ters. In fact, I would even say if someone had an entirely green
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scorecard—and I said this as a regional director—that would be the
first office I would visit because there is something wrong.

Senator MCCASKILL. Well, then let me ask you—this sounds
great, but obviously the system failed.

Ms. STEPHENSON. Yes, ma’am.

Senator MCCASKILL. And I think the system is failing. I think
the performance metrics are not the right ones, and I think the cul-
ture of this agency has been about this red, yellow, or green score-
card, as opposed to how well the audits accomplish the goal of sav-
ing money. And maybe the most important metric would be meas-
uring how much money you save by the audits?

Ms. STEPHENSON. That was one of our metrics that we had, our
net savings.

Senator MCCASKILL. Yes, well, I have counted. It is mentioned
twice in here. There is page after page about how you are cheaper
than private auditors. Clearly, this started in the 1990s because
you were worried that one of the big accounting firms was going
to take the business. You were worried about Peat Marwick or
somebody taking over, I assume. And then there is page after page
after page about how quickly you do the audits and how many
hours each audit takes, but literally, I mean, there are two sen-
tences about money saved. And, by the way, let me talk about
those savings. What is the metric in GAO of how many dollars you
save per dollar of your budget?

Mr. Kutz. It is about $94, is the last estimate.

Senator McCASKILL. DCAA is at $5. And you ought to be shoot-
ing fish in a barrel. I mean, literally, the audits you do, I start sali-
vating thinking about how much money is involved and the savings
that are potentially there. And I would like you all to speak to that,
Ms. Thi Le and Mr. Hackler. I think DCAA did $300 billion in
audit work in fiscal year 2006, and I think the return on that was
2 percent. You are saving $5 in return for every $1 you spend as
opposed to $94 for every dollar spent in GAO. And I have to tell
you, from where I sit and looking at the kind of audits GAO does
and how many of them do not have the richness that you have in
terms—I mean, the one audit you did, Mr. Hackler, was $276 mil-
lion. That is more than half of DCAA’s annual budget. That is a
huge return. And basically that finding was just chopped off with-
out cause.

Would you all speak to how, if you have been there 17 years—
and how long did you say you had been there, Mr. Hackler?

Mr. HACKLER. Twenty-five.

Senator McCASKILL. OK. Talk to me about savings and what
kind of promotions happen if you save a bunch of money for the
government?

Mr. HACKLER. Savings are not nearly emphasized the way they
were when I joined the agency. I believe back at that time we were
saving in the $35 per $1 range. People do not get promoted because
they have good savings anymore. They get promoted because they
make metrics, because they make the customer happy.

We did a climate survey in DCAA several years ago: What do you
think of your boss? What do you think of your input? Is the agency
doing the right thing? The agency could not stand to see the results
of that.
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Senator MCCASKILL. And when was this done?

Mr. HACKLER. Five years ago. It asked about a couple dozen
questions, and a 1 was a poor response, a 5 would be a very good
response. And with the cumulative results that came back from
that, the agency decided, well, this is pretty bad, we had better just
address the items that came back as a 1. And we have not seen
another climate survey since.

Senator MCCASKILL. Ms. Thi Le, what about savings? In your ex-
perience, when did this shift occur? It used to be important how
much money you were saving the government, and then it became
how quickly you were doing the audits and how timely the audits
were produced.

Ms. LE. Back in the good old days, as I used to say, when I first
joined the agency in 1989, the emphasis was on savings, how much
money we save for the government. But starting in the early 1990s,
the emphasis changed into do we issue the audit report within a
certain time frame or do we meet the performance metric that we
reduce the hours? So, lately, to be honest with you, I do not think
of savings anymore. I think of how I am going to meet the due
date, how I am going to meet the budgeted hours. And unless I am
willing—and I have been—to work on my own time on weekends,
I cannot finish within the certain hours. And at the year end, when
my performance gets rated, my supervisor will run through a sum-
mary of the audits that I completed during the year and how much
a percentage I ran over the budget, and if I ran over more than
10 percent, I got dinged.

Senator MCCASKILL. And there was never any discussion about
how much money you saved on any of the audits?

Ms. LE. No, ma’am.

Senator MCCASKILL. Talk to me a little bit about customer satis-
faction. When did this notion—and, by the way, I noticed in the
“Expect More” that I read that one of the action plans was to make
sure they deployed more resources in keeping the client happy.
They bragged about personnel being deployed into the procurement
offices to make sure that the procurement officers were really
happy. When did all that happen? When did all of a sudden keep-
ing the people that were buying stuff in the branches of the mili-
tary happy, when did that happen?

Mr. HACKLER. Some years ago—I will say 5 to 10—we used to
have what we called procurement liaison auditors, and we had
about a dozen of them over the years. And we would have a DCAA
employee at the major buying commands, and he would interpret
audit reports and coordinate with the offices and stuff. Perhaps 5
to 8 years ago, we increased that number to well over 100. I spent
many hours upon hours during those ELC proposal reviews argu-
ing with my co-workers that were in these financial liaison audit
positions who were trying to convince me to give up findings. It
was not just upper management.

Senator MCCASKILL. So what they have created—I want to make
sure I understand this. Let’s say we have a procurement officer at
the Navy, or the Air Force. Since we have had a lot of Air Force
procurement problems, let’s use the Air Force. You start with a
procurement officer at the Air Force. Then you have a field audi-
tor—and what you are telling me is that as the field auditor found
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problems with a contractor for the Air Force, then the person that
was the go-between between the Air Force procurement people and
the audit agency was, in fact, an employee of your agency.

Mr. HACKLER. Yes.

Senator MCCASKILL. And their job was to somehow reconcile the
two? I mean, what is their job? Just to make these guys feel
happy? Warm and fuzzy?

Mr. HACKLER. Well, I think it started out to interpret DCAA
audit positions, but what it turned out to be and what it has be-
come is they aligned themselves with the buying command, and
customer satisfaction becomes more important than doing the right
thing, than telling the right story, than bringing up the appropriate
exceptions that we find in the audit reports, what it takes to get
it under contract. Buying commands are measured by putting dol-
lars under contract;

Senator MCCASKILL. That is their performance metric.

Mr. HACKLER. That is theirs. Not whether they get a good deal
or save taxpayer dollars.

Senator MCCASKILL. So who is the person who can change per-
formance metrics? Give me their name.

Ms. STEPHENSON. Ma’am, I can.

Senator MCCASKILL. You can? Can you do it like tomorrow?

Ms. STEPHENSON. I have put a team together, and we are assess-
ing what are the appropriate metrics to use. We are anticipating
having our analysis done by the end of this month. I have one of
my highest senior executives within my headquarters that is lead-
ing this team, and I have tapped into many field resources to give
us fe}e;dback. We will be changing our metrics by the end of this
month.

Senator MCCASKILL. Now, who has the authority to decide that
customer satisfaction should be changed and we should move all
these people that are out there trying to make these buyers happy
into being field auditors trying to save taxpayer money? Who has
the authority to do that?

Ms. STEPHENSON. Let me first clarify what these positions are
about, and I give my apologies to Mr. Hackler if he has experienced
the negative feedback that he described here. That is not the role
of our financial liaison advisers to fight with the field audit offices
(FAOs) and the supervisors and the auditors. It is to facilitate.
These financial liaison advisers are put into the buying commands
to help identify the types of audits that are needed, to help inter-
pret the audit results, and to facilitate additional audits that need
to be done, not to stop audits from being done. It is to say which
additional ones do you need in this circumstance.

Second, our customer service surveys that we do with our cus-
tomers are not about whether they are happy with our findings. It
is not to say that if a clean report is making them happy, that is
not what we are measuring. We are measuring to ensure that they
understood the report; that we provided the results in an easy-to-
understand manner for the contracting officer; that we were timely
in describing what those issues may have been; if we needed a due
date extension, we were timely in that discussion.

I would really ask that Mr. Hackler after this hearing give me
the input on that person that he said fought with him because that
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is not right and that is not what our financial liaison advisers are
there for. They are to help our field offices in facilitating their au-
dits, and they are to assist the buying commands in understanding
what additional audit services they may need.

Senator MCCASKILL. Well, let me make a suggestion. A dollar bet
you a dime that if customer satisfaction is one of the performance
metrics, and performance metrics is how you get promoted, then
customer satisfaction is this big deal. Satisfaction means they are
happy, and how you make buyers happy is by audits that say they
have done everything right. That is how you make buyers happy.

Ms. STEPHENSON. I would——

Senator MCCASKILL. And so what I am saying is I guarantee you
Mr. Hackler is not saying this is an outlier. Interrupt me if I am
misrepresenting your testimony, Mr. Hackler, or what you believe
is the culture. I believe the culture has, in fact, been driven by a
notion that you make the buyers happy. And if the buyers cannot
understand the audits, then we have got a problem with our pro-
curement force because an audit—and that is a performance metric
I would agree with. If you cannot write an audit so that the people
that are going to consume the audit can understand it, then you
have got a performance issue with an auditor. Every auditor must
be able to express their findings in a way that is understandable.

And I have got to tell you, I have looked at a lot of DCAA audits,
and other than having to get out a book to figure out what all the
initials stand for, you can follow them. And I am not a buyer.

So I guess I am a little skeptical, Ms. Stephenson, that the cul-
ture that has grown up around page after page of customer satis-
faction is that they are just identifying the next audit. If they are
just identifying the next audit, they do not need to be arguing with
Mr. Hackler about a finding.

Ms. STEPHENSON. Ma’am, I opened this up today for the record
that if there is any DCAA employee that feels our financial liaison
advisers are not there to facilitate their audits and to facilitate the
sustaining of our audits, I would like that person to give me a per-
sonal phone call or a personal e-mail. I will not take their name
anywhere, and I will immediately rectify that situation.

Senator MCCASKILL. OK, great.

Ms. STEPHENSON. Open this for the record, ma’am.

Senator McCASKILL. That is great. Now, let me move on to per-
formance metrics as it relates to being promoted. You said you had
a lot of red marks and you got promoted. I imagine there are a lot
of auditors out there listening to this that feel like you won the lot-
tery because I do not believe fundamentally that people get pro-
moted who get a lot of red. I think people get promoted who have
a lot of green, or maybe some yellow and green.

I guess what I would like to know is in the current management
staff at DCAA, all of those people who have been promoted within
the last 5 years—I do not need to know their names, but I would
like somebody to submit for the record how many of them had es-
sentially green records under the performance metrics and how
many of them would have a record that would indicate that they
were actually trying to stir the pot. That is, I think, something that
is very important. And if either of you are willing to speak to that
in that regard, I would appreciate it for the record.
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Ms. LE. Senator McCaskill, in my experience the last couple
years, I do not think I have seen any person who has been pro-
moted because he had a red card but rather because he had a
green card. That is just my personal observation and experience.

I also would like to take this opportunity to go back to your pre-
vious question about how you think this culture developed. I think
the culture beholden to performance metrics developed starting in
the early 1990s. And in the early 1990s, the former Director, Bill
Reed, went around all the DCAA offices, telling us that there was
talk in Congress to privatize our agency and if we do not become
a lean and mean machine, we would lose our jobs.

Looking back, I think that was a scare tactic because then we be-
came afraid of losing our jobs, and we began to accept the metrics.
And as you know, once you push it, you can push further and fur-
ther because the fear is if you do not do it, you do not meet the
metrics, we are going to lose our jobs.

And let me tell you, you hit it right. We are the audit agency.
We are supposed to be an independent agency. And our role should
be advisory, not to be a partner in the process, but to advise the
procurement office and contracting officer so that we can get rea-
sonable costs for government contracts. We should not be pressured
by those officers because they have the need to negotiate a contract
to get the parts. And because of that, we lose independence be-
cause, let me tell you, if I am performing an audit and I know that
I have to turn this in in 25 days or 30 days because somebody else
is waiting for that audit report, if I found a problem, I would not
want to bring it up. And right there is the independence issue. I
would not want to explore it further, follow my instinct because by
doing so, I would not get the audit out in 25 days or 30 days and
my customer is not happy.

Another thing is that also because of the performance metrics on
the audit hours, I would not want to explore the potential problem
because I would run against the budgeted hours.

Senator MCCASKILL. Right.

Ms. LE. I am just an auditor at a small branch office. Of course,
I do not see the whole picture. But it is my opinion that I do not
think we should really belong to DOD. And maybe that is a white
card out there, but this is, again, my opinion, that how could you
audit DOD contracts? And you are supposed to be independent, but
you are reporting to the same person. Just like Ms. April Stephen-
son has stated earlier—and I fully agree with her, I think she took
a very corrective action—we have a Quality Assurance Department
in our Agency, and it used to be that it was at the regional level.
There is an Office of Quality Assurance, and they used to report
to the regional director. Now, if you are going to report to your re-
gional director and tell him what is wrong with your region, you
cannot be independent. But since then, a change DCAA has made,
if I understood it correctly, is that the Quality Assurance Division
now reports directly to the headquarters. I think that is a great
thing.

Senator MCCASKILL. Good.

Ms. LE. The same thing with DCAA, and again, I do not see the
whole picture, but it is my opinion we cannot audit the DOD at the
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same time we are reporting to DOD. I think that is a conflict of
interest there.

Senator MCCASKILL. Mr. Kutz, probably I should ask the Acting
Comptroller this. Should DCAA be a division of GAO as opposed
to working for DOD?

Mr. KuTz. I cannot answer that, but I think that her point about
whether it should be in a different place, either within DOD or out-
side of DOD, should be on the table here for discussion.

Senator MCCASKILL. Ms. Stephenson, what do you think? Should
we remove it from the chain of command at DOD and put it so that
it can have more independence?

Ms. STEPHENSON. I am along with Mr. Kutz. I would certainly
support an evaluation.

Senator McCASKILL. OK, great. How about you, Inspector Gen-
eral, DOD?

Mr. HEDDELL. I do not have the answer to that, but if you look
at it from the standpoint of the Inspector General community, In-
spectors General are assigned at individual departments, but the
law, the Inspector General Act, gives us independence. And so it
works there when the Inspectors General

Senator MCCASKILL. Most times it works.

Mr. HEDDELL. When they are doing their jobs, it works mostly.

Senator MCCASKILL. As long as you have an IG that pays atten-
tion to the counsel. And we have a few rogues right now, as you
know, where the counsel has recommended disciplinary action, and
these yahoos, a couple of them, have stayed in their jobs, even
though everybody knows that they have not done the title proud
as an Inspector General. But the vast majority of the time, I agree
with you. I think the Inspector General community, by and large,
is professional, independent, and does the appropriate thing in
most instances.

And, by the way, let me say for the record I think in most in-
stances at DCAA you have got strong, capable auditors that are
doing the right thing.

Ms. STEPHENSON. I fully concur.

Senator MCCASKILL. And I absolutely do not believe this cultural
problem is one that comes from people being dishonest or playing
footsie with contractors. I think it comes from a set of phony per-
formance metrics that have put inordinate pressure at the wrong
place. And that can be fixed by a changing of the culture, by telling
these auditors that they are going to be celebrated and promoted
for the money they save taxpayers as opposed to making the guys
who want this stuff happy or as opposed to doing it really quickly.

Ms. STEPHENSON. And, ma’am, can I address that? Having been
a regional director, there were times when I had offices that had
quality problems. I told those managers to put the scorecard away
because the measures of whether we were performing the right au-
dits and whether our people were getting the right training was
our audit reports. And that is what we needed to focus on. And re-
gardless of the hours, we need to focus on that. We needed to train
our people properly. We needed to ensure they had the right super-
vision, including the fact that these teams were not too large for
oversight. It needed to be smaller teams.
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I completely recognized that, and that is the way I ran my re-
gion. And that is the way I envision running the agency.

Senator McCASKILL. That is terrific, and if you are going to be
bold

Ms. STEPHENSON. Absolutely, ma’am.

Senator MCCASKILL. If you are going to be bold, you have got a
shot. But if you are not bold, that is not going to happen.

Ms. STEPHENSON. And in many of these metrics, it was misap-
plication. Metrics such as 30 days on forward pricing, that was
never intended to be a ceiling. That was merely an intention of
measuring whether we were providing information in a timely
manner. We have had a number of audit reports this year that
have been issued far in excess of 30 days, and those have been very
large dollar ones. And that is absolutely the right thing to do.

And, again, for this record—and this is a good opportunity for me
to ensure the acquisition workforce and my own workforce knows,
I stand behind doing the audits appropriately, 30 days or not.

Senator MCCASKILL. And I know that you have stated very
strongly today, repeatedly, how committed you are to fixing these
problems. And, obviously, we are going to be watching very closely.
And I have now all kinds of lines of communication into your agen-
cy that we will maintain to make sure that is happening, not just
what we are told by the people at the top but what we are learning
from deep within the agency, from the auditors that are doing this
heroic work day in and day out.

Let me briefly go on to accountability before we close this today,
and I will have additional questions for the record, probably for all
of you. But on accountability, there are two kinds of accountability
that have to happen here: One is for the personnel involved in this
mess, and second is for the money that is potentially collected.

Now, I have got to tell you, it sounded a little bit like the Tooth
Fairy to me, Ms. Stephenson, when you said that there is some po-
tential of recovering the $276 million from Boeing. I mean, I do not
think there is any way that is going to happen, is there, Mr. Hack-
ler?

Mr. HACKLER. Not the way it is going today. There is a re-review
of the ELC proposal within the office, but they are looking at the
wrong things. They are only looking at the exceptions we were al-
lowed to report in the initial ELC proposal which related to Cost
Accounting Standard 406. But I was commanded, if you will, at the
outset of that audit that we are not going to mention estimating
deficiencies, we are not getting into Cost Accounting Standard 418.
There are some major regulation violations that are not being
looked at the second time around.

Senator MCCASKILL. And what do you attribute that to?

Mr. HACKLER. Too much control of the person that directed the
audit opinion in the first place.

Senator MCCASKILL. Well, that is really problematic.

Ms. STEPHENSON. Absolutely, ma’am. In fact, I will invite Mr.
Hackler right now to set up those assignments that he feels are
necessary to fully investigate this issue so that we can get the
recoupment under the Cost Accounting Standards because that is
the avenue for the recoupment here.
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Senator MCCASKILL. Now we could fix this if we had a hearing
every day.

The boss just said that whoever told you that was wrong. Now,
I will follow up and see what happens. But there is accountability
there. Whoever told him that should be demoted or fired. Whoever
was involved in removing findings without any working papers to
back it up should be demoted or fired. And I am waiting. Nobody
has been demoted. Nobody has been fired. In fact, just the opposite.
People have been promoted.

So that is a failure in accountability—complete, total, and abject
failure in accountability. And that should be a performance metric,
that when people make mistakes that absolutely crush the credi-
bility of an organization whose lifeline is credibility, something has
to happen to them, whether it is the pretend lawyer who wrote this
gag order or whether it is the supervisor who took out findings
without any cause. And I will not be satisfied in this regard until
someone is held accountable. It is just not fair to this auditor that
her performance reviews dropped 20, 30 points overnight after 17
years of hard work. She was held accountable for trying to do her
job, but the people who were failing in their jobs have not been
held accountable. That is upside down.

And so this is the first chapter of what, I hope, will be many
chapters toward a happy ending at DCAA, including the kind of
independence that they need, the resources they need, and the per-
formance metrics that celebrate the taxpayer instead of defense
contractors and procurement officers.

One other question I will have for the record that I will mention
now is how many people who have retired from DCAA have gone
to work for defense contractors? I would love to know if there is
any way we could figure that out, and we will direct that to all of
you through the record and see if we can figure that out.

I do not think that is the big problem, though. My sense is the
problem is not pleasing the contractors. The problem is a culture
that went haywire. It just goes to show you—and I read all those
books in the 1990s about government performance metrics and I
began performance audits. Performance metrics are only as good as
the metric itself and the testing of the metrics because the irony
of this is that one of the metrics is peer review. And, clearly, peer
review failed here. It does not happen very often that peer review
fails, because normally the auditing profession takes peer review
really seriously. And we will continue to follow up as to why the
peer review failed in this instance because, clearly, it failed. This
was a textbook example of where peer review should have done its
job and said something is rotten here, and it did not.

So I really appreciate all of you being here. I think you are all
good, solid Americans, and I know I have been very hard on you,
Ms. Stephenson, and it is not because I do not have a lot of sym-
pathy for the situation you find yourself in. You are new on the
job—Dboth of you, the Inspector General at DOD and you, Ms. Ste-
phenson, are new on your jobs. And you have inherited a myriad
of problems. And I will be here to try to provide the accountability,
but also to provide moral support and help anywhere I can to make
this better.
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I believe very much in auditing. I believe very much in account-
ability. I refuse to give up on DOD. Many people who have come
through these doors have given up. And I refuse to give up. I know
we can make it better. And I appreciate all of you very much, and
this hearing is adjourned.

Ms. STEPHENSON. Thank you, ma’am.

[Whereupon, at 12:43 a.m., the Committee was adjourned.]
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Mr. Chairman and Members of the Committee:

Thank you for the opportunity to discuss our recent investigation of
certain Defense Contract Audit Agency (DCAA) audits. DCAA plays a
critical role in Department of Defense (DOD) contractor oversight by
providing auditing, accounting, and financial advisory services in
connection with the negotiation, administration, and settlement of
contracts and subcontracts.' Although DCAA provides a range of services
to contracting officers and other DOD officials, DCAA’s primary function
is contract audit services. DCAA contract audits are intended to be a key
control to help ensure that the “prices paid by the government for needed
goods and services are fair and reasonable.” DCAA also audits contractor-
proposed estimates used to support contract negotiations and costs
charged to the government, The amount of testing on these proposal and
cost-related audits, is based on conclusions in DCAA audits of contractor
controls in accounting, billing, estimating, and other key systems. In
performing its work, DCAA states that it follows professional standards,
known as generally accepted government auditing standards (GAGAS). *

Today, I will suramarize the results of our investigation of allegations
about certain DCAA audits at the three locations in California. Specifically,
DCAA auditors alleged that (1) the working papers did not support the
reported opinions; (2) DCAA supervisors dropped findings and changed
audit opinions without adequate audit evidence for their changes; and
(3) sufficient work was not performed to support the audit opinions and
conclusions. Auditors noted that as a result of these practices, DCAA
supervisors were issuing reports in which the audit documentation was
not sufficient or it contradicted the final opinions or conclusions in the
reports. During our investigation, we received additional allegations that
raised concerns regarding the quality of forward pricing audit reports
issued by a third DCAA field office in California. We investigated the
allegations and concerns we received as 13 separate cases to determine

'DCAA also performs audit services for other federal agencies on a fee-for-service basis.

*GAQ, Government Auditi ds: 2008 ision, GAQ-03-673G (Washington, D.C.:
June 2003). This was the version of GAGAS in effect at the time of all the DCAA audits that
GAQ investigated, except for the audit discussed in case 1. The version of GAGAS
applicable to case 1 was the August 1999 revision.

Page § GAO-08-983T
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whether they could be substantiated. Our investigation is discussed in
detail in an investigative report we issued in July 2008, *

‘We performed an extensive, 2-year investigation in which we conducted
over 100 interviews of over 50 individuals, In performing our investigation,
we reviewed applicable DCAA Contract Audit Manual (CAM) guidance and
relevant requirements in the Federal Acquisition Regulation (FAR),
Defense FAR Supplement (DFARS), and cost accounting standards (CAS).
We also obtained and reviewed the working papers related to allegations
about individual audits at two locations. In addition, we interviewed
current and former DCAA auditors, supervisors, and managers who
worked on the audits and interviewed DOD and federal agency contracting
officers. To investigate allegations about forward pricing audits at the
third location, we interviewed supervisors who led the audits and signed
the 62 related forward pricing audit reports. We also reviewed applicable
documentation and interviewed DCAA managers about corrective actions
taken to address identified weaknesses. In assessing DCAA audits, we
used GAGAS as our criteria. We learned that the DOD Inspector General
(IG) was investigating the 10 audits noted in the original allegations we
received. We therefore coordinated our work closely with DOD IG
auditors and Defense Criminal Investigative Service (DCIS]) investigators.
DOD IG's Office of Audit Policy and Oversight, which has oversight
responsibility for DCAA, issued a memorandum to DCIS on its findings on
January 24, 2007. We reviewed this memorandum and DCAA's response.

We plan to issue a separate report at the request of this Committee
concerning our broader audit of DCAA’s overall organizational
environment and quality control system and our review of selected audits
performed by selected offices within DCAA's five regions. Qur report will
include recommendations, as appropriate, for strengthening the overall
contract audit environment and assuring compliance with GAGAS. We
performed our investigation from June 2006 through July 2008 in
compliance with the standards for investigations prescribed by the
President’s Council for Integrity and Efficiency.

’GAO, DCAA Audits: Allegations That Certain Audits at Three Locations Did Not Meet
Pr dards Were iated, GAO-08-857 (Washington: D.C.: July 22, 2008).

Page 2 GAO-08-993T
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Results of
Investigation

‘We substantiated the allegations and auditor concerns made on each of
the 13 cases we investigated, involving 14 audits at two locations’ and
forward pricing audit issues at a third Jocation. The 13 cases related to
seven contractors. In the 12 cases at locations 1 and 2, we substantiated
the allegations and auditor concerns that (1) workpapers did not support
reported opinions, (2) DCAA supervisors dropped findings and changed
audit opinions without adequate audit evidence for their changes, and

(3) sufficient audit work was not performed to support audit opinions and
conclusions. We also found that contractor officials and the DOD
contracting community improperly influenced the audit scope,
conclusions, and opinions of some audits—a serious independence issue.
We also substantiated allegations of problems with the audit environment
and inadequate supervision of certain forward pricing audits at location 3.
Moreover, during our investigation, DCAA managers took actions against
their staff at two locations that served to intimidate auditors and create an
abusive work environment.

DCAA states that its audits are performed according to professional
standards (GAGAS). However, in substantiating the allegations, we found
numerous failures to comply with these standards in all 13 cases we
investigated. The working papers did not adequately support the final
conclusion and opinion for any of the 14 audits we investigated. In many
cases, supervisors changed audit opinions to indicate contractor controls
or compliance with CAS was adequate when workpaper evidence
indicated that significant deficiencies existed. We also found that in some
cases, DCAA auditors did not perform sufficient work to support draft
audit conclusions and their supervisors did not instruct or allow them to
perform additional work before issuing final reports that concluded
contractor controls or compliance with CAS were adequate. At location 1,
we also found undue contractor influence that impaired auditor
independence. At location 2, two supervisors were responsible for the 12
audits we investigated, and 11 of these audits involved insufficient work to
support the reported opinions. At location 3, we substantiated allegations
about inadequate supervision of trainees, reports being issued without
final supervisory review, and contracting officer pressure to issue reporis
before audit work was completed in order to meet contract negotiation
time frames—a serious independence issue. Noncompliance with GAGAS
in the cases we investigated has had an unknown financial effect on the
government. Because DCAA auditors’ limited work identified potential

‘We handled our investigation of three related audits of one contractor as one case.

Page 3 GAO-08-983T
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significant deficiencies in contractor systems and accounting practices
that were not analyzed in sufficient detail to support reportable findings
and recommendations for corrective action, reliance on data and
information generated by the audited systems could put users and
decision makers at risk.

Tables summarizing our findings for all the audits can be found in
appendixes I and II. The following examples illustrate problems we found
at two DCAA locations:

» In conducting a 2002 audit related to a contractor estimating system,
DCAA auditors reviewed draft basis of estimates (BOE) prepared by
the contractor and advised the contractor on how to correct significant
deficiencies. BOEs are the means for providing government contract
officials with information critical to making contract pricing decisions.
This process resulted from an up-front agreement between the DCAA
resident auditor and the contractor—one of the top five government
coniractors based on contract dollar value-~—that limited the scope of
work and established the basis for the audit opinion. According to the
agreement, the contractor knew which BOEs would be selected for
audit and the audit opinion would be based on the final, corrected
BOEs after several DCAA reviews. Even with this BOE review effort,
the auditors found that the contractor still could not produce
compliant BOEs and labeled the estimating system “inadequate in
part.” We found that enough evidence had been collected by the
original supervisory auditor and senior auditor to support this opinion,
However, after the contractor objected to draft findings and
conclusions presented at the audit exit conference, the DCAA resident
auditor replaced the original supervisory auditor assigned to this audit
and threatened the senior auditor with personnel action if he did not
change the summary workpaper and draft audit opinion. The second
supervisory auditor issued the final report with an “adequate” opinion
without documenting adequate support for the changes. This audit did
not meet GAGAS for auditor objectivity and independence because of
the up-front agreement, and it did not meet standards related to
adequate support for audit opinions.

¢ The draft report for a 2005 billing system audit identified six significant
deficiencies, one of which allowed the contractor to overbill the
government by $246,000 and another that may have led to $3.5 million
in overbillings. DCAA managers replaced the supervisory auditor and
auditor, and the new staff worked together to modify working papers
and change the draft audit opinion from “inadeq " to “inadequate in
part,” and, finally, to “adequate.” Sufficient testing was not documented
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to support this opinion. The DOD IG concluded that DCAA should
rescind the final report for this audit, but DCAA did not do so. Billing
system audits are conducted to assess contractor controls for assuring
that charges to the government are appropriate and compliant and to
support decisions on whether to approve contractors for direct billing.
As a result of the 2005 audit, DCAA authorized this contractor for
direct billing of its invoices without prior government review, thereby
providing quicker payments and improved cash flow to the contractor.
On June 20, 2008, when we briefed DOD on the resuits of our
investigation, DCAA advised us that a DCAA Western Region review of
this audit in 2008 concluded that the $3.5 million finding was based on
a flawed audit procedure. As a result, it rescinded the audit report on
May 22, 2008, However, DCAA officials said that they did not remove
the contractor's direct-billing privileges because other audits did not
identify billing problems.

+ The draft report for a 2005 CAS 403° compliance audit requested by a
Department of Energy administrative contracting officer (ACO)
identified four deficiencies related to corporate cost allocations to
government business segments. However, a DCAA supervisory auditor
directed a member of her staff to write a “clean opinion” reportin 1
day using “boilerplate” language and without reviewing the existing set
of working papers developed by the original auditor. The supervisory
auditor appropriately dropped two significant deficiencies from the
draft report, but did not adequately doc t the changes in the
workpapers. In addition, the supervisory auditor improperly referred
two other significant deficiencies to another DCAA office that does not
have audit jurisdiction, and therefore, did not audit the contractor's
corporate costs or CAS 403 compliance. The final opinion was later
contradicted by a September 21, 2007, DCAA report that determined
that this contractor was in fact not in compliance with CAS 403 during
the period of this audit.

We also substantiated allegations that there were problems with the audit
environment at a third DCAA location—-a resident office responsible for

auditing another of the five largest government contractors. For example,
the two supervisors, who approved and signed 62 of the 113 audit reports
performed at the resident office location during fiscal years 2004 through

SCAS 403 establi criteria for allocation of the exp of 2 home office to the
segments of the organization.
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2006," said that trainees were assigned to complex forward pricing audits
as their first assignments even though they had no institutional knowledge
about the type of materials at risk of overcharges, how to look at related
sources of information for cost comparisons, or how to complete the
analysis of complex cost data required by FAR. The supervisors, who did
not always have the benefit of experienced auditors to assist them in
supervising the trainees, admitted that they generally did not review
‘workpapers in final form until after reports were issued. Moreover,
because the trainee auditors did not have an adequate understanding of
DCAA'’s electronic workpaper filing system, they did not always enter
completed workpapers in the system, resulting in a loss of control over
official workpapers. In addition, one of the two supervisory auditors told
us that contracting officers would sometimes tell auditors to issue
proposal audit reports in as few as 20 days with whatever information the
auditor had at that time and not to cite a scope limitation in the audit
reports, so that they could begin contract negotiations. If the available
information was insufficient, GAGAS™ would have required the auditors to
report a scope limitation. Where scope limitations existed, but were not
reported, the contracting officers could have negotiated contracts with
insufficient information. Moreover, a 2006 DCAA Western Region quality
review reported 28 systemic deficiencies on 9 of 11 forward pricing audits
reviewed, including a lack of supervisory review of the audits. The
problems at this location call into question the reliability of the 62 forward
pricing audit reports issued by the two supervisors responsible for
forward pricing audits at the resident office location from fiscal years 2004
through 2006, connected with over $6.4 billion in governrment contract
negotiations.

Throughout our investigation, auditors at each of the three DCAA
locations told us that the limited number of hours approved for their
audits directly affected the sufficiency of audit testing. At the third DCAA
location we investigated, two former supervisory auditors told us that the
volume of requests for the audits, short time frames demanded by
customers for issuing reports to support contract negotiations (e.g., 20 to
30 days), and limited audit resources affected their ability to comply with

“The two supervisors were responsible for all forward pricing audits at the resident office
location. The remaining 51 of the 113 audits were performed by separate suboffice
locations of the resident office and were signed by the supervisory auditors at those
locations.

TGAO-03-6736, § 6.27¢.
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GAGAS. Our review of DCAA performance data showed that DCAA
measures audit efficiency and productivity as a factor of contract dollars
audited divided by audit hours, In addition, because customer-requested
assignments—such as forward pricing audits requested by contracting
officers—which are referred to as demand work by DCAA, take priority,
ather work, such as internal control and CAS compliance audits, are often
performed late in the year. Auditors told us that there is significant
management pressure to complete these nond d audits by the end of
the fiscal year to meet field audit office (FAO) performance plans.

During the DOD IG and GAO investigations, we identified a pattern of
frequent management actions that served to intimidate the auditors and
create an abusive environment at two of the three locations covered in our
investigation. In this environment, some auditors were hesitant to speak to
us even on a confidential basis. For example, supervisory auditors and the
branch manager at one DCAA location we visited pressured auditors,
including trainees who were in probationary status, to disclose to them
what they told our investigators. Some probationary trainees told us this
questioning made them feel pressured or uncorafortable. Further, we
learned of verbal admonishments, reassignments, and threats of
disciplinary action against auditors who raised questions about
management guidance to omit their audit findings and change draft
opinions or who spoke with or contacted our investigators, DOD
investigators, or DOD contracting officials, We briefed cognizant DCAA
region and headquarters officials on the results of our investigation in
February 2008 and reviewed additional documentation they provided. We
briefed DOD and DCAA officials on the results of our investigation on
June 20 and 25, 2008. We summarized DCAA’s comments on our corrective
action briefing in our investigative report, and we included relevant details
of DCAA’s comments at the end of our case discussions.

DCAA Response to
Investigation

In response to our investigation, DCAA rescinded two audit reports and
removed a contractor's direct billing authorization related to a third audit.
DCAA also performed subsequent audits related to three additional cases
that resulted in audit opinions that contradicted previously reported
adequate (“clean”) opinions and included numerous significant
deficiencies. For other cases, DCAA officials told us that although
workpaper documentation could have been better, on the basis of other
audits DCAA performed, they do not believe the reported opinions were
incorrect or misleading,

Page 7 GAO-08-9937
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Concluding Remarks

In the cases we investigated, pressure from the contracting community
and buying commands for favorable opinions to support contract
negotiations impaired the independence of three audits involving two of
the five largest government contractors. In addition, DCAA management
pressure to (1) complete audit work on time in order to meet performance
metrics and (2) report favorable opinions so that work could be reduced
on future audits and contractors could be approved for direct billing
privileges led the three DCAA FAOs to take inappropriate short cuts—
ultimately resulting in noncompliance with GAGAS and internal DCAA
CAM guidance. Although it is important for DCAA to issue productsina
timely manner, the only way for auditors to determine whether “prices
paid by the government for needed goods and services are fair and
reasonable” is by performing sufficient audit work to determine the
adequacy of contractor systems and related controls, and their compliance
with laws, regulations, cost accounting standards, and contract terms.
Further, it is important that managers and supervisory auditors at the
three locations we investigated work with their audit staff to foster a
productive, professional relationship and assure that auditors have the
appropriate training, knowledge, and experience.

Mr. Chairman and Members of the Committee, this concludes my
statement. I would be pleased to answer any questions that you or other
bers of the cc i may have at this time.

Contacts and Staff
Acknowledgments

For further information about this testimony, please contact me at 202-
512-6722 or kutzg@gao.gov. Contact points for our Offices of
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Fischer, Assistant Director; Andrew O'Connell, Assistant Director and
Supervisory Special Agent; F. Abe Dymond, Assistant General Counsel;
Richard T. Cambosos; Jeremiah F. Cockrum; Andrew J. McIntosh; and
Ramon J. Rodriguez, Senior Special Agent.
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Appendix I: GAGAS Compliance Problems
Associated with Hotline Case Investigations

Draft audit opinlons
p to g papers ged without
auditor did not support  sufficient
Case reported of di

Auditor did not
perform
sufficlent work
1o support

Slgnificant problems

1 X X X

‘The DCAA resident office and contractor
made an up-front agreement on audit
scope, which had the effect of
predetermining an “adequate” audit
opinion,

On the basis of pressure from contractor
and buying command to resoive CAS
compliance issues and issue a favorable
opinion, a DCAA region official directed
the auditors not to include CAS
compliance problems in the audit
workpapers.

X Branch manager and supervisory auditor
terminated audit work and issued
opinions without sufficient documentation
based on their view that defective pricing
did not exist on the related contracts.

X Supervisory auditor dropped preliminary
findings based on a flawed audit
p ingtead of requiring auditors to
perform sufficient testing to conclude on
the adequacy of billing system controls.

X Auditor was excluded from the exit
conference, findings were dropped
without adequate support, and supervisor
made contradictory statements on her
review of the audit,

X Dropped findings on corporate accounting
were referred to ancther field audit office
{FAQ), which does not review corporate
costs. Supervisor prepared and approved
key working papers herself, without
required supervisory review.

X Supervisor directed another auditor to
write a clean opinion report without
reviewing the working papers. Supervisor
then changed the working papers without
support and referred two dropped findings
to another FAQ, which does not review

P overhead i

Page 8
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Auditor did not
Draft audit oplnions perform
P to g papers h without sufficient work
auditor did not support  sufficlent to support

Case reported of, d ! Signlificant probiems

8 X X X Tnexpen pryr i o
complex forward pricing audits without
proper supervision. Reports issued with
unqualified opinions before supervisory
review was completed due to pressure
from contracting officers.

9 X X Significant deficiency and FAR
noncompliance related to the lack of
contractor job descriptions for executives
not reported,

10 X X Significant deficiency related to
subcontract management not reported,

" X X Second auditor and supervisor dropped 6

of 10 significant deficiencies without
adequate documentation fo show that
identified weaknesses were resolved.

12 X X X Supervisor identified problems with test
methodology but dropped findings instead
of requiring tests to be reperformed.

13 X X Second auditer and supervisor deleted
most audit steps and performed fimited
follow-up work that did not support the
reported opinion of overall compliance
with CAS.

Source: GAD analysis.
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Appendix II: Summary of GAO Findings on
Hotline Investigations of Selected Audits

Case Type of audit Contractor  Location Case detalls

1 Estimating system  Contractor A DCAA « Purpose of audit was to review the corrective action plan (CAP)
survey follow-on Location 1* developed by Contractor A in response to prior findings of
{2002) inadequate basis of estimates (BOE) refated to labor hours.

in the face of pressure from DOD's contracting community to
approve Contractor A's estimating system, we found evidence
there was an up-front agreement between DCAA and Contractor
A to limit the scope of work and basis of the audit opinion (a
significant impairment of auditor independence).
. itors found signi ies with the CAP
implementation plan that is, the contractor could not develop
compliant BOEs without DCAA’s assistance at the initial,
intermediate, and final stages of the estimates.
Original supervisory auditor was reassigned; the resident auditor
and new supervisory aud:tor directed the draft opxmon be

d in part” to “adequate” after the
contractor objectad to DCAA draft findings and opinion.
The working papers did not contain audit evidence to support the
change in opinion.
Field office management threatened the senior auditor with
personneal action if he did not change the draft audit opinion to

.

“adequate.”
2 Proposal audit Contractor A DCAA . Audn related 1o a revised proposal submitted after DCAA reported
{2006) Location 1 { q opinion on G A's
proposa!

At beginning of the audit, buying command and Contractor A
officials met with a DCAA regional audit manager to determine
how to resolve cost {CAS) pliance
issues and obtain a favorable audit opinion.

Contractor A did not provide all cost information requested for
audit.

Contrary to DCAA Contract Audit Manual guidance, the regionat
audit manager instructed auditors that they could not base an
“adverse” (inadequate) audit opinion on the lack of information to
audit centain costs.

On the basis of an “inadequate in part” opinion reported in May
2006, the buying command negotiated a $937 million contract,
which has grown to $1.2 biffion.

Page 11 GAO-08-993T
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Case Type of audit

Contractor  Location

Case detalls

3

Three defective
pricing audits {2005)

Contractor B DCAA
Location 2

Branch manager and supervisory auditor predetermined that
there was no defective prlolng, however, ths audnor concluded
that C B's

pricing and obtained technical guidance that spectﬁc contracts
would need to be analyzed to make a The branch
manager disagreed.

Supervisory auditor and branch manager subsequently issued
three reports stating that Contractor B's practice at three divisions
did not constitute defective pricing.

. icient work was p on these audits to come to any
conclusion about defective pricing and as a resut, the final
opinions on all three audit reports are not supported.

Absent DCAA audit suppon for defactive pncing, the contracting
officer [ d a CAS 40!

divisions and recovered $71 000,

On July 17, 2008, Contractor B seftied on a Defense Criminal
investigative Service defective pricing case for $620,900.

»

4

Billing system
(2005)

Contractor C  DCAA
Location 2

Draft audit report identified six significant deficiencies, one of
which led Contractor C to overbill the government by $246,000
and another which potentially led to $3.5 million in overbillings,
but audit work was ir pl The had refunded the
$246,000.
Ths original auditor repovted that the $3.5 million was for

costs improp bifled to the government. The
supervisor deleted the finding based on a flawed audit procedure,
but did not require additional testing,
First supetvisory auditor and auditor were replaced after draft
audit was completed.
New auditor and supervisory auditor worked together to modify
working papers and alter draft audit opinion from “inadequate,” fo
“inadequate in part,” and, finally, to “adequate.”
Sufficient testing was not performed to determine if the contractor
had systemic weaknesses or to support an opinion that contractor
billing system controls were adequate.
On the basis of the “adequate™ opinion, the field audit office (FAQ)
approved the contractor for direct bifing.
DOD iG recommended that DCAA rescind the final report for this
audit, but DCAA did not do so.
Failtawing the briefing on our investigation, the DCAA Western
Region rescinded the audit report on May 22, 2008.

Page 12
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Case Type of audit

Contractor  Location

Case detalls

5

Estimating system
(2005)

Contractor C  DCAA
Location 2

Auditor identified five deficiencies and luded the r's

system was “inadequate in part.”

Auditor did not perform sufficient work to support soms findings,

but supervisory auditor did not direct the auditor to gather

additional evidence.

After consulting with the branch manager, the supervisory auditor

modified d and

changing the draft audft opinion from “madequate inpart”to
“adequate.”

Working papers did not properly document the reason for the

change in opinion and therefore do not support the finat opinion.
DOD IG recommended that DCAA rescind the final report for this

audit, but DCAA did not do so.

On June 27, 2008, the DCAA Western Region informed us that it

was rescinding this audit report.

6

Accounting system
{2008)

Contractor D DCAA
Location 2

.

Auditor believed audit evidence related to a 24 percent error rate

in a small sample of cost pools supported an “inadequate in part”

opinion and suggested testing be expanded, but supervisory

auditor disagreed,

Auditor and supervisory auditor d ted their di

in the working papers.

Supervisory auditor q y modified 1o changs

the draft audit opinion from “inadequate in part” to “adequate™

before issuing the final report.

Certain final working papers were prepared and approved by the

supervisory auditor, without proper supervision.

Branch manager and supetvisory auditor derermmed that findings
should be referred to another

FAO for future audit, However, the other FAQ does not audit

corporate costs.

Working papers do not support the final opinion.

.

-

C D DCAA

rarpe—
403 (2005)

Location 2

Auditor identified four potential instances of noncompliance with
CAS 403.

Auditor was transferred to a different team before supervisory
review of her working papers. Three months later, the supervisory
auditor requested that another auditor write a “clean (“adequate”)
opinion” report.

Second auditor used “b {Le ized) language to
write the final report and never revnewad the workmg papers.

The supervisor correctly deleted two !mdmgs and referred two
findings of fevel non- to another FAQ for
future audit. The other FAO does not audit corporate-level costs.
Working papers do not support the final “clean opinion,” which
was fater contradicted by a September 21, 2007, DCAA report
that determined Contractor D was in fact not in compliance with
CAS 408 during the period of this audit.
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Case

Type of audit Contractor  Location

Case details

Forward pricing Contractor E DCAA~
audits (2004 through Location 3°
2006)

« Two location 3 supervisors issued 62 forward pricing audits
related to Contractor E between 2004 and 2006,

Supervisors responsible for the 62 forward pricing audits admitted
to us that they did not have time to review working papers before
report issuance.

According to the DCAA region, inexperienced trainee auditors
waere assigned to 18 of the 62 audits without proper supervision.
However, the region did not provide assignment documentation
for the 62 audits,

An internal DCAA Region audit quality review found audits where
the audit working papers did not support the final audit report,
working paper files were lost, and working paper files were not
archived in the DCAA-required time period.

The 62 forward pricing audits were connected with over

$6.4 bitlion in gy gotiati

Comp i [+ D DCAA
system (2005) L.ocation 2

Three different auditors worked on this audit.
Original auditor did not follow DCAA guidance when developing
the audit plan and was reassigned after audit work began.
Second auditor lacked experience with compensation system
audits and noted in her working papers that she was “floundering”
and could not finish the audit by the September 30, 2005,
deadiine.
Third auditor was assigned 10 calendar days before the audit was
due to be completed.
Although audit was issued with an “adequate” opinion, insufficient
work was performed on this audit and, therefore, working papers
do not support the final opinion.
Significant system deficiencies noted in the working papers were
not reported.
The DOD Office of insp reCC d that DCAA
rescind the final report for this audit, but DCAA did not do so.
instead, DCAA initiated another audit during 2007.
DCAA agreed with our finding that this audit did not include
sufficlent testing of executive compensation. in June 2008, the
branch office issued a new audit report on Contractor D's
compensation system which identified seven significant

iciencies and an “i in part” opinion,

-

.

.

DCAA stated that it is currently assessing the impact of these
deficiencies on current incurred cost audits.
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Case Type of audit Contractor  Location

Case details

10

F g system G rF DCAA
(2005} Location 2

.

Auditor found that the contractor was not fulfilling its FAR-related
obligations 0 ensure that subcontractors’ cost claims were
audited,
This issue was not reported as a significant deficiency in the
contractor's purchasing system. The opinion on the system was
“adequate.”
The working papers did not include sufficient evidence to support
the final opinion. DCAA relied on a 2004 Defense Contract
Management Agency (DCMA) review in which the conclusions
ware based word-for-word on the contractor's response toa
ire without indep tosting of cont
DCAA stated that the overall opinion was not based on DCMA's
review, However. DCAA stated that it will address the issue of the
for g subcontract audits are
performed dunng the next purchasmg system audit, which is
Xp tobe p by D 30, 2008.

.

11

Billing system {2008) Contractor F  DCAA
Location 2

The branch manager aflowed the original auditor to work on this
audit after being assured that the auditors would help the
contractor correct any billing system deficiencies during the
performance of the audit.
After the original auditor identified 10 Signlflcant billing system
the branch d her from the audit and
assigned a second auditor to the audit.
With approval by the FAO and region management, the second
auditor dropped 8 of the 10 significant deficiencies and reported 1
significant deficiency and 1 suggestion to improve the system.
The final opinion was “inadequate in part.”
Six of the findings were dropped without adequate support,
including a finding that certain contract terms were violated and a
finding that the did not audit sub costs.
Despite issuing an “inadequate in part” opinion, the FAQ decided
1o retain the contractor's direct-billing privileges. After we brought
this to the attention of region officials, the FAO rescinded the
contractor's direct billing status in March 2008,
DCAA did not agree with our finding that the working papers did
not contain adequate support for dropping six draft findings of
significant deficiencies.
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Case Type of audit Contractor  Location Case details
12 Labor floor check Contractor C  DCAA « Auditor perf d sampling to ine whether sufficient
(2005, Location 2 trols over employee ti ds existed.

.

Although the work was based on a limited judgmental sampla, the
auditor found 3 errors out of 18 employee timecards tested and
concluded that controls over timecards were inadequate,
Supervisory auditer initially agreed with the findings, but later
modified working papers to change the draft audit conclusion from
“certain labor practices require corrective actions” 1o “no
significant deficiencies.”

Working papers did not properly document the reason for the
change in conclusion and, therefore, do not support the final audit
conclusion.

Supervisory auditor later stated that the initial sampling plan was
flawed, but eliminated the deficiency finding rather than asking
the auditor to redo the work.

On Apnl 9, 2008, DCAA 1ssued anew audut report wh;ch identified
8 d that actions
were nesded on the oomractor’s {abor accounting system.

13 Comp CAS C G DCAA After original auditor was transferred to another audit, a second
418 (2008} Location 2 auditor significantly limited the scope of the audit with supervisory

app! , deleting most of the audit steps.

Second auditor performed very limited testing and refied on

contractor assertions with fittte or no independent verification.

Supervisory auditor approved issuance of the final audit with an

opinion that the contractor complied with CAS 418 in all material

respects.

insufficient work was performed on this audit and, therefore, the

scope of work and the working paper documentation does not

support the opinion.

Region officials acknowledged that work was insufficient and

stated that another CAS 418 audit was initiated; however, DCAA

did not rescind the misleading report,

On June 25, 2008, DCAA officials told us that the new CAS 418

audit was completed with an “adequate” opinion.

.

Source: GAO analysis.

“Location 115 a DCAA resident office located at facifities run by one of the five largest DOD
contractors (Contractor A). The audit in Case 1 was performed at a suboffice focation and the audit in
Case 2 was performed at the resident office.

“Location 2 Is a DCAA branch office.

“Location 3 is a DCAA resident oftice located at facfities run by another of the five largest DOD
contractors (Contractor £},
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September 10, 2008
Statement of Diem Thi Le
DCAA Senior Auditor

Before the Senate Committee on Homeland Security
and Governmental Affairs.

Chairman Lieberman, Senator Collins, and Members of the Committee, thank you
for the opportunity to take part in this hearing. My name is Thi Le and I have been with
the Defense Contract Audit Agency (DCAA) for 19 years. For 17 years I have been a
Senior Auditor. I am also a CPA with the State of California. Nineteen years ago, I left
the private sector to join DCAA because I wanted to be a part of an organization that was
committed to excellence in support of the national interest and protecting taxpayers’
money. However, in recent years, DCAA has changed from an emphasis on excellence
to an emphasis on performance metrics, and that is one of the reasons why I am here
today. My testimony today includes four parts: (1) What triggered my calling the DoD
IG Hotline, (2) How the DoD IG Hotline personnel mishandled my referral (3) The
harassment that I have endured since the DoD IG started its investigation, and (4) The
systemic problems at DCAA.

WHAT TRIGGERED MY CALLING THE HOTLINE

In September 2005, I was performing an accounting system audit at the Corporate
Office of a contractor that is publicly traded engineering, construction, maintenance, and
project management company. This is the GAO case no. 6. 1 found that the accounting
system was inadequate in part and, as a result, the contractor was misallocating and
mischarging costs to the Government. My supervisor originally concurred with my audit
findings; however, subsequently, she told me that our Branch Manager disagreed with
me. After my requests to meet with the Branch Manager to explain my audit findings
were denied, I followed our Contract Audit Manual guidance and I asked for my
supervisor’s approval to elevate the un-reconciled difference of audit opinion to the
Regional Audit Manager who was the supervisor of my Branch Manager. At about the
same time, when I was telling a senior auditor that the Branch Manager was changing my
audit opinion, I was told that I was not the first auditor whose audit opinion on a
contractor inadequate system was changed by the Branch Manager.

The Regional Audit Manager then told me that because the Branch Manager was
the one who signed the audit report, it was the Branch Manager’s opinion that counted
and mine did not. In another words, 1, the performing auditor, had no say in the final
audit report opinion. The Regional Audit Manager also instructed my supervisor to
follow our Contract Audit Manual guidance and put my working papers in the superseded
work paper folder. My supervisor then deleted the audit findings from my working
papers and used those changed working papers as her working papers to support the
change in the audit opinion from an inadequate accounting system to an adequate system
without performing any additional audit work. Shortly afterward, the audit report was
issued and the contractor accounting system was deemed adequate. Consequently, the
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contractor did not have to propose or implement any corrective actions to eliminate its
accounting system deficiencies that would result into misallocating and mischarging costs
to the government contracts. For the calendar year 2006, this contractor reported over
$14 billion in revenue, including $2.9 billion in revenue from government business.

The following week, I was approached by a senior auditor who told me that his
“inadequate in part” opinion of a contractor estimating system was also changed to an
“adequate opinion” by his supervisor. However, his supervisor did not discuss the
change of the audit opinion with him. He also told me that he suspected that the audit
opinion was changed after the Branch Manager had reviewed his audit working papers.

1 was also told by another senior auditor that the Branch Manager changed several
auditors’ opinions of inadequate systems at the Boeing Huntington Beach Resident
Office of where she used to be in charge.

To give my Branch Manager the benefit of doubt, I went on to our office common
drive and reviewed other system audits performed under her management. To my
disbelief and disappointment, I discovered several system audits in which the performing
auditor’s opinion of a contractor inadequate system was changed to adequate by
management. [ began to see a pattern of changing the auditors’ opinions by the Branch
Manager but I did not know why she would do that. Upon further inquiries with other
supervisory auditors of other offices, I understood why. By making the contractor
systems and related internal controls “adequate”, less audit risk would be perceived and,
consequently, fewer audit hours would be incurred on other audits. Because one of the
DCAA performance metrics is the productivity rate, which measures the hours incurred
versus the dollar examined, having fewer audit hours incurred for the same amount of
dollars examined will increase the productivity rate. The productivity rate is one of the
factors based on which a Branch Manager’s annual performance is rated.

Mr. Chairman and Members of the Committee, in recent years, because of the
emphasis on the increase of the productivity rate, DCAA auditors, including myself, have
been pressured by management to perform audits within certain numbers of budgeted
hours. But this was the first time I discovered that management changed the auditors’
opinions without performing any additional audit work or without discussing with the
auditors. I confided this troubling discovery, which I considered the lack of due
professional care, at best, and negligence and fraudulent, at worst, with some of my
colleagues who all told me that I had no choice but calling the DoD IG Hotline. In early
November 2005, I contacted the DoD 1G Hotline.

How the DoD 1G Hotline Personnel Mishandled my Referral

I would have never imagined that I would call the DoD IG Hotline to submit an
allegation against my management. Equally the same, I would have never imagined that
the DoD IG Hotline personnel would send my hotline compliant back to my agency so
that my agency headquarters could investigate my allegation. Let me explain how I
discovered that.
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Subsequent to contacting the DoD IG Hotline in early November 2005, I made
several follow-up inquires and, finally, in February 2006, my complaint was given a
Hotline case number. However, I was told that it might take a long time for someone to
work on my case due to the limited staff. Based on my own research, I found the phone
number of a local office of the Defense Criminal Investigative Services (DCIS) and 1
contacted them.,

I met with a DCIS Special Agent on Saturday March 4, 2006. Before this
meeting, the Special Agent had requested the DoD IG Hotline personnel to fax him a
copy of my complaint submittal. When going through the complaint file to ensure that
the Hotline personnel had sent him all of what I submitted, I noticed that on a FAX Cover
Sheet, it was stated that the complaint submittal had been referred to DCAA
Headquarters. I pointed out this note to the Special Agent and asked him what it meant.
He told me that he would look into it and let me know. Later, the Special Agent
confirmed that the Hotline personnel had in fact referred my complaint to DCAA
Headquarters and that the referral included specific personal identifying information
about me, such as my name and cellular phone number, and the discussion of the
accounting system audit that triggered the Hotline complaint. Consequently, I believe
that my identity as a whistleblower was not adequately protected and, therefore, I have
suffered reprisal from DCAA management.

The Harassment I Have Endured

Following are some of the significant incidents of harassment and retaliations
directed at me since the time I dared to elevate the un-reconciled difference of audit
opinion to the Regional Audit Manager and contacted the DoD IG Hotline:

> In September 2005, my management overruled my audit findings. In
October 2005, I was transferred to another team. In the November
2005 Staff Conference, the Regional Audit Manager stated that if we
auditors did not like management’s audit opinion, we should find
another job.

» In early July 2006, I was transferred to another team. In late July
2006, my management was interviewed by the DCIS Special Agent.
In October 2006, I found out that I was the only auditor with an
“Outstanding” performance rating who did not get a performance
award.

» In early April 2007, the Office of Special Counsel (OSC) investigator
contacted DCAA Western Region management to inform them of my
OSC complaint. Shortly after that happened, my supervisor told me
that I should seek mental health counseling because of the stress I was
under. She gave me an Employee Assistance Form and asked that [
sign it.

> In August 2007, I was given my annual performance evaluation for the
period of July 2006 through June 2007. I was downgraded from an
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“QOutstanding” rating to a “Fully Successful” rating (two notches
down). Also my promotion points came down from 78 (out of a
maximum of 120) to 58 points. Please note that prior to this job
performance evaluation, I had been an outstanding auditor for several
years.

> On August 31, 2007, I was given a memorandum signed by my
supervisor and prepared by the DCAA Headquarters Legal Counsel.
The memo instructed me that I was not allowed to provide any
documents generated by a Government computer, including emails
and job performance evaluations, to any investigative units, including
the OSC. Failure to follow those instructions would result in
disciplinary actions. Subsequently, I discovered that the Section 8 of
the Appendix A of the DCAA Personnel Management Manual Chapter
50 considers the reprisal against an employee for providing
information or disclosures to an Inspector General or Office of Special
Counsel investigator a violation of the employee rights.

» On September 10, 2007, my supervisor advised me to read the 18 USC
641, Theft of Government Property. My supervisor stated that the
unauthorized distribution of Agency documents is theft and it does not
matter if the purpose is to respond fo a hotline or OSC complaint.

» In August 2008, I was given my job performance evaluation for the
period of July 2007 through June 2008. 1 remained at “Fully
Successful” which is one notch above the rating that one would be put
on a Performance Improvement Plan (PIP). My promotion points
came down to 53.

The Systemic Problems at DCAA

It is my observation and opinion that DCAA management has become so metric
driven that our audit quality and independence have suffered. Audits are not dictated by
the audit risks but rather by the established budgeted hours and due dates. The pressure
to close out audits and to meet the productivity rate is so intense that often prevent
auditors from following their instincts in questioning the contractor costs, reporting
internal control deficiencies, and evaluating any suspected irregular conducts. In the end,
contractors are getting away with murder because they know we are so metric driven.

Also, because of metric emphasis, DCAA management has taken away a good
number of the audit staff and created layers and layers of personnel at both the regional
and headquarters levels who do nothing but monitoring metrics. As a result, the goal is
not to protect the government’s interest and save taxpayers’ money but to answer to
management’s questions related to metrics.

Concluding Remarks

Mr. Chairman and Members of the Committee, again I thank you for the
opportunity to take part in this hearing. It is my hope that by taking part in this hearing
there will be changes at DCAA. It is also my hope that any changes implemented by
DCAA management will results into auditors TRULY being allowed to perform quality
audits in accordance with generally accepted government auditing standards in order to
protect the government’s interest and taxpayers’ money.
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Statement of Paul Hackler
Supervisory Auditor
Defense Contract Audit Agency

September 10, 2008

Mr, Chairman, Ranking Member Collins, and members of the
Committee:

Thank you for the opportunity to speak to you today about DCAA’s
ELC Buy HI proposal audit. I am currently a GS-13 Supervisory Auditor in
the Defense Contract Audit Agency’s Western Region - Huntington Beach
Resident Office responsible for Department of Defense contractor audits. 1
am a certified public accountant with 25 years of contract audit experience.
The 2005 and 2006 ELC proposal audits I supervised were based on a 15-
year lot costing scenario designed to allow Boeing to recover approximately
$270 million in losses Boeing incurred as a result of its poor business
decision to gear up for a robust commercial cell phone satellite market that
failed to materialize. In using a 15-year lot costing approach, Boeing was
able to average those losses over 15 years, thereby reflecting higher costs for
future missions. In restructuring the program to avoid further losses, the
government agreed to reimburse Boeing prospectively for launch capability
efforts and Boeing was forced to abandon lot costing for that portion of the

program. Boeing seized this opportunity to recover past losses by
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developing proposals that violated numerous procurement regulations. In its
proposals, Boeing claimed that the cost per launch would decrease in the
future and the government needed to compensate Boeing for higher up-front
costs. In actuality, the devastatingly high up-front costs were a direct
result of Boeing’s unprofitable decision to gear up for a prolific
commercial market that failed to materialize. My office was directed by
DCAA upper management to basically play along with this outrageous
government bailout!

My testimony today will focus on (1) the inherent problems with
Boeing’s 2005 and 2006 Delta IV launch capability proposals, (2) the
directed audit opinion by DCAA upper management related to the Delta IV
Buy III Launch Capability proposal audit issued May 8, 2006, and (3)
reprisals by upper management against employees who resisted the

management directed audit opinion related to that proposal.

Background

In the late 1990s, Boeing anticipated the emerging cell phone market would
deploy satellites as a means to route cell phone traffic. Shortly after Boeing
geared up for 300 related launches of its newly developed Delta IV launch
vehicle, cell phone providers decided to use land-based towers instead of

satellites to route cell phone traffic. As a result, the cell phone satellite
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market (previously anticipated to be 75 percent of Delta IV sales) collapsed
and the cost per launch skyrocketed. In 2003, Boeing announced it was
recognizing $835 million in lossés attributable to the Delta IV program,
reflecting Boeing’s significantly lower assessment of global demand for

aunch services.

Since Boeing was losing more than $100 million per launch, the
government decided to restructure the existing Initial Launch Services (ILS)
fixed-price contract for 13 launches and all future launches by reimbursing
Boeing for launch capability costs on a prospective basis under the ELC
contract. This restructuring was intended to make the Delta IV program
profitable on a go-forward basis for new procurements, but we were directed
by pentagon officials that fixed-prices for the remaining 11 ILS launches
were to remain in place and all appropriate government procurement

regulations were to be adhered to.

Inherent Problems in the ELC Proposal
In 2005 and 2006, I supervised audits of Boeing’s Delta IV Launch
Capability proposals. In the 2005 proposal, my team determined the

proposal contained serious procurement regulation violations and issued an
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adverse audit opinion that prevented the Air Force from awarding the
contract. Two of the significant deficiencies in the 2005 ELC proposal
were: Boeing’s use of a 15-year lot costing methodology never before
encountered by DCAA to my knowledge. The other deficiency related to
Boeing’s failure to obtain detailed pricing data from its subcontractors.
Prior to Boeing resubmitting the EL.C proposal in early 2006, the Air Force
attempted to provide Boeing a waiver from the procurement regulations
violated by lot costing. However, the move was unpopular in Washington
due to Boeing’s recent Procurement Integrity Act violations and Boeing was
only granted a waiver from the requirement for subcontractor pricing data.
Therefore, Boeing resubmitted its ELC proposal using 15-year lot costing
that continued to contain significant procurement regulation violations.
Boeing’s 15-year lot costing methodology rolls losses directly attributable to
the collapse of the cell phone satellite market into future government
contracts and violates numerous government procurement regulations, most
notably the prohibition against recovering prior losses and charging the
government for costs that do not benefit our contracts. At the direction of
upper management, our office issued an audit opinion that failed to report
serious procurement regulation violations and the Air Force subsequently

awarded the initial ELC contract granting Boeing recovery of approximately
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$270 million of past losses suffered in its attempt to corner the nonexistent

commercial cell phone satellite market and also substantially increased the

price of previously awarded ILS missions. My testimony today focuses on
DCAA’s indiscretions, however, the Air Force may have gone well beyond
DCAA in allowing Boeing to recover losses from its decision to pursue the
cell phone satellite market that resulted in recovery of losses of much more
than $270 million in total. I’d be more than happy to answer questions

regarding this subject also.

Specific to DCAA’s involvement, Boeing’s lot costing methodology
averages costs to gear up for a nonexistent commercial market over 15 years
and multiple government contracts, thereby violating Federal Acquisition
Regulation 31.205-23, which prohibits the recovery of these prior losses.
For instance, at inception of the Delta IV program, Boeing anticipated and
prepared for a commercial market that, if it had materialized, would have
purchased well over 100 launches by now, and approximately 300 launches
by 2020. However, only one commercial launch has taken place thus far,
and no further commercial launches are anticipated. Virtually all of the
losses Boeing incurred pursuing the commercial market, such as:
constructing a production facility capable of producing 40 rockets per year,

purchasing a vessel designed exclusively to transport the 230 ft. long Delta
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IV launch vehicle, the cost of excess production equipment, incurring excess
procurement and storage charges are included in the lot costing calculation.

Some of these costs are still being charged to government contracts.

Boeing’s lot costing methodology also violates several other
procurement regulations that embody the most fundamental concepts in
government or public accounting; e.g. allocating costs to contracts that do
not benefit.

Additionally, lot costing violates the requirement to segregate costs
by year. By averaging costs over 15 years, Boeing’s lot costing
methodology constantly shifts costs between years, as the cost per launch
increases. The estimated cost per launch has increased several-fold since the
program began in the late 1990s.

Due to these violations of procurement regulations and departure from
basic accounting principles, all the audit staff involved with the Buy III
proposals considered Boeing’s lot cost methodology unacceptable as an
estimating or accounting practice. It should also be noted that Boeing has
recently discontinued lot costing entirely at the direction of its outside

auditors.

Directed Audit Opinion by DCAA Upper Management
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Mr. Chairman and members of the Committee, despite our
documented objections, we were instructed by DCAA upper management to
issue an audit opinion that failed to report violations of numerous
procurement regulations and allowed the Air Force to compensate Boeing
for losses incurred as a result of the collapse of the anticipated commercial
market. The departure of estimating techniques employed in the ELC
proposal from fundamental procurement regulations, acceptable estimating
techniques, and basic accounting principles was so unthinkable that the audit
staff documented our disagreement in the audit file. This is the first time in
my career I felt it necessary to document my disagreement with a

management directed audit opinion.

Reprisals by DCAA Upper management

Over my 25-year career with DCAA, I have jealously protected the
American taxpayers’ interests at every turn as [ attempted to do on the ELC
proposal audits. During the course of the two ELC proposal audits, I was
harassed and denied a chance at promotion opportunities because I resisted
DCAA upper management’s pressure to overlook the most egregious
estimating scenario I have ever encountered, while the DCAA official

responsible for directing this inappropriate audit opinion has been promoted
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to the SES level. Early in my career, I would never have suspected this kind
of inappropriate behavior could be rewarded, but of late, I've seen it over
and over again due to the emphasis placed on performance metrics and
customer satisfaction. Audit findings and exceptions have taken a backseat
to expediency and personal ambition. I can only hope that bringing these
atrocities to your attention results in changes that will make my coworkers

and myself proud to be DCAA employees again.

Concluding remarks
Thank you for your time and thank you for this opportunity to bring
these matters to your attention. I would be happy to answer any questions

that the Committee may have.



79

=== September 10, 2008

Expected Release
10:00 a.m.

Gordon S. Heddell
Acting Inspector General Department of Defense

before the

Senate Homeland Security and
Governmental Affairs Committee

on

“Expediency Versus Integrity: Do Assembly Line Audits at the
Defense Contract Audit Agency Waste Taxpayer Dollars?”



80

Chairman Lieberman, Senator Collins, and members of the committee,
thank you for the opportunity to appear before you this morning and address our
efforts regarding the oversight of audit work performed at the Defense Contract
Audit Agency.

L BACKGROUND

On November 13, 2005, my office received a hotline complaint with
allegations that a Defense Contract Audit Agency (DCAA) Branch Manager and
subordinate managers were involved in the practice of changing audit findings, or
deleting them altogether, in deference to issuing “clean” audit reports. The
subject managers were assigned to DCAA’s Santa Ana, California, Branch Office
and the Huntington Beach, California, Resident Office. The hotline was referred
to DCAA for action on February 8, 2006. At the same time it was provided to the
Department of Defense Inspector General (DoD IG) Office of Audit Policy and
Oversight (APO) for information.

On February 24, 2006, the DoD IG Defense Criminal Investigative Service
(DCIS) office in Mission Viejo, California, received information from a senior
DCAA auditor who alleged that the Santa Ana Branch Manager changed, or
caused to be changed, several auditors’ working papers in order to cancel or
conceal audit findings that would otherwise have been followed up by DCAA,
and could have resulted in significant cost savings to the DoD. It was alleged that
the Santa Ana Branch Manager did this to increase the perceived productivity rate
of her department. The complainant was concerned about the integrity of

DCAA’s mission and the potential loss to American taxpayers.
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The complainant advised that the DoD IG Hotline was contacted on
November 13, 2005, and at that time was provided details concerning the
allegations. The complainant then met with a DCIS Special Agent on March 4,
2006, to discuss the Hotline complaint and ensure the allegations were being

reviewed.

On February 24, 2006, a DCIS Special Agent contacted the Hotline and
obtained the complaint. The agent learned that the Hotline had forwarded the
complaint to DCAA. DCIS initiated an investigation on March 6, 2006.

On March 7, 2006, DCIS requested audit assistance from APO. APO was
assigned responsibility to review ten DCAA audits brought into question by the

Hotline complainant.

The DCIS initial contact with DCAA occurred on March 9, 2006, when
DCAA Deputy Director Joseph Garcia (then DCAA Assistant Director of
Operations) telephoned the DCIS case agent saying he had received a copy of the
complaint from the Hotline, and that he intended to conduct a formal DCAA
inquiry with a 60-day estimated time of completion. The DCIS agent informed
Mr. Garcia that DCIS had already initiated an investigation.

From March 10 through March 12, 2006, the DCIS agent conducted
interviews with several witnesses who corroborated the Hotline allegations. On
March 13, 2006, the DCIS agent sent Mr. Garcia an e-mail suggesting that DCIS
should conduct its own investigation independent of DCAA and that DCAA
should suspend its own inquiry until the DCIS investigation was completed. On
March 14, 2006, Mr. Garcia answered this e-mail and concurred with the DCIS

agent.
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In June 2006, the U.S. Government Accountability Office (GAO)
informed DCIS that it was conducting its own investigation of DCAA. GAO
indicated that, in addition to receiving the same DoD Hotline complaint, they
received reports of DCAA misconduct in other offices and regions located
throughout the United States. GAO and DCIS coordinated certain investigative
activities regarding DCAA misconduct allegations; however, DCIS concentrated
on the allegations contained in the DoD IG Hotline complaint. GAO's
investigation focused on the broad implications of the issue, as they relate to

DCAA's overall mission, reporting practices, and employee work environment.

II.  DCIS INVESTIGATION

DCIS interviewed fourteen DCAA auditors, seven DCAA managers and
supervisors, and five contracting officials involved with the ten audits brought
into question by the Hotline complaint. Investigative findings disclosed that
DCAA managers violated established policy by deleting audit deficiencies from
field auditor audit reports without the field auditor's knowledge, and by issuing

"clean" audit reports without adequate supporting documentation.

Five DCAA field auditors interviewed confirmed reports that deficiencies
noted by them and included in their draft audit reports submitted to management
for approval were often minimized by their supervisors. In at least five cases, the
field auditors were instructed to delete the deficiencies they noted in favor of
issuing "clean" audits wherein the contractor accounting systems were deemed to
be "adequate.” In at least three other instances, the field auditors said their
managers simply deleted the deficiencies from their audit reports without their
knowledge, in spite of DCAA's policy (outlined in DCAA's Contract Audit
Manual (CAM), Chapter 4, Section 403 (I) (2): page 421 of CAM Volume I) of
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giving auditors the opportunity to present their positions to management and to

formally document any differences of opinion in the audit working papers.

It was also noted during the interviews with field auditors that DCAA used
metrics to evaluate the agency's overall efficiency, such as determining
beforehand that certain audits should take a predicted number of hours to
complete. This was especially the case with systems audits, which are conducted
at major DoD contractor facilities every 3 — 5 years in order to evaluate the
adequacy of their accounting, estimating, and billing systems. The investigation
identified a correlation between audit reports that were changed by DCAA
supervisors and the issuance of those reports on, or just prior to, the end of each
fiscal year. The investigation determined that September 30th was often the
deadline for completing certain systems audits as determined through metrics,
and that audits not closed by that deadline were classified as "languishing audits."
DCAA auditors confirmed that the easiest way for DCAA managers to prevent
audits from becoming "languishing” was to issue "clean” audit reports that
reflected no deficiencies, or to simply characterize noted deficiencies as
"suggestions for improvement,” wherein the contractor has no obligation to the

Government to change their internal control systems.

The DCIS investigation indicated that DCAA' s emphasis upon conducting
systems audits within pre-determined milestones and deadlines established
through metrics created an environment where the pressure to meet goals affected
the outcome of the audit. This constant pressure weighed heavily upon auditors
and managers. In contrast, DCAA field auditors advised that in prior years,
auditors were routinely praised and rewarded commensurate with the amount of
money they questioned, and how much money the Government saved or

recovered as a direct result of their audit activities.
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From April through July 2006, DCIS interviewed DCAA supervisory
auditors involved in the alleged misconduct, to include the Santa Ana Branch
Manager. Although the above mentioned trends were questioned during the
interviews, the managers involved admitted to no wrongdoing. DCAA regional
management acknowledged that certain policies were violated, such as the failure
of managers to inform field auditors that their audit findings were being changed

or deleted prior to issuing an audit report.
III. AUDIT POLICY AND OVERSIGHT MEMORANDUM

On January 24, 2007, APO issued a memorandum to DCIS detailing the
results of its review of one audit assignment completed by the DCAA Boeing
Huntington Beach Resident Office and nine audit assignments completed by the
Santa Ana Branch Office. These audits were reviewed as part of the DoD IG
response to the November 13, 2003, hotline complaint. The memorandum

contained the following conclusions:

¢ On nine assignments, the supervisors either changed or directed to
be changed an auditor’s draft audit conclusions without adequate

documentation.

+ The working papers of seven assignments did not adequately
support the final audit report opinions. On the three remaining
assignments, the supervisory auditor should have directed the
auditor to perform additional audit procedures prior to issuing the

final report.

* In addition, DCAA should rescind three reports because the reports

were not supported by the working papers.
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On January 25, 2007, DCIS provided a copy of the APO memorandum to
the DCAA regional headquarters office in La Mirada, CA. The Director, DCAA
Western Region, in a memorandum dated July 27, 2007, expressed strong
disagreement with the overall results of the DoD IG review and refused to rescind
any reports, although he acknowledged that “working papers could have been

improved.”
IV. DoD IG INVESTIGATIVE RESULTS

On June 24, 2008, DCIS presented the results of its investigation to the
U.S. Attorney’s Office (USAO), Santa Ana, CA, Branch Office. The USAO
declined criminal prosecution. At the conclusion of the investigation, DCIS
prepared a Fraud Vulnerability Report documenting investigative findings. A
Fraud Vulnerability Report is the vehicle used by DCIS to address lack of internal
management controls, inadequate compliance with those controls, or a deficiency
within the system that may have allowed identified criminal violations to occur or
to go undetected. Fraud Vulnerability Reports are not intended to document
willful criminal violation of law. On August 25, 2008, the Fraud Vulnerability
Report was sent to Ms. Tina W. Jonas, Under Secretary of Defense, Comptroller;
Ms. April G. Stephenson, Director, Defense Contract Audit Agency; Mr. Donald
Horstman, Deputy Inspector General for Policy and Oversight; and Mr. Vincent
Rafferty, Director, Investigations of Senior Officials, DoD IG.

Y. REVIEW OF THE DEFENSE CONTRACT AUDIT AGENCY
QUALITY CONTROL SYSTEM (2006 PEER REVIEW)

APOQ issued a peer review, “Review of the Defense Contract Audit Agency
Quality Control System,” (Report No. D-2007-06-006), on May 1, 2007. In

accordance with the purpose of a peer review, we evaluated the DCAA internal
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quality control system. We determined that the DCAA internal quality control
system was adequate and complied with Generally Accepted Government
Auditing Standards (GAGAS) to provide reasonable assurance that applicable
auditing standards, policies, and procedures were met. The review, however, did
identify some weaknesses and recommended DCAA revise some policies and
procedures. The review was conducted from January 2006 through April 2007,
and covered the period from October 1, 2005, through September 30, 2006 (the
audits reviewed as part of the November 13, 2005 hotline complaint were
performed outside of the peer review timeframe). The peer review also reviewed
DCAA policies and procedures including a review of supervision, quality

assurance procedures, and experience of staff.

We adapted the process outlined in the President’s Council on Integrity
and Efficiency (PCIE) guidance for selecting offices and reports (audits) for
review that included a reasonable cross section of the types of assignments that
DCAA performs. We judgmentally selected six field audit offices, one office in
each of the five DCAA regions and Field Detachment (classified audits). Five of
the six offices had not been reviewed by DCAA during the 3 year cycle for the
DCAA internal quality assurance process. Our plan involved a judgmental
sample of 141 audits [reviewing from 19 to 28 audits from each of the five
regions and Field Detachment (classified audits)] and covered the main audit
assignments performed by DCAA. For each office, we selected audits performed

by all audit teams or supervisors.
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Region (No. of Field Offices) Office (# of Audits Reviewed)

Western (14) San Diego Branch Office (28)
Field Detachment 9 Valley Forge Branch Office (20)
Eastern (12) Tampa Bay Branch Office  (23)
Central (14) Minneapolis Branch Office (27)
Northeastern (15) UTC Resident Office (19
Mid-Atlantic (15 Mt Laurel Residence Office  (24)

The peer review identified deficiencies, including: inadequate
documentation of sampling plans; failure to follow GAGAS when performing
Agreed-Upon Procedures engagements, desk reviews of incurred cost
submissions under $15 million, and contract audit closing statements; and
inadequate coverage of internal control system reviews by the DCAA internal

quality assurance program.

The PCIE guidance provides that conclusions on what overall 6pinion to
issue should be reached based on the cumulative impact of all findings. Issues
may be disclosed that did not affect the opinion singularly or in the aggregate but
still warrant reporting because formal corrective action needs to be taken. APO
determined that the problems identified were not cumulatively significant enough
to indicate that material deficiencies existed in the design or implementation of
the DCAA quality control system. The decision to implement the
recommendations of any peer review opinion report rests solely with the
reviewed audit organization. Follow-up on implemented recommendations
occurs during the course of the subsequent peer review. We plan to start the
FY 2009 DCAA peer review in January 2009 after we complete the follow-up
work on the GAO report findings.
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VL. GAOREPORT

On July 22, 2008, GAOQ issued a report on “DCAA Audits: Allegations
That Certain Audits at Three Locations Did Not Meet Professional Standards
Were Substantiated” (Report number GAO-08-857). GAO found evidence that
working papers did not support reported opinions, DCAA supervisors dropped
findings and changed audit opinions without adequate evidence for their changes,
and sufficient audit work was not performed to support audit opinions and
conclusions. The work GAO performed on this investigation was closely
coordinated with DoD IG auditors and DCIS investigators. The findings in the
GAO report are consistent with the findings contained in the January 24, 2007

APO memorandum.
VII. DOD IG ACTIONS MOVING FORWARD

Additional Investigative Work. After publication of the GAO report,
additional DoD Hotline complaints have been received concerning misconduct
allegations by senior managers in the same California DCAA offices. These
allegations are being assessed and may result in investigations by one or more
DoD IG components, such as the Directorate of Investigation of Senior Officials
and the Office of Policy and Oversight.

APO Follow-up Review. APO announced a “Follow-up Review on Audit
Work Deficiencies and Abusive Work Environment Identified by Government
Accountability Office (GAO) Report” on August 4, 2008. As part of this review,
we are performing an independent assessment of the completed and planned
actions taken by DCAA in response to the GAO report and the allegations
concerning supervisor misconduct. We have obtained backup evidence from

GAO relating to allegations of an abusive work environment and are interviewing
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10

all professional personnel at the 3 DCAA audit offices. We are also reviewing all
available completed audit work that DCAA is performing to mitigate the
identified audit deficiencies. Based on the results of our independent assessment,

we will make appropriate recommendations.

FY 2009 External Peer Review. In August 2008, the Under Secretary of
Defense (Comptroller) requested that we move up our next planned peer review
of DCAA. However, we believe that the best approach is to perform the follow-
up review on the DCAA corrective actions to the GAO report findings first, and
then start the external peer review of the DCAA quality control system as
originally planned in January 2009. This approach will allow us to fully
concentrate on each review separately thus ensuring the best coverage of
pertinent issues and concerns. We will consider the results of the follow-up
review, GAQ reviews, the prior DCAA peer reviews, and the DCAA internal
quality assurance reviews, as well as other information, when performing a risk
assessment to determine the scope of the FY 2009 peer review. This review will

cover audits performed by all 5 DCAA regions and Field Detachment.
VilI. CONCLUSION

Oversight of Department of Defense contractors is essential in the fight
against waste, fraud, and abuse. The Defense Contract Audit Agency ensures
early detection of potential contracting issues. We remain committed to
supporting DCAA and working with them to ensure that their internal oversight
mechanisms are in place and working effectively. I thank you for your time and

am ready to answer any questions you might have.



90

Testimony
of

April G. Stephenson
Director, Defense Contract Audit Agency

before the
Senate Committee on Homeland Security and Governmental Affairs

September 10, 2008



91

Mr. Chairman, members of the Committee, thank you for the opportunity to appear before

you today; I am pleased to be here.

As requested, 1 will describe the actions taken by the Defense Contract Audit Agency
(DCAA), as a result of the July 2008 GAO Report regarding allegations that certain DCAA
audits did not meet professional standards. (DCAA Audits: Allegations that Certain Audits at
Three Locations Did Not Meet Professional Standards Were Substantiated.) Please be assured
that we take the GAQ’s findings very seriously, and we are taking the necessary steps to review

and correct the issues cited in the report.

To ensure that the DCAA is fully transparent and accountable, we are committed to
supporting any review of our procedures, and we are taking immediate action to fix any

problems found.

Background on DCAA

Mr. Chairman, DCAA is a distinct agency of the Department of Defense (DoD) that reports
to the Under Secretary of Defense (Comptroller). The DCAA mission is to perform all necessary
contract audits for DoD components responsible for the negotiation, administration, and

settlement of contracts and subcontracts.

In FY 2007, DCAA performed 33,801 audits covering $391 billion in proposed or claimed
contractor costs. These audits recommended reductions in proposed or billed costs of
$14.2 billion (referred to as questioned costs), and $4.6 billion in estimated costs where the
contractor did not provide sufficient information to explain the basis of the estimated amounts

(referred to as unsupported costs).
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In total, the DCAA has about 4,000 employees and 79 field audit offices. The three audit
offices addressed in the GAO report, performed a combined total of 4,786 audits covering
$76 billion of proposed or claimed contractor costs, with $1.9 billion of questioned costs, and

$2 billion of unsupported costs, for the five year period covered by the GAO report.

As you may know, the DoD Inspector General is responsible for the oversight of DCAA’s
quality control system, and the IG has previously determined both that DCAA’s system of
quality control is designed in accordance with Government Auditing Standards, and that the

quality control system being used on audits is adequate.

GAO Report Findings and Root Causes

For purposes of my testimony today, Mr. Chairman, we have categorized the GAO’s
findings into three general areas: Deficient Working Papers and Audit Work; Lack of
Independence, and; Management Abuses of Employees and Impediments to the GAO

Investigation.

Deficient Working Papers and Audit Work

With regard to Deficient Working Papers and Audit Work, the GAO concluded that the
working papers did not adequately support the final conclusion and opinion for any of the
13 cases it investigated. The GAO also concluded that, in some of the cases, the auditors did not
perform sufficient work to support draft audit conclusions, and that their supervisors did not

instruct or allow them to perform additional work before issuing final reports.

We agree that the audit work should have been better documented in the working papers.

We also agree that, in some of the cases, the supervisors should have assessed the need to
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perform additional audit effort prior to issuing the audit report. Supervisors and managers who
changed the audit findings should have documented their decision in the working papers.
Changing draft audit findings without adequate explanation, documentation, and review, is not

acceptable, and does not follow the auditing standards that DCAA strives to uphold.

So, why did this happen?

In our discussions with the management team involved, they stated that the audit results
were not supported and that they did not want to include inadequately supported audit findings in
the report. They felt pressured to issue the audit reports by the due date, and made an
inappropriate decision to remove the audit findings rather than to assess the need to perform

additional audit work to determine whether the finding had merit.

Mr. Chairman, I do not offer this explanation as an excuse, but rather as management’s
reason for removing the findings. Audit work must be complete prior to issuance of an audit
report or in the case of an external constraint, the audit report should clearly state the reasons that

the audit work could not be completed as required by the auditing standards.

Lack of Independence

With regard to the second area, Lack of Independence, the GAO concluded that, in three
audits, the contractor or the DoD contracting community improperly influenced the audit scope,
conclusions, and opinions. The primary root cause that led to the GAQ’s conclusion was
DCAA’s participation in Integrated Product Teams (IPTs). IPTs were established by DoD in the
mid-1990s as a means of expediting the assessment of contractor bid proposals as well as a

mechanism to expedite the resolution of outstanding issues.
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In the specific example cited by the GAO, the IPT was established to expedite the
resolution of a labor estimating system issue at a major contractor. As the contractor developed
revised draft procedures, the IPT, including the auditor, provided feedback. The DCAA field
office manager informed the IPT that DCAA would audit the final estimates and provide

feedback on the draft estimates during the IPT process.

After several rounds of reviewing the draft procedures, the contractor provided the final
procedure for audit. DCAA notified the contractor that it planned to test a sample of estimates
over a prospective four-month time period although the auditor did not specifically state which
estimates would be reviewed. The GAO concluded that the DCAA’s participation in the IPT by
providing feedback on the draft procedures and then auditing the final procedures was a violation
of the independence requirements under the auditing standards. The GAO also objected to the

auditor providing the time period of the sample selection.

We appreciate the GAQO’s concern with the appearance of a lack of independence by
DCAA’s participation in IPTs. As a result, we have ceased participation in all IPTs. Although
audit services will be provided during an IPT when requested by a contracting officer, DCAA is
no longer a member of an IPT, and DCAA will no longer provide feedback during an IPT.
DCAA will audit only final contractor approved submissions and will have no involvement with
draft submissions. We have notified the procurement community of this change in DCAA

policy.
Management Abuses and Impediments to the GAO Investigation

With regard to Management Abuses and Impediments to the GAO Investigation, the

GAO concluded that there existed a pattern of frequent management actions that served to
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intimidate some of the auditors and create an abusive environment at two of the three locations
covered by its investigation. The GAO stated that its conclusions were based on confidential

interviews and e-mail documentation.

Since the GAO did not provide specific information upon which any personnel action
could be taken, we requested the services of the DoD Inspector General to investigate the matter.
The Inspector General expects to issue its draft report in J anuary 2009. Rest assured,
inappropriate management actions will not be tolerated, and necessary disciplinary actions will

be taken in accordance with personnel laws and regulations.
DCAA Actions

Mr. Chairman, as a result of the GAO report, we have taken a number of actions. The
appendix to my submitted testimony contains a list of actions completed to date as well as
actions that are in process as of today . However, I would like to discuss some of the more

significant actions at this time.
Structure

1. With regard to the organizational structure of DCAA, we are performing a top-to-bottom
assessment, including an assessment of staffing for the quality assurance function, to

determine whether we have the appropriate staffing at all levels of the organization.

We are assessing whether additional staffing will be needed, including additional
auditors, supervisors, and managers. We will continue to work with the Department on

how best to address future staffing needs.
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Prior to the issuance of the GAQO report, DCAA recognized that the span of control of
supervisors to auditors needed to be lowered, especially in areas with a significant

number of auditor trainees.

In June 2008, 1 approved a reduction in the supervisory span of control, lowering the
number of auditors to each supervisor to provide greater oversight by each supervisor,
Although some locations had made use of temporary positions to deal with the need for
fewer auditors to each supervisor, we felt the Agency-wide reduction would be more

effective.

1 have approved additional field audit offices to lower the span of control for the office
manager. Three additional offices were approved earlier in the year, and three more
offices were approved after the issuance of the GAQ report. These actions will be

financed out of existing resources.

We envision that additional offices may be needed once we complete our staffing

assessment,

DCAA assessed the quality assurance function and changed the alignment from being a
division in the Policy and Plans directorate at Headquarters to a direct report to the
Deputy Director. This change will bring additional daily oversight to the quality
assurance function at a very high level in the organization and demonstrates our emphasis

on the quality of our audits.
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Culture
With regard to the culture of DCAA, we are

I. Assessing whether the agency is using the appropriate metrics and benchmarks, as well as
assessing whether those metrics are driving the right behavior. The team performing the
assessment includes representatives from across the audit organization. We are also
utilizing focus groups at all levels, including auditors, to provide feedback on the use of

metrics. We plan to have this assessment complete by September 30,

In the meantime, we have emphasized, through various venues, the need to perform
quality audits. One way this was accomplished was by declaring August, “Audit Quality
Month” in which each location held a stand-down day to discuss audit quality and to
resolve impediments to audit quality such as metrics, budgets, due dates, or external

pressures.

2. We plan to conduct an Agency-wide survey to identify additional cultural issues. The
survey will be based on a standard Federal government survey developed and
administered by the Office of Personnel Management, together with additional questions
unique to the issues raised in the GAO report. We anticipate that this survey will be

distributed by September 30™,

3. As mentioned earlier, we ceased participation in IPTs to avoid the appearance of a lack of
independence. We also reminded the workforce of our audit policy on the appropriate
audit opinion to provide when contracting officers place restrictions on the audit such as

time constraints.



98

Processes
Finally, to address the improvements in processes, we have

1. Increased the number of levels of management to resolve disagreements. Prior to the
GAO review, Agency policy provided that the auditor could elevate the issues to two
levels of management: the supervisor and the manager. We changed the policy to call
for four levels of management. This raises the issue to the level of a senior executive, if

needed. We believe this change will bring more objectivity to the resolution process.

2. Based on our own quality assurance reviews in February 2008, we decided to change the
signature authority for internal control audits to the level of the field office manager;
previously the supervisory auditor could sign certain reports. As a result of the findings
in the GAO report, we decided to require the manager to sign all audit reports, regardless

of findings. The added review by the manager should improve the quality of the audits.

3. We expanded our next round of quality assurance reviews, which started this month, to

include additional offices and additional assignments.

4, We initiated an internal assessment of audit work at other locations to identify additional
areas of improvement. This assessment used a stratified sample of high risk assignments
identified in the GAO report, such as audit reports issued in the last week of the fiscal

year. We anticipate that this review will be completed by September 30%,

In addition to the actions taken by DCAA, we have asked the DoD Inspector General to
review the actions taken to address the audit work in the specific 13 cases cited by the GAQ, in

addition to assessing the abusive management environment.
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For all 13 cases, we have either completed additional audit work or have assignments in-
process to mitigate the risk associated with the assignments the GAO determined did not comply

with auditing standards.

Closing

In closing, Mr, Chairman, I want to underscore the seriousness with which DCAA is taking
this matter. Inadequate work is unacceptable, and disciplinary and personnel actions will be
taken as appropriate. As I have indicated, a number of steps to resolve these issues have already
been taken and completed. Others in process, such as the Agency-wide organizational
assessment, will require more time to complete, but DCAA is committed to ensuring that the
agency is above reproach — that all of its audits are performed in accordance with auditing
standards, that its culture promotes the kind of vigilance and quality that protects the interests of

the American taxpayers.

Mr. Chairman, I thank you again for the opportunity to address the committee, and I look

forward to your questions.

10
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Appendix to Written Statement of Ms. April G. Stephenson
Senate Committee on Homeland Security and Governmental Affairs
Specific DCAA Actions in Response To The GAO Report

Structure

Realigned the Chief, Quality Assurance to report directly to the Deputy Director
(completed in August)

Submitted a request to OSD for a Senior Executive Service level position for the quality
assurance function (completed in August)

Expanded the next round of quality assurance reviews started in September by including
additional assignments and offices (completed in August)

Realigning the regional quality assurance employees to report directly to Headquarters
(planned to complete in September)

Assessing the incremental need for additional quality assurance staff due to additional
reviews planned for FY 2009 and beyond (planned to complete in September)

Revamping the ombudsman program to align with the quality assurance organization
(planned to complete in September)

Realigning the DCAA hotline program to the quality assurance function (planned to
complete in October)

Approved reduction in supervisor span of control (completed in June)
Approved six new field audit offices (completed in May, June, and July)
Approved three new regional audit manager positions (completed in May and July)

Initial staffing assessments due to the Director by September 9" with additional staffing
assessments to continue as corrective actions are implemented (initial staffing request
estimated to be provided to the DoD Comptroller by the end of September)

Culture

Ceased participation in Integrated Product Teams to avoid the appearance of a lack of
independence (completed in August)

Held stand-down day for audit quality at all DCAA locations (70 completed in August,
15 planned for early September)

Completed annual independence training and signed certificate of independence by all
auditing personnel (planned to complete in September)

Confirmed policy on audit opinion due to contracting officer scope limitations
(completed in July)

Revised policy on resolving difference in audit results and opinions ~ changed from two
levels to four levels (completed in July)

Issued several memorandum reiterating the importance of cooperating with GAO, IG,
and other reviewers/investigators (completed in July and August)

11
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Assessing whether DCAA has the appropriate metrics and performance benchmarks
(planned to complete in September)

Assessing whether metrics and performance benchmarks are implemented appropriately
across the Agency (planned to complete in September)

« Held separate focus groups of employees at all levels of the organization
including auditors (completed in August)

Revamping the metrics process (initial assessment planned for September with complete
implementation no later than December)

Distributing an organizational assessment survey via OPM to DCAA employees (survey
planned to be distributed in September with results analyzed and corrective actions
developed by December)

Completion of Agency-wide organizational assessment in FY 2009

* Assessment includes all major areas of the organization including strategic plan,
leadership, staffing, workforce issues, and process management

Revised all DCAA training courses to reflect issues reported by the GAO (completed in
August)

The Director, DCAA visited the regional office and the three audit offices addressed in
the GAO report to assess the issues and environment in the offices (completed in July)

Processes

Raised the field office signature authority for all audit reports to the level of the manager
or higher (completed in August)

Submitted proposal to the union to bargain the new proposed independent referencing
process {(completed in August)

Aggressively completing open actions from IG oversight review (planned to complete in
September)

Aggressively completing the current round of quality assurance reviews (planned to
complete in October)

Completing internal assessment of a sample of 40 audits across the Agency stratified in
the high risk areas identified by the GAO (planned to complete in September)

Additional Actions

Completing audit effort to mitigate the risks of the 13 cases identified by the GAO (four
completed to date with the remainder due for completion no later than November)

Requested the DoD IG review DCAA’s actions in the specific 13 cases identified by the
GAO and investigate the findings of an abusive management environment (draft report
estimated to be issued in January)

Established Strategic Plan Objective to assess improvements to audits of contractor
internal controls (Objective established in June, estimated for completion in FY 2009)

12
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SUBMITTED FOR THE RECORD BY
SEN. CLAIRE MCCASKILL
SEP 10 2008

DEFENSE CONTRACT AUDIT AGENCY
Santa Ana Branch Office
3 Hutton Centre Drive, Sulte 750
Santa Ana, CA 92707-5704
(714) 435-2200
fao4181@dcaa mil

August 31, 2007

MEMORANDUM FOR DIEM-THI LE, SENIOR AUDITOR, GS-511-12,
SANTA ANA BRANCH OFFICE

Subject: Safeguarding and Nondisclosure of Agency Records and Contractor
Proprietary, Financial, Sensitive and Conﬁdentia_l‘lnfonnation

On August 28, 2007, you sent an electronic message (email) to me concerning
certain Agency documents in connection with an audit assignment you previously
performed work on, and you stated your purpose for searching for those materials was to
assist you in preparing a complaint to the Office of Special Counscl.

You are not permitted to access or copy or possess any Agency document for your
private purposes, including preparation of complaints in any forum. You are instructed to
cease any cfforts to access any Agency documents except those for which you have an
official need in the performance of your assigned tasks and audits. If you belicve you
have a legitimate reason to personally access any other Agency documents, you may
make a request to me and it will be considered fully.

As a DCAA Auditor, you are at all times responsible for the safeguarding and
nondisclosure of Agency records and contractor proprietary, financial, sensilive and
confidential information. You are not authorized to access, acquire, download, transfer,
copy, or possess, by any means, any Agoncy document, record, information, working
papers, or other Agency property outside of the workplace or unless contained solely on
your government issued computer. You are not entitled or authorized to examine or copy
or download or otherwise access any audit documents not within your assigned dutics,
You may not access such Agency documcnts for any private purpose, including the
pursuit of any complaints or other proceedings in any forum. 1If such Agency documents
are required in the course of investigations, these will be made available as rcquired by
faw to the proper and authorized investigative entitics; you may not provide such Agency
documents personally. Covered Agency documents and property include emails and any
electronic records in any format, as well as hard copies. Under no circumstances may
you transfer or download any Agency rccord, document, or information to a
nongovernment computer, or make any copies by electronic or other means cxcept as
required for the performance of your audit assignments.
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DEFENSE CONTRACT AUDIT AGENCY
- Santa Ana Branch Office
3 Hutton Centre Drive, Sulte 750
Santa Ana, CA 92707-5704
{714) 435-2200
fao4181@dcaa.mil

Subject: Safeguarding and Nondisclosure of Agency Records and Contractor
Proprietary, Financial, Sensitive and Confidential Information

For further information concerning thesc prohibitions, please refer to DCAAR
4140.2, Use of Government Office Equipment (September 13, 2002), which provides in
pertinent part:

4.6.6.15. The unauthorized acquisition, use, reproduction, transmission, or
distribution of any controlled information including: computer softwarc
and data that includes privacy information; copyrighted, trademarked
material or material with other intellectual property rights (beyond fair
use); proprictary data; or cxport-controlled sofiware or data is strictly
prohibited.

Please also refer to DCAAM 7640.1, DCAA Contract Audit Manual, Scction 1-
507, Security Requirements for Contractor Information. Be advised that 18 U.S.C. § 64]
(Theft of Government Property) and 18 U.S.C. § 1905 (Trade Secrcts Act) (quoted in the
CAM at -Section 1-507) each provide severe criminal penalties for unauthorized
possession and/or disclosure of Government and contractor proprietary data. If you have
any questions concerning the use or protection of Agency or contractor information,
please contact me.

If you have already copied or otherwise retained such documents as referred to
above, you are directed to provide to me a list of all that you have in your possession, and
to retum to me all such documents not later than September 7, 2007 by the closc of
business. If you have distributed any such documents, you are instructed to inform me of
what documents you provided to any person other than yourself. This includes any
attorney you may have retained for personal legal services. Any attorney hircd by you
has no greater rights to Agency property than you do, and as explained above, you have
no posscssory or other rights of control over Agency documents. If you have an attorncy
or if there are others to whom you have provided Agency documents, you arc dirccled to
inform me of their identities and with appropriatc contact information. I urge you inform
those to whom you gave any Agency documents that they may not retain possession of
thcm‘ and to contact me to arrange the retumn of those documents.,

1 must advise you that a failure to follow thesc instructions may rosult in

disciplinary action against you.
e 2+ Bk

Sharon L. Kawamoto
Supervisory Auditor
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SANTA ANA BRANCH OFFICE
WESTERN REGION
DEFENSE CONTRACT AUDIT AGENCY
3 Hutton Centre Drive, Suite 750
Santa Ana, California 92707-5704

418172208 September 12, 2008

MEMORANDUM FOR DIEM-THI LE, SENIOR AUDITOR, GS 511-12
SANTA ANA BRANCH OFFICE

SUBJECT: Rescission of Memorandum Regarding Safeguarding and Nondisclosure of Agency
Records and Contractor Proprictary, Financial, Sensitive and Confidential
Information

You are hereby notified that the memorandum issued by your supervisor on Angust 31,
2007, regarding the nondisclosure of Agency records, is hereby rescinded in full. You are
encouraged to fully cooperate with any investigations conducted by representatives of Federal
Government Investigative authorities by providing testimony and documents. Rest assured that
you may cooperate without fear of harassment or reprisal from agency management officials.

: i’ﬁ—indley

Branch Manager

FOR OFFICIAL USE ONLY
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Post-Hearing Questions for the Record
Submitted to the Honorable April G. Stephenson
From Senator Claire McCaskill

“Expediency Versus Integrity: Do Assembly-Line
Audits at the Defense Contract Audit Agency Waste Taxpayer Dollars?”
September 10, 2008

. 'Who drafted the August 31, 2007 memorandum signed by Ms. Kawamoto to Ms.
Thi Le? What is their title? Who reviewed this memo before it was signed? What
are the titles of the people who reviewed and/or approved this memo? Have any
of the people involved in the drafting, review or approval of this memo been
promoted since August 31, 20077 Have any been disciplined in regards to this
memo?

. Has DCAA implemented a policy regarding personal accountability relative to the
contents of documents that officials sign? Please provide any supporting
documents.

. Has the overall review of metrics at DCAA been completed? Has (or will) such
review culminate in a report on the appropriateness and usefulness of the metrics
in gauging how well DCAA is doing its job? Please provide the committee with
this report, or some other summary of the findings of this review, If any metrics
are to be discontinued or revised, please provide a list of those metrics, as well as
any new metrics which will now be instituted. .

. Please provide the committee with a copy of the position description and
performance metrics for Procurement Liaison Auditors for the 2007 calendar year
and any recent revisions or updates.

. Since the hearing, what analysis or evaluation has been conducted relative to
DCAA’s placement within the Department of Defense and the Government?

. Has Mr. Hackler’s assignments relative to “CAS-418" and any other suggestions
been incorporated into the re-review of the ELC proposal within DCAA?

. Ms. Stephenson indicated in her testimony that it is possible to be promoted at
DCAA even if performance reviews indicate a failure to meet metrics. She further
stated she could provide examples of such promotions. Please provide ten
examples (names redacted) of people promoted to or within management levels of
DCAA with performance evaluations showing failure to meet performance
metrics. For each promotion, state the title of the person (before and after the
promotion), the date of the promotion, and the metrics which the person had not
met.



108

CHARRTS No.: $G-10-001
Senate Committee on Governmental Affairs
Hearing Date: September 10, 2008
Subject: Expediency Versus Integrity: Do Assembly-Line Audits at the Defense Contract Audit
Agency Waste Taxpayer Dollars?
Witness: Hon Stephenson
Senator: Senator McCaskill
Question: #1

Question. Who drafted the August 31, 2007 memorandum signed by Ms. Kawamoto to
Ms. Thi Le? What is their title? Who reviewed this memo before it was signed? What are the
titles of the people who reviewed and/or approved this memo? Have any of the people involved
in the drafting, review or approval of this memo been promoted since August 31, 2007? Have
any been disciplined in regards to this memo?

Answer. The substance of the August 31, 2007 memorandum was drafted by
Mr. John Greenlee, Assistant General Counsel, DCAA and major portions of the draft
memorandum were reviewed by Mr. David Hoffman, Deputy General Counsel, DCAA. Neither
Mr. Greenlee nor Mr. Hoffman have been promoted since August 2007.

On the issue of disciplinary action, Mr. Greenlee is supervised by Mr. Hoffman and

Mr. Hoffman’s supervisor is Mr. John Farenish, DCAA General Counsel. Mr, Farenish works
for Defense Legal Services and is not a DCAA employee. As a result, the chain of command for
disciplinary actions of employees in the DCAA General Counsel’s office is Defense Legal
Services. Mr. Farenish is supervised by Mr. Scott Castle of the DoD General Counsel’s Office.
In discussions between Mr. Castle and Ms. Stephenson, Mr. Castle advised that Defense Legal
Services does not plan to take disciplinary action until the Office of Special Counsel completes
the investigation of the complaint filed by Ms. Le. To ensure that there is no confusion as to
whether the Office of Special Counsel investigation includes the assessment of the August 2007
memorandum, Ms. Stephenson specifically requested in writing that the Office of Special
Counsel investigation be expanded to include a review of the appropriateness of any and all
actions and advice given by the DCAA General Counsel’s Office related to the Office of Special
Counsel investigation.

Mr. Castle and Mr. Farenish cite the basis for not taking disciplinary action until the Office of
Special Counsel investigation is complete as 5 U.S.C § 1214(f) which states that "during an OSC
investigation under title 5, an agency may not take disciplinary action against any employee for
any alleged prohibited activity under investigation, or any related activity, without approval from
the OSC."

Although Ms. Sharon Kawamoto, Supervisory Auditor, Santa Ana Branch Office, signed the
memorandum, she merely added non-substantive information such as the date, letterhead and
signature block. Ms. Kawamoto signed the memorandum based on advice from Mr. Greenlee.
Although Ms. Kawamoto was selected for promotion to a branch manager position in July 2008,
she has yet to assume that position.

Ms. Susan Barajas, Deputy Regional Director, Western Region, (she was a Regional Audit
Manager in August 2007), was involved with the memorandum to the extent that she requested
the legal advice and forwarded Mr. Greenlee’s initial draft language to Ms. Kawamoto.

Ms. Barajas was promoted to Deputy Regional Director in October 2007,
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CHARRTS No.: $G-10-002
Senate Committee on Governmental Affairs
Hearing Date: September 10, 2008
Subject: Expediency Versus Integrity: Do Assembly-Line Audits at the Defense Contract Audit
Agency Waste Taxpayer Dollars?
Witness: Hon Stephenson
Senator: Senator McCaskill
Question: #2

Question. Has DCAA implemented a policy regarding personal accountability relative to
the contents of documents that officials sign? Please provide any supporting documents.

Answer. It has always been DCAA’s practice for employees to be personally
accountable for the content of documents that officials sign. In regards to the August 31, 2007
memorandum referred to in QFR SQ-10-001, the substance of the memorandum was prepared by
Mr. Greenlee. It is common practice in DCAA to have the supervisor in the employee’s chain of
command sign these types of documents, even though the majority of the document’s content
may have been prepared by another DCAA component such as the Regional Human Resources
office or the General Counsel’s office. These other DCAA components are held accountable for
the advice they provide DCAA management. In the case of the August 31, 2007 memorandum,
we determined that the memorandum was inappropriate and rescinded it on September 12, 2008.
On that same day, Ms. Stephenson issued a memorandum to all DCAA employees reinforcing
the Agency policy that employees are free to provide documents to Federal investigators. Mr.
Castle of the DoD General Counsel’s Office has assured Ms. Stephenson that if the Office of
Special Counsel investigation concludes that actions of individuals in the DCAA General
Counsel’s office were inappropriate, they will be held accountable (see response to QFR SQ-10-
001).
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CHARRTS No.: SG-10-003
Senate Committee on Governmental Affairs
Hearing Date: September 10, 2008
Subject: Expediency Versus Integrity: Do Assembly-Line Audits at the Defense Contract Audit
Agency Waste Taxpayer Dollars?
Witness: Hon Stephenson
Senator: Senator McCaskill
Question: #3

Question. Has the overall review of metrics at DCAA been completed? Has (or will)
such review culminate in a report on the appropriateness and usefulness of the metrics in gauging
how well DCAA is doing its job? Please provide the committee with this report, or some other
summary of the findings of this review. If any metrics are to be discontinued or revised, please
provide a list of those metrics, as well as any new metrics which will now be instituted.

Answer. Yes, we have completed our review of performance measures at DCAA.
Attachment 1 contains the memorandum for all DCAA employees dated September 30, 2008
which provides the results of DCAA’s performance measures assessment project, summarizes
the appropriate use of the new measures, and identifies the discontinued measures.

QFR SQ-10-003 -
Attachment 1.pdf
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DEFENSE CONTRACT AUDIT AGENCY

DEPARTMENT OF DEFENSE
8725 JOHN J. KINGMAN ROAD, SUITE 2138
FORT BELVOIR. VA 22060-6219

September 30. 2008
08-D-009(R)

MEMORANDUM FOR ALL DCAA EMPLOYEES
SUBJECT: FY 2009 Audit Performance Measures

As I notified you on August 8, 2008, we initiated a project to assess the Agency's use of
performance measures to determine whether we have the appropriate measures and whether the
measures are implemented appropriately. The purpose of this memorandum is to share the
results of the project and to discuss the appropriate use of the performance measures.

As a result of the project, we have taken the following actions:

» Eliminated 18 performance measures

s ldentified nine performance measures with goals for use in FY 2009. Eight of the nine
performance measures are new. We also identified three informational performance
measures without goals. See Enclosure | for more details.

o Clarified the level at which each performance measure will be reported. All performance
measures, except for Cost per Direct Audit Hour, will be reported at the following levels:
Agency. Region, and FAQ. Cost per Direct Audit Hour will be reported only at the Agency
level.

« [liminated “scorecards™ at all levels of the organization.

o Disabled webmetrics.

»  Developed new performance charts that will be provided monthly by Operations. This will
be intranet based by November 15, 2008.

* By October 30, 2008, Operations will provide a presentation related to our performance
measures for use in staff conferences.

« Limited authority to deviate from the Agency standard performance measures. New
performance measures may be added only with the approval of the Director. Additional
measures will be for unusual situations and are designed to be of limited duration to address
problem areas. :

« Provided a feedback mechanism for employees to provide suggestions to improve the
performance measures by adding a selection to the suggestion program menu at
https://workilow.dcaaintra. mil/Task/AddSugpestion.asp.

o Provided an anonymous website for feedback on the inappropriate use of the performance
measures at hitps://feedback. deaaintra mil/feedback.asp.

The performance measures will be re-evaluated after six months to consider all
suggestions received and to further refine the reporting process.
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September 30, 2008
08-D-009(R)
SUBIECT: FY 2009 Audit Performance Measures

Background

The primary purpose of performance measures (metrics, benchmarks, etc.) is to provide
targets and indicators of performance by which satisfactory completion of the entity's mission
may be measured and improved. Performance measures are used in some form by most industry
and government entities. Additionally, the Government Performance and Results Act of 1993
and implementing Office of Management and Budget (OMB) and Department of Defense
guidance require agencies such as DCAA to develop and monitor performance measures to
support our budget requests and to measure Agency results. The key to successful performance
measures is to measure the right performance. The wrong type of behavior and/or resulis may
occur if the wrong performance measures are used, or if the correct performance measures are
used improperly.

In GAO Report GAO-08-857, issued July 22, 2008, the GAO reported that certain DCAA
performance measures were leading FAOs to take “inappropriate short cuts—ultimately resulting
in noncompliance with GAGAS and internal DCAA CAM guidance.” As a result of the GAO's
report, DCAA established a team made up of personnel from all Agency clements to assess (1)
whether we have the appropriate performance measures and (2) whether the performance
measures are implemented appropriately. As part of this project, the team queried the
experiences and opinions of employees at all levels in the Agency through the use of numerous
focus groups. The team also reviewed graduate-fevel thesis papers prepared by Agency
employees who had reviewed the Agency’s use of performance measures.

Guidance

Quality audits must never be sacrificed for any reason. Emphasizing productivity over
quality has never been the Agency's intent. Performing audits timely and efficiently is
important, but performing audits in accordance with generally accepted government auditing
standards {(GAGAS) is most important. After a thorough analysis, we eliminated 18 of our prior
performance measures (Table 1). We also developed eight new performance measures,
maintained one measure but only at the Agency level, and provided three informational (no
goals) performance measures (Table 2).

Table 1 - Eliminated Performance Measures
' Forward pricing 30-day cycle time Incurred Costs Issued with CACWS
Forward pricing 60-day cycle time MOCAS Priority Audits
Forward pricing productivity Electronic Audit Reports
Average hours for 236/280 Elecironic Proposals
Incurred cost productivity Direct Yield
Incurred Cost — no late reports Pool to Base Ratio
Dollars Examined per Hour Exception Dollars per Hour
Exceptions to Dollars Examined ICAPS with Findings
Incurred Cost 6-12-6 Incurred Cost 6-24-6
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September 30. 2008
08-D-009%(R)
SUBJECT: FY 2009 Audit Performance Measures

Table 2 — FY 2009 Performance Measures (see Enclosure 1)

Quality — PCIE Opinion by DoDIG Quality - GAGAS CPE
Quality ~ PCIE Professional Judgment Timeliness — Forward Pricing Issued by
Opinion by DCAA Revised Due Date

Quality - Quality Audit Report Checklist | Timeliness — Incurred Cost
Question - Report Should Have

Been Issued
Quality — Audit Reports with Findings Efficiency — Cost per Direct Audit Hour
Quality — QM Usage in Audits Informational — Three informational items

covering savings to U.S. Taxpayer

All DCAA employees should contribute to the accomplishment of Agency goals.
However, management and supervisors must be sensitive to the fact that most of the performance
measures are intended to be Agency averages, and are generally not intended to be flowed down
1o the auditor level. Enclosure | contains a list of the performance measures for FY 2009 as well
as a deseription of the purpose and measurement. We also included **keys for success™ to
reiterate some of the actions that can be taken related to each of the performance measures.

No other measures may be added by the regions, FAOs, supervisors, or
Participative Work Teams (PWTs). In the unusual instance that a regional director desires
a new measure, the request must be submitted to the Director and include justification for
the need for the measure and the limited duration of the measure.

Webmetrics is being disabled. By November 15, 2008, Operations will provide intranet
access for all DCAA employees to be able to view the FY 2009 performance measures to the
FAQ level, except for Cost per Direct Audit Hour. Effective October 1, 2008, regions and
FAOs, supervisors, and PWTs are required to disable all scorecards. The only charts that
are approved to be used for tracking and monitoring the performance measures are the charts
provided by Operations.

Focus groups often complained about audit budgets being driven by the program plan and
productivity measures rather than by a risk-based approach to the individual audit situation.
While budgets are not technically performance measures. this complaint was so pervasive that
we are re-emphasizing the Agency policy. The program plan should NOT be used to establish
audit budgets. Audit budgets should be established through the use of zero-based budgeling
(£BB) (see CAM 3-103.2) and appropriate consideration of budget revisions in the event scope
changes should be made. CAM 3-103(d) will be modified as shown in Enclosure 2 1o reflect
these changes.
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September 30, 2008
08-D-009(R)
SUBJECT: FY 2009 Audit Performance Measures

Concluding Remarks

We value suggestions from employees as we redesign our performance measurement
system and revise any Agency policy. We also would appreciate your feedback on the FY 2009
performance measures. Suggestions and feedback may be sent directly to Operations by using
this hyperlink: (https://workflow.dcaaintra.mil/Task/AddSuggestion.asp). You may

anonymously report the misuse of performance measures to
hitps://feedback.dcaaintra. mil/feedback.asp.

Isigned’
April G. Stephenson
Director

Enclosures:
1. FY 2009 Performance Measures
2. Revisions to CAM 3-103(d)

DISTRIBUTION: E



115

9 jv [ adeg
[ JNSOPUT

(0z0¥9L 1VVDQ) “suonsanb

B sy Bupjse pue sansst aeudoidde
atp) Buissauppe aue sMaIA 1D dInsug
(T €0v-y VD Aq pasmbas

S© POsSAIPpE 3q ISnu Josialadns pue
JOUPNE UMY uotdo Ul SeouRIJI]
w1501

-€ @ TTOE-T VD) 'suoisnjouod

upne ayy uoddns o3 pajumunosop

3G 1SN 2IUIPIAD JIPNR WAMIING
(L0£-T % £T08-C WVD) “pasiatadns
Aptadosd 2q s uawmudisse

ayz pue ‘Aotjod LousBy qum asuepiosse
ut pajuswndop aq isnw siaded Sunpom
‘ssaded Juppom ay Aq pauoddns
Ajorenbape aq isnuws synsal podas pny

aurinssy ANEnd vyou

Aq papiaoid are synsar asay] (ores feuorssajord
anp se 0} pauRgas Asunoy) wewspnl
[euoissajoid UIBIUOD OF SMaIAI J1Dd Buunp
POUIULIAISP SUPNE JO JogUmN UOWAINSEIN

‘sipne
s ¥V jo Anjenb ays ajepijea o] :asoding

%001 = [goD

WwAUBpNT [BUOISSIJOL]
Fuuayay supny - synsay
F10d [PWB VYO - Anjend

(01S-Z WvD) "wexdoid jonuod
Ayjenb jewow Jof sauteping mofjod
(2 €0 INVD Aq paainbas

SB POSSaIppR 2 1SNu Josiatadns pue
J0MpNE USdIMIRQ tonndo Ut 30U
(1'v01

-€ ¥ T'Z0€-T WVD) "suoisnjouod
yupne sy woddns o1 pejusumoop

3Q 1SN 20UIPIAD NPNE JUSIOIIAG
(LOE-T ® £ 20E-T INVD) "pasiatadns
Kpadord aq 3snw juswudisse

ayy pue “Aorjod Soualy yum soueproode
Ul patudLLNaop aq 1snw ssaded Sunpom
‘ssaded Bupprom sy Aq pauoddns
Aparenbape 3q 1snw sinsas podas npny

"S2IDUMIDLIP 2jqELIodal OU Yiim SPIRpURIS
Bunipne yum souendwos [y siuesardal

pur uaald uotuido 1soq oy 51 uottido paygienbun
uy ‘DJO( AL ST 15MIAI [RIINXD 5, YV
“AIDd 941 Aq paystIqeiss saUNPpIng uo paseq
PRINPUOD A8 SMIIADI Jonuod Afjenb [ewiexa
25311 "pamataal Buraq uoneziuesio A Yim
paiei[iyje Jou uoneziuedio e Aq sieak sony) L1oAd
2010 5BI] 12 M31ADI jonuod Arjenb [eiuoixo up
2aey 01 paninbas are YYD YUM 30URPIOIE Ul
supne Junonpuod suonezivedi( JudLLMSEIN

‘wialsAs jpnuos Aufenb Jewow
S YV Jo Anjenb g seprjes o) tasodmg

‘uotuid(y patijenbuyy (eor

SMAIASY

F3d o DIQOC 2y wey
pastasay wornd( ~ AnEnd)

$§300NG 10J SAIN

paanseajy mopseding

2ANSTI[A] FULWIOLIIY NIPRY

SUNSLIPW] SIURULIOND ] 6007 A




116

9 Jo 7 aley
[ amsopuy

suadxa sl PIGNS WO Yim 1jasuo))
(3

pue g X1puaddy “009-p ‘L1 v01-€ WVD)
‘s1aded Sunpiom oy u JuawssIsSE ST
waunoop pue sanbiuyday WO Busn jo
ssauntenidordde oy ssasse ‘supne Suun(g

*

‘00951 "00¥S 1 "00Cs T swewudisse Sutmoljo]
SU3 $IPRIDXD ISIAN( “STNQ Ui pauodal
O Y1 S)pne JO JaqUINN [IUSWMSEIN

"pasn are sanbiuyoa) ypne (23]
PasuBAPE JRyI JUSIXD Al dInseow o) asodmg

%S 1 = 20D

‘supny ut 38es) (WO)
spoyIapy Aahennreny) - Aijend)

(€14-01 WYD) "nodai yseyy Louatoysp
fonuoed [Eewsul pajeral oy Yyum Apdwosd
dn moqjo) ‘Burpayy pauodal ay1 01 pay
12U} 151X SaSSaU{LIM JONUOD JErLI ]]
(§°£05-01 "8'H0L-01°L HOE

01 '§'012-01 VD) Sutpuy sy
Butoddns uoneid 101410 10 SV YV
g uodas S U 90UIDJA3 0} aIms 2f]
(§710Z-01 VD “00v-T WVD)

“uoda ypne ue ut s3ulpuy se payodas
3q pinoys upne 3y Aq pauoddns

PUB pUSWNOOP sansst wedyudis [y

-

SV i wetjdwos jou st 1o afenbapeut
TIWBEIS SMSO[ISIP ‘00761 PUe 00161 IO
XXP61 0] N = 9pop) doueljdwo) SV 00097
PUE "060¥7 ‘010VT “OPLLY '009L] "086¥] “0ZOE]
*0T0£1 "00ST1 ‘0£0TT "0ISTT ‘0LOTL ‘05011
‘02011 *01011 uo vonndo wred-ur-oienbopeu

10 ayenbapeu] "860T¥ PUR "L60TY ‘000L
*000LT *000£T ‘000TT *0001Z ‘00561 “008L1

"00ZL1 *001L1 08101 "01101 “00101 “XXSO01
uo pauodal saejjop vondooxy JuUAUBMSER

‘Yvoa

Aq pawizojiad yaom upne ayj jo anfea 2|qidue) Y1
Jo uoneoipul ue se s3UIpUY Yym ponsst spodas
upne jo a8rusoind oy amseow o) :esoding

%l = 180D

sBugping
im spoday npny - L1end)

‘A SAYVY A1epdn

(S017-01 % ¥'017-01 WvD) "uomndo
JO SIBUITE[OSIP pue suonestjijenb

u0 a2ueping YD 3 MO[[0]
(S7508-01 “9'H0£-01 '§OIT

- 01 IWVYD) "wodal yipne oy ut uonndo
areudosdde sy apnpout 0y 2ans ag

(01 2udeyy WD) afendue; podas
HPNE PIBPUEIS Y1 PUB NV ) MO0

*

‘S219UBI31JaP SHOLIGS 10] _ OU,, padseul

2q Kjuo ppoys — pansst uaaq aaey dodal sy
pinoys ~ uonsanb 1se] s1y) 1oaomoy “aouepodun
rnba jo 2w suonsanb ai f[e Jou asnesaq syMsal
11BI0A0 23 351 10U PIp 34y (SHYVD) WaisAy
malaay poday npny Ajiend) sy ui pauodas

se 151399y wodas jipne Anjenb sy ut uonsanb
ISB] AU UO PISEQ S1 2NSEI D] WSWIINSEOW

“podas yupne 2 ~ yonposd srewmn
mo jo asurpodunt s sziudodas 0. tasoding

%001 = 120D

PANSS] UNdE] dABH pinoys
uoday - nonsang) ISy
uodayy upny Aujend) — Anjend)

$SA2ING 10] 552

paanseapy mogasoding

JIMSBIN 3ourULIO}Id g HPRY

SUNSEIPY 2AURUIGIOG 6007 A4




117

9Jo ¢ oy
} amsopuyg

‘suodal Aousionap

FdD NIVYL Jonuow Aq[estpotiag
(PT€018-Z 702

-ZAVD) Head Yora Ul paurelqo 3q isnuw
snoy g7 jO wnunniy e pue ‘Sunpne
pue Jununodoe Bl 34 1SN Smoy

. ‘pouad resi-omi payioads sy ul 340
JO SIMoY pg JO WNUUIUT B 3ARY 1SN
*S[eAd] [[B 18 ‘S10Mpne [y uswmaanbal
Bunmen wnwimw s, LSusdy oy
spudWRINboI SYDVD A Jequsay
‘eonourd Judxa oy o3

pouad 1eas-om) 3y saa0 Jummren peaxdg
(17 sdey)

WINd ‘PTC01S-T "T0T-Z WVD) "spaeu
yawdojaasp (ruoissajosd pue Suuren
WHWNO0P 01 NTVYL U1 (SJQD) sueld
wswdofaaa(] fenpraipu] Aousdy asn

*20MOs 343 2q || NIVY] 2w vo uonsjduiod
24001 Jo 1208 € Yiim sjuswoambal g7y wnwuiuw
Fuyeaw sionpne 1o s8eusoiad Aemofea {{m
uodos samseaw sdueunolad oY) JUSWLMSEAN

“Suuren pue wawdoaaap [ruoissajoid
Jo aouepodun sy sziudoos1 0 asoding

%001 = [eoly

4D SVDVD - Lujend)

‘pasn a1om sanbiuyaoy

WO eyl satedipul SPAQ s og
‘sanbiuysa1 poystu sageinuenb

rensnun 1o poreatjdwos Suiunopad usym

-sreudoxdde 1ou a1e Aoy usym sanbruiysay

WO 30 asn ay) 28enodud 01 Jou se 0s yBiyg 001
1ou 1ng ‘snetidosdde uoym asn a3emooud 01 JaA}
212138 81 {203 U1 D066 PUE 00L6Y "00T6Y
‘0098% "660TH "L60TY "00£0E "0000€ ‘060¥T
‘OTOYT ‘00561 “00Z61 00161 “0L8L] "098L1
OS8L1008LT ‘OLLLY O9LLY "OSLLY OFLLY
O19L1°009L1 *00SLT “06EL1 "OEEL] ‘01EL)

$5330ng 10§ sS4y

paanseapy wopasoding

JANSTI] IIUBWIOLIIJ NPNY

SINSEIW OUBWICHI] 600 A




118

9Jo p a3eq
[ amsopuy

(€1b-01 01£-6 WvD) "uodas
Lsudtotjap WsAs Bunmupso ysey
£ JO 20URNSS] OY) U1 J[NSdI PInoOYs $1500
pauoddnsun Jo pauonsanb weoyudig
(o pre g8 $0€-01
VD) ‘pauoddnsun 3o pauoysanb 3utaq
$1S00 AY) UJ NS PINoyYs ejep Kjauiy Jo
oy oy, “mep Bummoddns Ajawm apiacad
01 A11G1Su0dsal 5, J01ERUOD 313 VIO »
"$02-6 WY 1 2oueping
U1 MO{O) PINOYS OV 3ys ‘Aenbapeul
st jesodoid v uayy [esodoxd
atenbapeut ug Funipne paisem 2q
Ppinoo st ajqenfes “pne oj aenbope
st fesodosd s Joj0BRUOD 3Y; Jeys SIsu]
“Joisanbos
ays jo 1sanbas ays 18 uonndo pne
e 23ueyd OV 4 341 PINOYS SWUN OU 3y
“STUIRIISUOD dtun 03 anp uoruido
3o Jpwieasip e 2o uonndo payienb
€ 19115 aNsS| pue 3y p0C 01 PUB $'TIT
=6 "T'T1C-6 VD MO[[0] PInoys Joupne
21 *ayep anp Ay Ul 33uBYd © 01 9318e jou
sa0p J01s9nba1 oy §f “I0isanbos oy Aq
o0} paasde st 21ep onp pasiaal oy se Juoj
se paniuLad 38 SUCISIASL 18P an( 'dep
anp sy 1oediul e 18Y] SR 1B} Sanss!
Aum jo pawsojul 101sanba ayp doay] e
‘ypne weduwos-gynyn e Joj
a1ep anp Jnsijeal e Jo soisanbal sy Ajuou
pue P ED1-6 NV MOJ[0] *ajqeasnyde
10U §1 2ep anp pasonbal gy 51 -

.

pasn aq 1im

S1ep NP {UIBLIO SU "PISIADI JOU Sea jep anp
a3 3] “siaded Sunpom St Ul PAIUSINIOD 218D
anp pasiaal (Joisanbai pire Jo1pne S UsaMIG) 0}
~pa2I3e Y3 1IM JULISISUCD 3G ISNUL SIN(T Ui PIRY)
21ep anp PasiAal oy} "yep uomsodsip ay) 01 1ep
anp pasiadl 01-poasSe Y1 WOL PAINSEIU Si [ROD)
-podas npne ue ul Juninsas sjusumdisse 0poLT
pue g0 1 pauenisedsip [[y jusuamseajy

‘supne
endwos-§ vy Suuuopad jo Apgisuodsas
Apwnsd mo azuSosxt osfe 01 1ng dUURW

Ajowm e u1 Jorsanbai yipne st 03 synsas Buipraoid

Jo 2ducpodun syt sziudosa1 o :osoding

%56 = 20D

“ae(] an(g M1 Aq panss] suoday
Bupoug premiod ~ ssaulfatul],

$52330% 10] A3y

panseay Bez\onaau—&! ii

JINSEI[Y SOUEIONId] HPNY

SUNSEOIA IDUCULONS] 600T A1




119

9o g aBeg
| amsojduz

m (201 VD) Apduloid swunpueiowau
uonenoou so1d uo dn mofjo]

“Jasygo Bunoenuoo

a1 Aq vopuasns Jo Atjiqeqoad sy jo
ssajpreda: aeudoadde se 51500 uonsand
(GYOZ-Z WVD)

upne te Burauogiad vaym wsondoxs
feuotssajoid Jonpne a51019%d sAemly

wnyay ARy e sAlLR 03 sisod Suneiddo LousBy ap
£q papia1p are sBuiaes 1ou oy uodai Aejgramod
B SION PIRPUEIS 3U} UO Paseq [IUSWDMSEIA

*SUOHEPUSUIILOIAI
1IpNE Y3 JO SSAUDANDIYJD LY Jo1uOW
o) pue 1adedxe) ‘’() 41 01 SIDIAISS NIPNE VY

“sakedwer gy
O} 1LINaL ~ JIALSG 120Ny

[EUO1RULIOJU *3HOU ~ [R0D)

1807y pauonsany
pue ‘sButaeg 19N ‘saey

. o anjea oy jo srorearpus apiaoad o asoding UOBUNSNS - [RUONBULION] | O]
'snoy 1pne 12p Aq papiaip
"12A3] KouaBy aU) moJaq [9A] $1500 Bunesado apim-Aously USWOINSEAN Sy L 11§ UBYl §83] $1 RO
2 03 s]qeatjdde jou st suyp, "siseq Adusdy
[ie12A0 ue U0 3mseow sauetLojad ‘siseq £ouay [Jelsao ue IO upny
Adu1d1yys Sy a0sruout [im suonesad() e | uo U110 1500 5 Y] Menjeas o) asoding wang Jad 1500 - Adusowy | 6
(006-9 VD)) 'Sanssi upne Jo UoNNn|osal
Appwp supadxs diay o3 ypne Suump
[ ULIO S JO SOUBNSS! M) SZIWIXC »
(€101 (@)>o11
-5 VD) “Hodas Asuaioyap wasAs
Sununosoe yseyj & ul yons se pauodas
24 PINOYs 181 ASURIDYIP WANSAS
Bununosse snopss e sajestput jesodosd
a1 yo poddns Kppwn Jo sfesodoad
1500 parmaul aenbope Jo §3v| Y] e ‘pauonisodsip aep 01 paa1asas jesodoid syuow
‘pauotisonb Buraq spenbape ajep wolj pamseaiy |pon “satiodaied $Z W 956 = Jofew-uoN
S1S00 3T} UL jRS21 pIROYs BIRp A[310N JO Jofew-uou pue ofews ‘aesodiod oy padnosd SyoW §| 11 9506 = Jofepy
yor] 3Yj eiep Bunioddns Kjawn opraoid ~ pajdoued Juipnjaxa ‘suaumdisse 0 {01 Syuow
01 AjIqIsuodsal S 101981103 21 3010JU - pUe (0101 pauohisodsip [y wLWAINSEAN 71 Ut 9406 = sesodio)
“wyO(] Aq apews st pne Joj aenbope sjeon
s1 fesodoad 1503 pounsul ur 1M “IND0 UL [ONUOD S _IONPNE 3y} IPISIno
UO UOISIAP YT qILOL-9NVD SUOTIPUOY Jeyl 221uB023: Os[e 01 ING JsuURY st}
Yum aauepI0osdr uf fesodoid ayy winias o Apun) & Ui SI9RIIOD 1n0as0)d 0y syynsas Bupraoid | payoadg ugiiay panss| suoday
upne 10§ srenbape st fesodoid ot amsuy e Jo souenodut 3y 2ziwdooai o] tasoding 1S0) paundU] - ssamduny | g

s8adong 40 sAoy

paanseajy moH/asoding

DINSEIPY UBWIOLIIG NPIY

S2NSEI[Y DOUBLULING 6DOT Ad




120

930 g 28y
1 amsopuyg

(9°50€-§1 WVD)
"SIOSIAPY UOSIRIT] [RIOURUL.] 3A[OAU]

(U)2Rs017-01 YD)

"$1nsas 1pnE AJUe]d 03 JO suonenodsu

pusne o1 AjIqepieae s youpne

a1 JO $J93150 BunornUod pUNLSY
(182

- PUB 950 [-€ INVD) sod4y penuod
Jo edwsr ay) jo wswaBpajmomyor
IpN|OUL PINOYS SISAjRUER NSiY

*

“SUOLEPUALIIONAI

1PNE BUI JO SSIUDAIIDLII O} PUR SIDIAISS LIpne
YV 10 anjea 33 Jo s10ed1pul pooS are *siseq
opim-LouaBy Ue UO ‘SONSHRIS H5AYF JIAIMOH
"J3e1s o oy a8essow srendoiddeur up puss

pinom seare asay) uy sjeod Bunysiqeisy “euuBw
rerreduu ue ul pajonpuod axe pue suonenas
JUBUIBAOD) pue spiepuels Sunipne jeaoissajoxd
£q pausdaoB ane sypne O "vvId A9

PoIapURL $20IAIRS [euoissajold Ay jo 1npord-Aq
£ 251 SINSBOW S| "SISO)) pauonsand) 1o sy
uonuaisng ‘s3utaeg Jof srod fenuue ysijqeiss jou
S0P WY 'su0jj2 Sutipne s ¥y 30 s
B S© S2A15301 JUDLULIDAOE) ) 1B 1UDUNSIAU] UC

SUNSLIJA AIUBULOLDY 6007 A




121

CAM 3-103 Revision

CAM 3-103d will be modified in the next CAM update to emphasize that audit budgets
should be risk-based.

d. Supervisors and auditors should use caution when setting up budgets for assignments.
Audit budgets should be based upon risk factors identified in the risk assessment and throughout
the course of the audit including appropriate risk factors based upon historical experience with
the contractor. However, the audit risk, scope and budget should not be solely based upon the
programmed hours nor productivily measures because neither consider current facts and
circumstances applicable to the specific audit. Programmed hours are generally based upon
hmorwal cxpencnce and are [to be] used as beth a staffing tool-and-measure-of overall
a wnark, Furthermere, performance [measures]

statisties-or-productivity memapply at the macro level, an average of the aggregate of
assignments, and not to the micro level, that is, to individual assignments. We encourage teams
to have goals consistent with the [strategic plan and performance measures]-offiee’s-program
plans, but those goals should not detract from necessary audit steps in planning an individual
audit.

Enclosure 2
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CHARRTS No.: SG-10-004
Senate Committee on Governmental Affairs
Hearing Date: September 10, 2008
Subject: Expediency Versus Integrity: Do Assembly-Line Audits at the Defense Contract Audit
Agency Waste Taxpayer Dollars?
Witness: Hon Stephenson
Senator: Senator McCaskill
Question: #4

Question. Please provide the committee with a copy of the position description and
performance metrics for Procurement Liaison Auditors for the 2007 calendar year and any recent
revisions or updates.

Answer. Attached is the current position description for the Financial Liaison Advisors
(Attachment 1) and job objectives for the position (Attachment 2). DCAA changed the name
from Procurement Liaison Auditor to Financial Liaison Advisors in early 2000. There are no
performance measures specific to the Financial Liaison Advisors position.

0]

QFR SG-10-004 -
Attachment 1.pdf

0

QFR SQ-10-004 -
Attachment 2.pdf
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NATIONAL SEGURITY PERSONNEL SYSTEM (NSPS) POSITION DESCRIPTION
POSITION AND HIRING INFORMATION

1. POSITION NUMBER | 2. POSITION TITLE 3 DCCUPATIONAL
08939y Auditor 0511
¥ GREANEATRAL e TEeE | eous | e | G | SN
Financial Liaison Advisor Standard YA 2 2
10. DRUG TEST 11.BUS CODE | 12. FAIR LABOR STANDARDS ACT T3 SURERVISORY
Dves [Ore 77 | B[ £ Leamed Professional 551.208 8
14. 'é?;’;,:‘f,ffe”c" 18 MOBILIZATION 6. E.’;‘;’E&‘,f‘ﬁ"f‘“w‘um 17. CERTIFICATION REQUIRED
Elves Jvo pawia
18. POSITIVE EDUCATION REQUIREMENTS | 19. LANGUAGE REQUIRED 20. LANGUAGE IDENTIFIER
Eves Ono Cves NO
21 FINANCIAL STATEMENTS REQUIRED | 22, POSITION SENSITIVITY 23. PAY POOL IDENTIFIER | 24 knngebnnagt’emnu
YES D NO Critical Sensitive D YES NO
25. DUTIES

The incumbent of this position applies professional accounting and auditing knowledge, standards, and principies
when performing the following duties.

+ Provide expert liaison and financial advice covering highly complex functions of a DCAA on-site customer’s
accounting/contracting/acquisition canter or multi-mission activity.

* Serves as an advisor to senior management and procurement/program officials on contract and financial issues.

« Serves as a DCAA point of contact at procurement and contract administration commands. identifies and analyzes
trends noted in the procurement cycle which impact government contract costs or affect DCAA's workload and use of
resources, and makes recommendations for changes, as appropriate.

« Takes initiative to develop means of improving the quality and timeliness of field audit services, makes suggestions to
oversee implementation of such initiatives, and follows up to measure their effectiveness.

i« implements DCAA financial advisory service initiatives for improving services at a DCAA on-site customer location
i and follows-up to measure their effectiveness.

. Gains understanding of and supports procurement initiatives to commercial pricing and acquisition techniques
including commercial terms and payments practices, such as the impact of delivery schedules and warranties on

26. POSITION'S ORGANIZATION
Defense Contract Audit Agency, Assistant Director, Operations, Audit Liaison

27. POSITION OCCUMED 28.a. DUTY STATION (Cify - County - State or Overseas Locaton}
Competitive

b GEOGRAPHICAL LOCATION CODE

28. CORE COMPETENCIES

DCAA and Contracting Environment |, influencing/Persuading, Oral Communication, Written Communication, Problem
solving, Team Participation, Interpersonal Skills, Self-Direction, Flexibility, Decisiveness, Computer Literacy, and

Technical Competence in Auditing Standards and Procedures, Augit Tools and Techniques and Application in Contract
Audit Areas.

DD FORM 2918, JUL 2006 prp—
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NATIONAL SECURITY PERSONNEL SYSTEM (NSPS) POSITION DESCRIPTION

30. COMPONENT INFORMATION

a STANDARD OCCUPATION CODE (SOC}  |{b NATIONAL GUARD BUREAU

¢ AIRJARMY RESERVE TECHNICIAN

ovacstatus  [Jvonvouaistatus | Tves vo
4 AF SPEC CODEr . R t SPECIALTY SCOPE AND IMPACT
MiL OCCUPATIONAL SPEC o ROLE s OPE MPAG
h ORGANIZATIONAL 1. CAREER FIELDY j RESERVEDFOR COMPONENT USE 31. PPP OPTION CODE
ENVIRONMENT COMMUNITY
COK Contract Audit

32. SKILLS INFORMATION

33. CONDITIONS OF APPOINTMENT

1. Positive Education Requirement: Bachelor's Degree in Accounting or Equivalent Education and /or Experience

2. Incumbent is subject to rotation in accordance with DCAA Personnel Management Manual, Chapter 37, as
supplemented by DCAA HQ instruction No. 1437.2.

3. incumbent must be efigible for access to the highest level of special category security information in the
Government and must continuously meet the personnel security standards cited in DoD Regulation 5200.2-R.

4 Subject position is designated as critical-sensitive under provisions of DCAAR 5210.2 and requires completion of a
favorable Special Background Investigation prior to appontment.

34. OTHER REQUIREMENTS

Karen K, Cash

Assistant Director , Operations

a DOD RESERVED b. DOD RESERVED ¢ DOD RESERVED d. DOD RESERVED . COMPONENT USE
38, AUTHORIZED MANAGEMENT OFFICIAL
3 SIGNATURE b TITLE ¢. DATE (YYYYIMMIDD)

36. CLASSIFICATION APPROVED BY

@ SIGNATURE

Nancy C. Veldhuis

b TITLE

Human Resources Specialist

© DATE{YYYYIMMIOD)

DD FORM 2918 (BACK), JUL 2006



125

NATIONAL SECURITY PERSONNEL SYSTEM (NSPS) POSITION DESCRIPTION

CONTINUATION SHEET

procurements. Provides financial advice in the area of commercial pricing, source selection, financial management
situations, and other transactions.

+ Analyzes the effectiveness and impact of recommendations issued to correct problems of significant complexity.

+ Assists commands in: communicating and interfacing with DCAA's Headquarters, Regional, and Field Audt
Offices: initiating audit activity: planning the audit service required in connection with major acquisitions, expediting
priority requests for audit services; resolving audit related problems; coordinating on specific procurement and audit
related 1ssues and activities; and explaining DCAA audit reports and auditing policles and procedures.

+ Provides technical financial advice and staff assistance to acquisition officials. Applies brofessional accounting skill
and knowledge to develop innovative and effective solutions for critical acquisition issues. Provides expert audit,
accounting, and financial advice and assistance to the procurement official.

« Participates in negotiations as necessary to ensure a complete and thorough understanding of audit
recommendations.

* Provides support to customer source selection evaluation boards and acquisition integrated product team (IPT)
efforts on-site at the major customer logation, and coordinates with FAOs for DCAA support of such efforts at
contractor location

- Attends regularly scheduled meetings during which matters impacting on DCAA's refationship and work with the
procurement and contract administration commands are routinely raised and discussed.

» Ensures that appropriate DCAA managerial personne! are kept informed of all relevant activities of the procurement
or contract adrministration centers which impact on DCAA’s services and relationships.
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Guidance for Completing National Security Personne! System Position Description

DD Form 2618. July 2006

* Blocks have a finite number of text ines  Where additional text lines are required, National Securty Personne!

System (NSPS) Position Descnphon Continuation Sheet may be used
e 3 I e R I 0 A S B TS R A L S M P PP A .
Block# - [ EEE o R Gaaatee .
#1 - Posiion Self explanatory.
Number

#2 - Posibion Title

DoD NSPS Prescribed Title (NSPS SC1920.AP4)

#3 -~ Occupationai
Code

DoD NSPS Prescribed Code (NSPS $C1920.AP4)

#4 - Organizational
Title

Informal title of position. NSPS PDs may have an organizational title
assigned locally

#5 - Career Group

DoD NSPS Prescribed Title (NSPS SC1920.AP1)

#5 - Pay Schedule

DoD NSPS Prescribed Code (NSPS SC1920.AP2)

#7 - Pay Band

DoD NSPS Prescribed Code (NSPS SC1920.AP5)

#8 — Target Pay
Band

Seif explanatory.

#3 - OPM 1f applicable, assign Functional Designation for Engineers and Scientists
Functonal Code | (NSPS SC1920, AP 5, Part V)
#10 - Drug Test Self explanatory.
#11-BUSCode | Self explanatory. If 8888 is assigned , PD must include rationale,
#12 - FLSA

Seif explanatory. If exempt is assigned, citation of 5 CFR 331 exemption
criteria must be included, (NSPS 8§C1920.9)

#13 ~ Supervisory
Status

Assign appropriate supervisory status code

#14 -
Key/Emergency
Essential

Indicate if position is Key or Emergency Essential
(DoD Directive 1404.10, April 10, 1992)

#15 — Mobilization
indicator

Self explanatory.

#16 -
Environmentalf
Hazard Differential

Self explanatory. (NSPS SC1930.APS)

#17 — Certification
Regquired

Select one. 1 *YES” identify the certification required. {e.g.. DAWIA level)

#18 - Positive
Education
Requirements

Sclect one. H*“YES™ identify the educational requirement. (e.g., Bachelor's
Degree)

#19 - Language
Required

Check one. 11YES” complete Block #20.

#20 - Language
identifier

Indicate language identifier code and clear text (e.g., FRA = French)

T#2% ~Financial Select one.

; 1t Required

- #22 - Position Self explanatory.

| Sensitivity

| #23 - Pay Pool Self explanatory.
Indicator
#24 - Select one.
Lautenberg/Smith

Amendment
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Guidance for Completing DD Form 2918, July 2006

(Continued)

#25 - Duties The PD information must be sufficient to classify the position, e.g., career
group, pay schedule, pay band, occupation code, title, supervisory status,
FLSA status, qualifications. (NSPS 8C1920.4.8) Additional information may
be added to NSPS Continuation Sheet.

#26 - Position's The organizational location of the position. (e.g., component, installation,

Organization department, division, branch, section)

#27 - Position Enter either:

Cccupied

*1 = Competitive Service”

2 = Excepted Service”

See 3, §212.101, for information on the competitive service; 3 CFR,
§213.101, for the excepted service.

#28a — Duty Staton

Self explanatory.

#28b - Geographic
Location Code

Seif explanatory.

#29 - Core  *
Competencies

KSAs and behaviors identified as important to the position and used for career
and personal development. Additional information may be added to NSPS
Continuation Sheet.

#30 - Component
information

Component specified

#31 - PPP Option
Code

Indicate applicable three digit code and clear text

#32-Skills
information

KSAs developed from job analysis which the employee needs to execute the
duties of the position. Also includes credentials, licenses, etc. Additional
information may be added to NSPS Continuation Sheet,

#33 - Condttions *
of Appointment

Unique or special requirements of the position, such as security clearance.
travel requirements, driver’s license. Additional information may be added to
NSPS Continuation Sheet.

#34 Other
requirements

Self explanatory.

#35 — Authorized See NSPS §C1920.4.7
Management

Officral

#35a - Signature Self explanatory.

#3505 - 1lie Self explanatory.

¥35¢ - Date Sclf explanatory.

#36 - Classification | See NSPS SC1920.4.7
Approved by

#36a ~ Signature Self explanatory.

#36b - Ttie Self explanatory.

#36¢ - Date

Self explanatory.
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Financial Liaison Advisor, PD¥ 0237
YA-511-2
Headquarters

1. Planning and Program Plan Accomplishment -

Exceeds Expeclations

In addition to meeting the criteria for valued performer level, performance exceeds expectations
when the financial liaison advisor’s program/project goals, objectives and/or milestones are
exceeded, and/or are accomplished with added dimensions, and/or are accomplished despite
significant diversion of effort to other assigned tasks. Anticipates situations that may negatively
impact program/project goals, and suggests alternatives.

Valued Performer

Performance is at the valued performer level when the financial liaison advisor adequately plans
and anticipates workload to ensure the: 1) Customer and Agency goals are met; 2) Customers are
assisted in gaining an understanding of DCAA services; 3) Day-to-day work is organized to
insure assigned program/projects goals are accomplished; and 4) Training is identified and
requested to provide routine financial advice and Haison services required 10 achieve a higher
level of technical skill to better serve the customer.

Unacceptable

Performance is unacceptable when the financial liaison fails one or more of the following: 1)
Identify and prioritize key program/project goals; 2) Develop realistic program/project
milestones; or 3) Develop the basic skills required to provide routine financial advice and liaison
services.

2. Technical Advice

Exceeds Expectations

In addition to the valued performer requirements, performance exceeds expectations when the
financial liaison advisor is proactive in identitying potentially sensitive issues and makes
recommendations that are well researched and thoughtfully considered.

Valued Performer

Serves as a resource to contracting personnel by suggesting various approaches, researching
complex issues, performing appropriate analysis of data and recommending appropriate DCAA
services. Interprets, researches, and coordinates with appropriate personnel. Routinely advises
the customer of current and changing Agency policies. Maintains focus on the customer needs
and quality of service. Follows up to ensure the customer is satistied with the technical/liaison
assistance provided.

Unacceptable

Provides inadequate liaison services, incomplete research or flawed advice resulting in additional
work or improper recommendations. Fails to readily identify apparent weaknesses or deficiencies
in technical areas. Establishes a pattern of being inaccessible or providing limited help to those
seeking technical or liaison assistance. Fails to identify applications or techniques that would
improve quality and efficiency.

Version 1.0
DCAA Form 1409-2-NSPS
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Financial Liaison Advisor, PD# 0237
YA-511-2
Headquarters

3. Quality of Service

Excgeds Expectations

In addition to meeting the criteria for valued performer, the financial liaison advisor must meet at
least 3 of the following eriteria: 1) Explores and develops alternative or different quantitative and
computerized methods for collecting and analyzing data that result in reduced effort, cost or
time; 2) Consistently emphasizes substance over form; 3) Provides feedback to customers or
team members that result in improved quality of services, 4) Is innovative in development,
organization, and approach; or (5) Accomplishes objectives with maximum efficiency and
effectiveness.

Valued Performer

Performance is at the valued performer level when the financial liaison advisor independently. or
as a team member, meets at least 3 of the following criteria: 1) Is routinely involved in the more
complex and significant customer acquisitions or issues, 2) Performs complex projects that result
in conclusions based on sound judgment and objective evaluation of pertinent facts; 3) Uses
information technology appropriately and applies Agency initiatives to enhance performance.
efficiency, and effectiveness; 4) Develops timely recommendations responsive 1o the requester’s
need in support of contract award, including assistance in writing negotiation memoranda and/or
other acquisition and liaison support; and 5) Identifies conditions that require adjustments to
program/project due date and scope of technical services, and coordinates adjustments with the
customer andsor supervision.

Unacceptable
Performance is unacceptable when program accomplishments are adversely affected by one or

more of the following severe and/or repeated deficiencies: 1) Lack of knowledge about the
issues; 2) Failure to comply with applicable policies and regulations; 3) Failure to use Agency
provided information technology devices and training; 4) Failure to perform work in a timely
manner; 5) Failure to provide recommendations that are sound and adequately supported; 6)
Failure 1o provide adequate liaison serviges: 7) Failure to keep the supervisor advised of sensitive
issues and conditions that require changes to programy/project due dates; or 8) Failure to
contribute his/her share o the accomplishment of the team’s goals.

4. Working Relationships

Exceeds Expeciations

Performance exceeds expectations when the financial liaison advisor shows his/her leadership by
being proactive and effective in resolving sensitive or significant issues in the best interest of the
Agency and to the mutual satisfaction of all parties. The financial liaison advisor: 1) Shares
technical knowledge and expertise with others; 2) Promotes communication and facilitates
dissemination of pertinent information to others; 3) Willingly accepts additional responsibilities;
and 4) Identifies process improvements that result in increased efficiency or productivity,

Version 1.0
DCAA Form 1409-2-NSPS
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Financial Liaison Advisor, PD# 0237
YA-311-2
Headquarters

Valued Performer

Performance is at the valued performer level when the financial liaison advisor; 1)Establishes
and maintains an effective working relationship with internal and exiernal customers by
promoting an atmosphere of cooperation and respect; 2) Responds positively to customers and
follows through with commitments; 3) Promptly communicates with supervision and/or
customers concerning significant or sensitive problems encountered; 4) Appropriately resolves
any external working relationship problems; 3) Supports Agency and team goals and objectives,
decisions, and initiatives; 6) Contributes to achievement of team projects and goals; and 7)
Actively strives to identify process improvements to increase efficiency or productivity.

Unacceptable

Unacceptable performance includes: 1) Receipt of negative feedback from contracting personnel,
other team members, or FAOs with evidence that shows a lack of cooperation or respect; 2)
ignoring problems, thereby requiring supervision to intervene and resolve; and 3) Repeated
faiture to support Agency and team goals and objectives, decisions and initiatives and/or is
generally uncooperative,

5. Communications

Exceeds Expectations

In addition to meeting the criteria for valued performer. performance exceeds expectations when
the financial laison advisor’s communications meet one or more of the following criteria: 1) Are
innovative in development, organization and/or approach; 2) Are constructed to emphasize
substance over form; 3) Are designed to accomplish the objective with maximum efficiency; 4)
Are exceptionally clear in addressing the issues and can consistently be used with minimum
revisions; or 3) Are especially well organized to produce a desirable action or result.

Valued Performer

Performance is at the valued performer level when communications 1) Are easily understood; 2)
Contain clear evidence to support recommendations and conclusions; and 3) Consistently reflect
compliance with Agency and professional standards. Communications also reflect applicable
regulations and/or source documentation and are organized in a logical and effective manner to
address the issues and are coordinated with supervision/management as appropriate.

Unacceptable

Performance is unacceptable when one or more of the following circumstances exist: 1) Fails to
coordinate with supervision/management; 2) Fails to adequately support and communicate
recommendations and conclusions; 3) Fails to comply with Agency or professional standards; or
4) Lacks organization and fails to adequately address issues.

Version 1.0
DCAA Form 1409-2-NSPS
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Financial Liaison Advisor, PD# 0237

YA-511.2
Headquarters

| EMPLOYEE SUPERVISOR REVIEWER
1 Signature Nate Signature Date Signature Date
J Signature Date Signature Date Signoture Date

Signature Date. Signature Date Signature e
J Sigasture Date Sigmature Dotz Signature Dare
it Signature Date Signaturc Daie Signature Dute

Version 1.0
DCAA Form 1409-2-NSPS
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CHARRTS No.: SG-10-005
Senate Committee on Governmental Affairs
Hearing Date: September 10, 2008
Subject: Expediency Versus Integrity: Do Assembly-Line Audits at the Defense Contract Audit
Agency Waste Taxpayer Dollars?
Witness: Hon Stephenson
Senator: Senator McCaskill
Question; #5

Question. Since the hearing, what analysis or evaluation has been conducted relative to
DCAA's placement within the Department of Defense and the Government?

Answer. It is DCAA's understanding that the Independent Review Panel established as a
subcommittee of the Defense Business Board has evaluated DCAA's placement within the
Department of Defense and the Government. The Independent Review Panel is scheduled to
brief its recommendations to the Defense Business Board on October 23, 2008. DCAA is not
aware of the Panel's deliberations regarding DCAA's placement or if the Panel will be
recommending a change to DCAA's placement.
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CHARRTS No.: $G-10-006
Senate Committee on Governmental Affairs
Hearing Date: September 10, 2008
Subject: Expediency Versus Integrity: Do Assembly-Line Audits at the Defense Contract Audit
Agency Waste Taxpayer Dollars?
Witness: Hon Stephenson
Senator: Senator McCaskill
Question: #6

Question. Has Mr. Hackler's assignments relative to "CAS-418" and any other
suggestions been incorporated into the re-review of the ELC proposal within DCAA?

Answer. Yes. DCAA has initiated a CAS 418 assignment to review the lot costing on
the Evolved Expendable Launch Vehicle (EELV) launch capability contract and Mr. Hackler is
the supervisory auditor for the assignment,
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CHARRTS No.: $G-10-007
Senate Committee on Governmental Affairs
Hearing Date: September 10, 2008
Subject: Expediency Versus Integrity: Do Assembly-Line Audits at the Defense Contract Audit
Agency Waste Taxpayer Dollars?
Witness: Hon Stephenson
Senator: Senator McCaskill
Question: #7

Question. Ms. Stephenson indicated in her testimony that it is possible to be promoted at
DCAA even if performance reviews indicate a failure to meet metrics. She further stated she
could provide examples of such promotions. Please provide ten examples (names redacted) of
people promoted to or within management levels of DCAA with performance evaluations
showing failure to meet performance metrics. For each promotion, state the title of the person
(before and after the promotion), the date of the promotion, and the metrics which the person had
not met.

Answer, Attached is a worksheet providing ten employees who were promoted while not
meeting certain performance measures (Attachment 1). Performance measures (or scorecards)
were not evaluations of individuals, but rather reflects areas of potential improvement with the
organizational element, such as a field office or a group of field offices. Consequently, the
individuals listed in the attachment were field office managers or above and the performance
measures represent that of their organization. The total number of performance measures varied
from region to region and from year to year, so we have included a column summarizing the total
number of measures and detailing the measures that were not met.

0

QFR $Q-10-007 -
Attachment 1.pdf
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