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THE DEFENSE DEPARTMENT’S ILLEGAL
MANIPULATION OF APPROPRIATED FUNDS

THURSDAY, JULY 26, 2001

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON GOVERNMENT EFFICIENCY, FINANCIAL
MANAGEMENT AND INTERGOVERNMENTAL RELATIONS,
COMMITTEE ON GOVERNMENT REFORM,
Washington, DC.

The subcommittee met, pursuant to notice, at 10 a.m., in room
2154, Rayburn House Office Building, Hon. Stephen Horn (chair-
man of the subcommittee) presiding.

Present: Representatives Horn, Schakowsky, and Owens.

Staff present: J. Russell George, staff director and chief counsel,;
Bonnie Heald, director of communications; Henry Wray, senior
counsel; Scott Fagan, assistant to the subcommittee; Chris Barkley,
staff assistant; Davidson Hulfish, Samantha Archey, Fred Ephra-
im, Fariha Khaliq, and Christopher Armato; interns; Michelle Ash,
minority counsel; and Jean Gosa, minority assistant clerk.

Mr. HORN. The Subcommittee on Government Efficiency, Finan-
ciz(iil Management and Intergovernmental Relations will come to
order.

Congress spends enormous time and effort each year enacting
appropriations. However, we spend too little time looking at what
actually happens to those appropriations once they are imple-
mented. Too often we just assume that congressional intent is car-
ried out. Today’s hearing will show that this is not always true.

We will examine and receive today a report from the General Ac-
counting Office, and the General Accounting Office, as we all know,
is headed by a very able Comptroller General, and when we refer
to the report, it will be GAO, not always General Accounting Office.
This report is on how the Department of Defense manipulates the
balances of appropriations years after the accounts have been
closed in order to free up money beyond the limits that Congress
has imposed.

Although this deals with an arcane subject, the GAO report pro-
vides dramatic proof that the mischief can often be found in the de-
tails. GAO auditors found that, in 1 year alone, the Defense De-
partment came up with $615 million in potential extra funding
through what the General Accounting Office terms “illegal or other-
wise improper” adjustments to old appropriations balances. If these
findings represent a typical year, the Department of Defense may
have used those bogus “adjustments” to conjure up billions of dol-
lars in back-door spending.
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This is not a new issue. Long ago, Congress suspected that the
Department of Defense was abusing old appropriations. Indeed,
legislation initiated by the Committee on Government Reform’s
predecessor, the Committee on Government Operations, was en-
acted in 1990 to stop abuses. However, as this report clearly dem-
onstrates, the Department of Defense has failed to comply with the
law, and the Department’s manipulation of old appropriations bal-
ances has continued largely unabated.

Today’s hearing will examine three issues: First, how did these
abuses happen? General Accounting Office auditors found impropri-
eties that involved flagrant violations of basic legal requirements
and financial management practices that ignore principles taught
in Accounting 101. To cite just one example, the Department of De-
fense shifted $38 million in payment charges to appropriations that
had not even been enacted into law at the time the payments were
made. We have invited the key managers who were involved in
these transactions to testify today. We intend to get to the bottom
of this one way or the other.

Second, we want to know why these abuses persist. The General
Accounting Office report shows that the Department of Defense
uses ridiculously complex accounting codes that serve no apparent
purpose and invite data entry errors. For example, the Department
requires separate payment codes for bubble gum, Tootsie Rolls, and
balloons that were purchased for a child care center party.

In a 1997 report, the General Accounting Office stated that it
was “imperative” to fix the Defense Department’s “complex and
convoluted [contract payment] process.” The new GAO report states
that these problems, “for the most part, still exist today.” In fact,
the Department of Defense uses systems, policies, and practices
that virtually have built-in features that cause violations of the
law. The Department of Defense has known about some of these
defects in the systems over the years, and no one has really done
very much to correct them. These abuses have to end.

Finally, we want to examine how these abuses can be stopped
once and for all. You have got a new administration. You can start
from ground zero and move through all of these systems. The GAO
offers some good recommendations, but its past reports have fallen
on deaf ears. There are encouraging signs that the new administra-
tion is intent on resolving the Department of Defense’s daunting fi-
nancial management problems, and it needs to follow through on
those with concrete actions.

In closing, I want to acknowledge that this GAO report is the re-
sult of a joint request of this subcommittee and the House Budget
Committee, chaired by a very able person, Representative Jim
Nussle of the Budget Committee, who couldn’t be with us today.
However, he has submitted a written statement that, without ob-
jection, will be in the hearing at this point in the record.

[The prepared statement of Hon. Stephen Horn follows:]
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Opening Statement
Chairman Stephen Horn
Subcommittee on Government Efficiency, Financial Management
and Intergovernmental Relations
July 26, 2001

A quorum being present, the Subcommittee on Government Efficiency, Financial
Management and Intergovernmental Relations will come to order. Congress spends
enormous time and effort each year enacting appropriations. However, we spend too
little time looking at what actually happens to those appropriations once they are enacted.
Too often, we just assume that congressional intent is carried out. Today’s hearing will
show that is not always true.

We will receive and examine today a General Accounting Office (GAO) report on
how the Department of Defense manipulates the balances of appropriations years after
the accounts have been closed in order to free up morney beyond the limits that Congress
imposed.

Although this deals with an arcane subject, the GAO report provides dramatic
proof that the mischief can often be found in the details. GAO auditors found that, in one
year alone, the Defense Department came up with $615 million in potential extra funding
through what the GAO termed “illegal or otherwise improper” adjustments to old
appropriations balances. If these findings represent a typical year, the Department of
Defense may have used these bogus “adjustments” to conjure up billions of dollars in
backdoor spending.

This is not a new issue. Long ago, Congress suspected that the Department of
Defense was abusing old appropriations. Indeed, legislation initiated by the Committee
on Government Reform's predecessor, the Committee on Government Operations, was
enacted in 1990 to stop those abuscs. However, as this report clearly demonstrates, the
Department of Defense has failed to comaply with the law, and the department's
manipulation of old appropriation balances has continued largely unabated.
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Today’s hearing will examine three issues: First, how did these abuses happen?

GAO auditors found improprieties that involved flagrant violations of
basic legal requircments and financial management practices that ignore principles taught
in “Accounting 101.” To cite just one example, the Department of Defense shifted $38
million in payment charges to appropriations that had not even been enacted into law at
the time the payments were made. We have invited the key managers who were involved
with these transactions to testify today. We intend to get to the bottom of this.

Second: We want know why these abuses persist. The GAO report shows that the
Department of Defense uses ridiculously complex accounting codes that serve no
apparent purpose and invitc data-entry errors. For example, the department requires
scparate payment codes for bubble gum, Tootsie Rolls, and balloons that had been
purchased for a child-care center party.

In a 1997 report, the General Accounting Office stated that fixing the Defense
Department’s “complex and convoluted [contract payment] process” was “imperative.”
The new GAO report states that thosc problems “for the most part, still exist today.”

In fact, the Department of Defense uses systems, policies, and practices that virtually
have built-in features that cause violations of the law. The Department of Defense has
known about some of these defects in its systems for years, but did nothing to correct
them. These abuses must end.

Finally, we want to examinc how these abuscs can be stopped -- once and for all.
The GAQ offers some good reccommendations, bul its past reports have fallen on deaf
cars. There are encouraging signs that the new Administration is intent on resolving the
Department of Defensc's daunting financial management problems, but it nceds to follow
through with concrete actions.

In closing, I want to acknowledge that this GAO report is the result of a joint
request by this subcommittee and the House Budget Committec. Representative Jim
Nussle, the fine Chairman of the Budget Committee, could not be with us today.
However, he has submitted a written statement that I would like to enter into the record if
there is no abjection.

1 welcome our witnesses today, and look forward to their testimony.



Statement for the Record by Budget Committee Chairman Jim Nussle
Hearing on DOD'’s Canceled Appropriations Accounts
Committee on Government Reform, Subcommittee on Government Efficiency
July 26, 2001

I would like to thank Chairman Hom for holding this hearing on Department of Defense canceled
appropriation accounts. The idea for the hearing originated in a joint request by the
Subcommittee on Government Efficiency and the Budget Committee to the General Accounting
Office to review DOD'’s adjustment of closed accounts. What the GAO found was that the
Pentagon had opened up canceled accounts far more often than any other agency of government,
and moved a far greater volume of dollars as well.

What is more troubling is that over $600 million in *adjustments” should not have been made,
and that over $150 million of that sum violated appropriations laws. This is particularly ironic in
view of the fact that DOD’s rationale for making the adjustments in the first place was to “correct
payment errors.”

DOD’s canceled account problem is, however, merely the tip of the iceberg. It is a visible
symptom of the Department’s long-standing problems with financial management. In his
testimony before the Committee on the Budget on 17 February 2000, Comptroller General David
M. Walker said: . .. [N]o major part of DOD is able to pass the test of an independent financial
statement audit. Many have trouble just putting together a financial statement, much less having
an audited financial statement. . . . The continuing financial management problems have real
consequences for program management and resource allocation. For instance, DOD cannot
properly account for biltions of dollars of basic transactions, leaving the agency vulnerable to the
misuse of appropriated funds.”

Poor financial management systems and processes lie at the heart of many of the Department’s
seemingly intractable problems in areas such as acquisition and inventory, because the financial
management system is intended to link budgets with expenditures, track the inventory of
hardware that is bought and disposed of, and correctly record contract changes and other
transactions.

For many years, GAO has criticized the Pentagon’s inventory management for stockpiling years
worth of supply of obsolete or unneeded items while critical spare parts shortages remained
unaddressed. And such poor inventory control is not merely wasteful, it is dangerous: an
Inspector General investigation of hundreds of thousands of defective chemical suits found that a
dangerous situation was made worse because different lots of chemical suits — some good, some
defective - were commingled, a violation of Federal accounting procedures. As a result, it
became even more difficult to isolate the problem; this exposed military personnel to grave risk
in the event of an emergency. The IG commented: “When responding to an urgent call for
chemical protective suits in a chemical or biological emergency, there would be a heightened risk
of screening errors.”



But such errors are nearly inevitable given the daunting complexity and needless fragmentation
of current financial management. Previous GAO testimony before the Budget Committee on
DOD financial management included a graphic example of the complexity of the problem: an
Armmy operations and maintenance code that is 65 digits long. It was a mystery why the Pentagon
thought a code had to be more than seven times Jonger than the 9-digit Social Security Number,
which can account for more than 260 million American citizens. And if that Army code
represented a spare part, that did not mean an identical Navy spare part would have had the same
code. Finally, the fact that DOD personnel often have to manually “key in” such data means there
is a considerable risk of clerical errors.

The new management team at the Department of Defense appears to understand this situation. In
Congressional testimony, Secretary Rumsfeld stated this about DOD’s financial management
systems: “They’re not capable of providing the kinds of financial management information that
any large organization would normally have,” adding that they would take “years” to put right:
“The waste, the inefficiency, the distrust that results from the way it functions will over time, I
fear, erode public support to the detriment of the country.”

To its credit, the administration has added a $100 million initiative to the fiscal year 2002 budget
to begin the process of fixing DOD's financial management systems. But this initiative must be a
sustained, multi-year effort, and the objective of a “clean audit,” while vitally necessary, is only
an interim goal. The final goal is to give DOD managers accurate and timely information on a
day-to-day basis - in other words, to make DOD’s financial operations transparent and
responsive.

In conclusion, I applaud Chairman Horn for holding this hearing on a critical aspect of DOD
financial management. Congress cannot conduct meaningful oversight of executive branch
operations without an assurance that appropriations law is being adhered to. And, as I have said,
poor finance and accounting procedures in DOD have real-world implications that can endanger
our service personnel. I look forward to this hearing not only laying out the facts, but also
providing solutions.
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Mr. HORN. I welcome our witnesses today and look forward to
your testimony. I now yield for an opening statement to the rank-
ing member, Ms. Schakowsky, the gentlewoman from Illinois.

Ms. ScHAKOWSKY. Mr. Chairman, I thank you for holding this
hearing. However, I must say that I am disappointed that we have
to meet once again to review why the Department of Defense can-
not get its financial house in order.

At our hearing on the consolidated financial statement on March
30th of this year, we learned that most agencies received “clean”
or “qualified” audit opinions, while DOD received a disclaimer.
DOD’s books were so fraught with error that an audit could not
even be accomplished. Then at our financial management oversight
hearing on May 8, 2001, we heard that DOD was the biggest cul-
prit of financial mismanagement. Today we find that DOD is vio-
lating the law. This is not to mention the two hearings in March
2001 of the Subcommittee on National Security, Veterans Affairs,
and International Relations, on which I serve, on “Vulnerabilities
to Waste, Fraud and Abuse,” which found that DOD was the most
vulnerable of the Federal agencies. Or the hearings held by you,
Mr. Chairman, and your Democratic predecessors for well over a
decade chronicling the serious financial mismanagement at DOD.

Today we will hear from the General Accounting Office that DOD
is illegally or improperly using its closed appropriations accounts.
Specifically concerned with DOD abuse, Congress passed a law, as
the chairman mentioned, in 1990 that states that appropriations
accounts close 5 years after the last year in which the money was
available for obligation. Yet, DOD seems to have ignored this law
and has continued to use these closed accounts.

Let me just mention one such illegal use. In 1999, DOD adjusted
a 1992 account for $79 million. Unfortunately, that 1992 account
closed in 1998 and never should have been touched. The law states
that if DOD needed to make a payment on the 1992 account, it
should have spent 1999 dollars, not 1992 dollars that were no
longer available.

This blatant abuse of appropriations accounts is just one more
example of DOD’s longstanding financial management problem.
Until DOD establishes the necessary systems, procedures, policies,
and controls, and takes necessary managerial actions, we will con-
tinue to hear about such missteps.

I don’t know what it is going to take to give top-level DOD per-
sonnel a wakeup call. GAO has explained that DOD’s prospects for
the future do not look favorable. In GAO’s High-Risk Series Up-
date, they state:

“After having performed hundreds of reviews of major weapons
systems over the last 20 years, we have seen many of the same
problems recur—cost increase, schedule delays, and performance
shortfalls. These problems have proven resistant to reform in part
because underlying incentives have not changed.”

Mr. Chairman, because of its sheer size and the magnitude of
money involved, one would think that DOD would have the most
updated systems and controls in place, and yet, it has the worst.
I can only hope that DOD will not have to stand before this com-
mittee a fourth time this year because of financial mismanage-
ment. I further hope that all Members of the House will join me
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in opposing the Department of Defense’s budget. Until DOD gets
its financial house in order, it should not be rewarded with an in-
crease. Thank you.

[The prepared statement of Hon. Janice D. Schakowsky follows:]
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STATEMENT OF REPRESENTATIVE JANICE SCHAKOWSKY
SUBCOMMITTEE ON GOVERNMENT EFFICIENCY, FINANCIAL MANAGEMENT AND
INTERGOVERNMENTAL RELATIONS
HEARING ON THE DEPARTMENT OF DEFENSE’S
USE OF CLOSED APPROPRIATIONS ACCOUNTS
JULY 26, 2001

Mr. Chairman, I thank you for holding this hearing. However, I must say that I am
disappointed that we have to meet once again to review why the Department of Defense (DOD)
cannot get its financial house in order.

At our hearing on the consolidated financial statement on March 30, 2001, we leammed that
most agencies received “clean” or “qualified” audit opinions, while DOD received a disclaimer.
DOD’s books were so fraught with error that an audit could not even be accomplished. Then at
our financial management oversight hearing, on May 8, 2001, we heard that DOD was the biggest
culprit of financial mismanagement. Today we find that DOD is violating the law. This is not to
mention the two hearings in March 2001 of the Subcommittee on National Security, Veterans
Affairs, and International Relations, on which I serve, on “Vulnerabilities to Waste, Fraud and
Abuse” which found that DOD was the most vulnerable of the federal agencies. Or the hearings
held by you, Mr. Chairman, and your Democratic predecessors for well over a decade chronicling
the serious financial mismanagement at DOD.

Today we will hear from the General Accounting Office (GAO) that DOD is illegally or
improperly using its closed appropriations accounts. Specifically concerned with DOD abuse,
Congress passed a Jaw in 1990 that states that appropriations accounts close five years after the last
year in which the money was available for obligation. Yet, DOD seems to have ignored this law
and has continued to use these closed accounts. Let me just mention one such illegal use. In 1999,
DOD adjusted a 1992 account for $79 million. Unfortunately, that 1992 account closed in 1998
and never should have been touched. The law states that if DOD needed to make a payment on a
1992 account, it should spend 1999 dollars, not 1992 dollars that were no longer available.

This blatant abuse of appropriations accounts is just one more example of DOD’s
longstanding financial management problem. Until DOD establishes the necessary systems,
procedures, policies, and controls, and takes the necessary managerial actions, we will continue to
hear about such missteps.

I do not know what it is going to take to give top level DOD personnel a wake up call.
GAO has explained that DOD’s prospects for the future do not look favorable. In GAQ’s High-
Risk Series Update, GAO stated,

After having performed hundreds of reviews of major weapons systems over the
last 20 years, we have seen many of the same problems recur —cost increase,
schedule delays, and performance shortfalls. These problems have proven resistant
to reform in part because underlying incentives have not changed.
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Mr. Chairman, because of its sheer size and the magnitude of money involved, one would
think that DOD would have the most updated systems and controls in place and yet, it has the
worst. I can only hope that DOD will not have to stand before this Subcommittee a fourth time
this year because of financial mismanagement. 1 further hope that all members of the House will
join me in opposing the Department of Defense’s budget. Until DOD can get its financial house in
order, it should not be rewarded with an increase. Thank you.
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Mr. HorN. I thank you, and we will now move to the witnesses.
I want to let you know a little bit of how this subcommittee works.
One is, it is an investigating subcommittee. We will ask you to ap-
prove and affirm the oath for not only the ones at the table, but
the assistants behind the ones at that table. The clerk will take
down who are the assistants behind, so we don’t have to go give
the oath to somebody whispering in your ear, and we will just do
it once.

When your name is called, the statement, the written statement,
automatically goes into the record. Don’t worry about it; it just goes
in, and what we would like you to do is give us a summary of that
statement. The staff and some of us have read through all that,
and we would like to get sort of the essence of these problems and
then we would like to have a dialog of the members on both sides
of the aisle to see if we can get to solving some of these problems
with you.

[Witnesses sworn.]

Mr. HORN. We have 1, 11 sworn in.

We will start with our friends from the General Accounting Of-
fice, Mr. Jeffrey Steinhoff, the Managing Director, Financial Man-
agement and Assurance, of the U.S. General Accounting Office. Mr.
Steinhoff.

STATEMENTS OF JEFFREY C. STEINHOFF, MANAGING DIREC-
TOR, FINANCIAL MANAGEMENT AND ASSURANCE, U.S. GEN-
ERAL ACCOUNTING OFFICE; THOMAS R. BLOOM, DIRECTOR,
DEFENSE FINANCE AND ACCOUNTING SERVICE, DEPART-
MENT OF DEFENSE; JO ANN BOUTELLE, DIRECTOR OF COM-
MERCIAL PAY SERVICES, DEFENSE FINANCE AND ACCOUNT-
ING SERVICE, DEPARTMENT OF DEFENSE, COLUMBUS, OH;
TINA W. JONAS, DEPUTY UNDER SECRETARY OF DEFENSE
FOR FINANCIAL MATTERS, DEPARTMENT OF DEFENSE; AND
MAJOR GENERAL EVERETT G. ODGERS, COMPTROLLER,
HEADQUARTERS AIR FORCE MATERIEL COMMAND, WRIGHT
PATTERSON AIR FORCE BASE, OHIO

Mr. STEINHOFF. Mr. Chairman, Ranking Member Schakowsky,
I'm pleased to be here today to discuss DOD’s use of canceled ap-
propriations under the 1990 Account Closing Act. At the outset I
want to make clear that the problems I will highlight today predate
the current DOD Comptroller and his team, who have pledged to
deal with the serious financial management problems that have
plagued DOD for decades.

The 1990 act resulted because of serious abuses in the use of old,
expired appropriations, principally by DOD. Under the 1990 act,
once an appropriation has been expired for 5 years, it closes, and
all remaining balances are canceled. It cannot be used for any pur-
pose. Agencies may in only limited circumstances adjust accounting
records for closed accounts—to correct clear-cut accounting errors.
But, frankly, that should not happen very often, which, unfortu-
nately is a big problem in DOD and largely why we’re here today.

From the enactment of the 1990 law through the end of fiscal
year 1999, DOD reopened 333 closed accounts valued at $26 billion,
and between fiscal year 1997 and fiscal year 2000 made adjust-
ments totaling about $10 billion to those accounts. By comparison,
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all other Federal agencies combined reopened only 21 closed ac-
counts valued at only $5 million. We audited $2.2 billion, or over
80 percent, of DOD’s reported $2.7 billion in fiscal year 2000 ad-
justments to closed accounts. The fact that DOD made $2.7 billion
of adjustments in fiscal year 2000 alone shows a lack of adequate
control over appropriations, which is one of the most fundamental
financial management requirements.

Compounding this problem, DOD had not put in place the sys-
tems, controls, and managerial attention needed to properly comply
with the 1990 law. As a result, $615 million of the $2.2 billion we
audited, or 28 percent, were illegal or otherwise improper. For $108
million, the appropriation had already canceled when the disburse-
ment was made, a clear violation of the Account Closing Act.

For $38 million, the appropriation charge had not yet been en-
acted when the disbursement was made, which violates the Ac-
count Closing Act as well as other appropriations law. For another
$364 million, the payments had originally been charged to correct
appropriations and, therefore, did not meet the limited criteria to
adjust a closed account. And, yet, for another $105 million, there
was not sufficient documentation to support the adjustment that
was made. Those were improper as well.

Now let me share several examples of what we found. Ms.
Schakowsky mentioned one earlier that involved the $79 million
that was associated with the C-17. In this case the account had
closed 4 months before the payment was made, and by moving that
payment back to a closed account, it was a clear violation of the
1990 act. It was, therefore, illegal.

For the second example, I've got a posterboard here that tries to
explain this. These transactions are very complex. This is simpler
than some of the others. When you collect money related to a can-
celed appropriation, you have a recovery. Let’s say you overpaid a
contractor and it led to recovery of funds related to a closed ac-
count. You are supposed to return those moneys to the Treasury
Department. They go into what’s called miscellaneous receipts.
They then are under congressional control. That money is not
available for agency use. In this case DOD had a recovery related
to a closed appropriation account. They bypassed that appropria-
tion account and credited that to an open account, meaning that
was money that was free to spend.

In another case, in order to pay a $685,000 invoice, DOD made
$590 million of adjustments to closed accounts, $210 million of
which did not meet the criteria for adjusting a closed account. I
mention this because you see the magnitude of the accounting
transactions that go on. They had a payment they couldn’t make
to an open account, and to try to reconcile that payment, they had
to go through a very complex, convoluted process that resulted in
manyfold more in terms of adjustments than the initial trans-
action.

We found that DOD became aware in 1996 that there were defi-
ciencies in its account reconciliation system that could result in vio-
lations of the Account Closing Act. Although at the time DOD pro-
jected that the cost to fix the system was only $24,460, nothing was
done until May 2001, and only as a result of our review. In addi-
tion, DOD contracting officials issued contract modifications that
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directed that oldest funds be used first, a practice that was fol-
lowed regardless of whether the appropriation had canceled, and it
was intended to use unspent funds from canceled appropriations.

Overall, our audit results provide another reminder of how bro-
ken DOD’s management systems are today and why 8 of GAO’s 23
high-risk areas pertain to DOD. I'm using the term management
systems to decribe the problem, not financial management systems,
because 80 percent of the information that Mr. Bloom and his team
need to do their job comes from non-accounting systems. So we're
talking about an overall management system issue.

Our report contains a number of recommendations, including the
need to immediately reverse the $615 million of adjustments that
violated the Account Closing Act. In the short-term there must be
accounting discipline to avoid similar problems going forward and
personal accountability for any future breakdowns. The buck must
clearly stop somewhere. An effective monitoring and accountability
system must be in place.

For the long-term—and this is the big challenge—there is an
overarching need for fundamental financial management reform as
part of a total transformation of DOD’s overall business systems
and operations. I am pleased that the Secretary and the Comptrol-
ler have stated their intention to do so and that plans are being
developed to transform DOD’s financial management systems. Ms.
Jonas, here today, is really charged with achieving that.

We need to look at the systems, policies, and procedures. I've got
a couple of other posterboards here that I think I used last May,
when I had the privilege of testifying before the subcommittee, and
that the chairman alluded to in his opening remarks. You have a
very complex set of accounting codes in DOD, but making it even
tougher is that first two digits shown on the poster board under the
caption “A-C-R-N.” You have multiple ACRNs on many contracts.

One example in our report mentioned a $2.1 million payment
that required the contractor to submit billing that had 487 pages
in order to spread the $2.1 million to 267 ACRNs. It’s just a very
difficult job for the Comptroller’s operation to perform. It’s a con-
voluted, broken process.

The second posterboard I have here is the infamous spider chart
that speaks volumes about DOD’s contract and vendor pay system.
This is DOD’s chart. I want to make that clear. This is what
they're saying is the environment they’re trying to move away
from. I think recognizing a problem is very important, and here
they clearly recognize it.

I'll point to that one system up in the top lefthand corner,
MOCAS. That’s the system that was involved heavily in a lot of the
transactions that we reviewed as part of this audit for the sub-
committee. And to show you the challenge, the first letter, “M,”
represents mechanization. That was a high-tech word in around
1960—-61, when this system came on line. So DOD is working with
a system that’s close to 40 years old. Maybe it never worked that
well in the beginning. There’s no real documentation for it, and it’s
just a difficult challenge. It’s a world-class issue that they’re facing
today, and we’re hopeful there will be, what I call, total trans-
formation. The Comptroller General has spoken about this a couple
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of times, and DOD is going to have to look at the entire business
process from stem to stern.

Mr. Chairman, Ms. Schakowsky, this concludes my summary re-
marks. I will be pleased, when we get to the question-and-answer,
to respond to any questions you have.

[NOTE.—The GAO report entitled, “Canceled DOD Appropria-
tions, $615 Million of Illegal or Otherwise Improper Adjustments,”
GAO-01-697, may be found in subcommittee files, or by calling
(202) 512-6000.]

[The prepared statement of Mr. Steinhoff follows:]
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Mr. Chairman and Members of the Subcommittee:

Thank you for inviting me here today to discuss the Department of
Defense's (DOD) adjustments to canceled appropriation accounts. Our
related report,' issued today and developed at the request of this
Subcommittee and the House Budget Committee, describes DOD’s
problems in establishing the requisite systems, controls, and managerial
attention to properly account for its disbursements. My testimony today
will summarize the detailed findings included in our report.

In 1990, the Congress changed the law governing the use of appropriation
accounts because it determined that controls over them were not
working,? Committee reports and other statements relating to the
legislation show that members of the Congress were concerned that the
Congress had inadequate control over the expenditure of hundreds of
millions of dollars of expired appropriations, particularly at DOD. Without
adequate control, the Congress was concerned that agencies could
disburse money in amounts and for purposes that it had not approved. The
1990 law was intended to improve congressional control by providing that,
5 years after the expiration of the period of availability of a fixed-term
appropriation, the appropriation account be closed and all remaining
balances canceled. After closing, the appropriation account could no
longer be used for obligations or expenditures for any purpose.

Because agencies need to keep accurate records, they may, in limited
circumstances, adjust accounting records pertaining to closed accounts to
correct unrecorded or improperly charged disbursements. To justify such
an adjustment, an agency must have sufficient documentation for each
proposed adjustment to show that it clearly meets each of the following
three criteria:

« the disbursement was made when the appropriation account to be
charged was available to cover the disbursement,

« the agency either did not record the disbursement when it was made or
charged it to the wrong appropriation account at that time, and

! Canceled DOD Appropriations: $615 Million of llegal or Otherwise Improper Adjustments
(GAO-01-697, July 26, 2001).

*National Defense Authorization Act for Fiscal Year 1991 (Public Law 101-510, dated
November 1980).

Page 1 GAO-01-994T
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« the proposed adjustment will result in the disbursement being charged
to the proper appropriation account.

From the enactment of the 1990 law through September 30, 1999, DOD
requested that the Department of the Treasury (Treasury) make
adjustments affecting 333 closed accounts valued at $26 billion. By
comparison, during the same period, all other federal agencies combined
requested that Treasury make adjustments affecting only 21 closed
accounts valued at $5 million.

According to DOD, adjustments affecting closed appropriation accounts
during fiscal year 2000 exceeded $2.7 billion. Amid concerns over the
magnitude of DOD adjustments affecting closed appropriation accounts
and whether they complied with the 1990 account closing law, you and the
Chairman of the House Budget Committee asked that we review the
adjustments. Our review focused primarily on large dollar value
adjustments made during fiscal year 2000, representing $2.2 billion (81
percent) of the $2.7 billion of DOD's reported closed appropriation

account adjustments made during fiscal year 2000.

Illegal or Otherwise
Improper
Adjustments

Our review of $2.2 billion of DOD's fiscal year 2000 adjustments affecting
closed appropriation accounts found that about $615 million (28 percent)
of the adjustments were illegal ($146 million) or otherwise improper ($469
million). As shown in table 1, these adjustments to closed accounts should
not have been made for four reasons.

Tabie 1: Fiscal Year 2000 lllegal or Otherwise lmproper Adjustments

(Dollars in millions}

Problem with adjustment Adjustment amount
Appropriation already canceled when disbursement was made $107.7
Appropriation not yet enacted when disbursement was made 38.2
No adjustment was necessary 364.0
Insufficient doct ion 104.9
Total $614.8

The following is an explanation of each of the four categories of
adjustment problems.

Page 2 GAO-01-994T
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Appropriation Already
Canceled

The 1990 account closing law specifically provides that closed
appropriation accounts are not available for expenditures. We found that
about $108 million of the adjustments resulted in charging appropriation
accounts that had closed before the disbursements were made. These
adjustments produced the same result as if DOD had made expenditures
from and charged closed appropriation accounts at the time the
disbursements were made. Therefore, these adjustments violated the 1990
account closing law. For example, in December 1999, the Defense Finance
and Accounting Service (DFAS) Columbus Center recorded an adjustment
that changed $79 million of disbursements from charges against fiscal
years 1993 through 1995 research and development appropriations to
charges against a fiscal year 1992 research and development
appropriatior. According to documentation in the contract files, the
adjustment was to correct previous disbursing errors by redistributing the
payments in accordance with the payment terms specified in the contract.
The payment terms of the contract specified that payments should be
made using “oldest funds first.” Under this instruction, payments should be
charged to the oldest appropriation cited on the contract until the
obligated balance has been exhausted for that appropriation. Subsequent
payments are then charged to the next oldest available appropriation, and
50 on, until all the funds are used up or the contract is complete. Making
the adjustment that charged the $79 million disbursement to the closed
fiscal year 1992 research and development account used up the unspent
balances in that appropriation account and freed up funds on still open
1993 through 1995 research and development appropriation accounts for
other disbursement charges.

We found that charging the $79 million of disbursements to the fiscal year
1992 research and development appropriation was illegal because the
disbursements were made in February 1999—4 months after the fiscal year
1992 research and development appropriation account had closed on
September 30, 1998. DFAS Columbus officials agreed that the adjustment
violated the 1990 law and should not have been made. Our report, issued
today, includes several additional examples of this type of illegal
adjustment.

Appropriation Not Yet
Enacted

Under 31 U.S.C. 1502 (a), an appropriation may be used to pay only those
expenses properly incurred during the appropriation’s period of
availability. However, we found that over $38 million of the closed
appropriation account adjustments resulted in charging disbursements to
appropriation accounts that had not yet been enacted at the time the
disbursements were actually made. For example, in January 2000, a total

Page 3 GA0-01-994T
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of $21 million of disbursements charged to fiscal years 1989 and 1990
appropriations were changed to charges against fiscal years 1998 and 1999
missile procurement appropriations. Since the actual disbursements were
for expenses that were incurred before the fiscal years 1998 and 1999
appropriations were enacted, charging disbursements to these two
appropriations violated 31 U.S.C. 1502 (a).

Further, included in the $21 million were $9.9 million in overpayments,
which the contractor identified as a return of funds that were paid from
the fiscal years 1988 through 1990 appropriations. These appropriations
were canceled at the time the overpayments were returned. As discussed
in our companion report,.the 1990 law requires that the collection of
canceled funds be deposited into the Treasury as miscellaneous receipts.
However, we found that instead of forwarding the overpayments to the
Treasury, DFAS Columbus redistributed the $9.9 million to current and
expired appropriations that were funding the still-open contract. In
discussing these errors with responsible DOD officials, they agreed that
the $21 million adjustment and the $9.9 million redistribution were
incorrect and should not have been made. According to the officials, they
plan to reverse the adjustments and determine what actions are required
to correct the accounting records, including returning the $9.9 million to
the Treasury.

No Adjustment Necessary

Closed account adjustments totaling $364 million were improper because
the initial payments had been charged to the correct appropriations and
should not have been adjusted. DOD made these adjustments during
contract reconciliations to try to correct errors in recording disbursements
made under the contracts. Generally, these reconciliations were initiated if
DOD could not pay invoices because other disbursements had been
erroneously recorded against the wrong appropriations funding contracts.
For example, in Novermber 1999, DFAS Columbus received an invoice
from a contractor for $685,000. DFAS Columbus could not pay the
contractor because there were not sufficient funds available in the cited
accounting line to pay the invoice. As a result, DFAS Columbus reconciled
the fiscal year 1988 contract, which resulted in over $590 million of
adjustments affecting closed appropriation accounts. Our review of these
found that $210 million of the adjustments should not have been made
because the actual disbursements—some of which were made over 10
years earlier—were initially recorded correctly. As a result of this process
to free up sufficient funds to pay the $685,000 invoice, DFAS Columbus
made improper adjustments affecting the closed accounts. Thus, the

Page 4 GAO-01-994T
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reconciliation resulted in at least $210 million of accounting errors that did
not exist before the reconciliation took place.

Insufficient
Documentation

To adjust its records, an agency must have sufficient documentation fo
show that the adjustment is legal and changed an incorrect charge to a
correct one. However, neither DOD nor we could find sufficient
documentation in DOD's accounting and contract records to support
about $105 million of closed appropriation account adjustments. For
example, in June 2000, DFAS Columbus made an adjustment that changed
over $2.4 million of disbursements from charges against a fiscal year 1993
approptiation that had not-yet been canceled to a fiscal year 1992
appropriation that had been canceled. According to the contract files, the
adjustment was to correct a previous disbursing error. However, in
reviewing the contract files for this adjustment, neither DOD nor we could
identify the original invoice or other supporting documentation to show
which appropriation should have been charged for the goods or service.
We considered these types of unsupported adjustments improper because
DOD must be abie to provide documentation to show that the adjustments
are legal and that they changed incorrect charges to correct ones. DOD is
researching these transactions further to determine if additional
documentation can be located to support the adjustments.

Lack of Fundamental
Controls

DOD’s contract reconciliation process lacked the controls necessary to
ensure that adjustinents to dosed appropriation accounts were proper.
For example, system deficiencies in DOD's Contract Reconciliation
System {CRS) significantly contributed to many of the illegal closed
account adjustments.’ Specifically, CRS did not compare the actual
disbursement date with the appropriation being adjusted to ensure that
the adjustment met certain appropriation law requirements. DOD had been
aware of the system deficiency since at least 1996, but took no action to
upgrade CRS until we brought this problem to its attention. DOD officials
could not tell us why they had not taken action to correct the problem,
which they estimated would have cost $24,460 to fix in 1996. Had CRS
been upgraded to make this comparison in 1996 when the programming
defect was first identified, the $146 million of illegal adjustments made
during fiscal year 2000 may not have occurred.

CRS is an automated reconciliation system that has been used since 1995 by DFAS
Columbus to perform contract reconciliations and to correct errors,

Page 5 GAO-01-994T
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We also noted that DOD contracting officers were using contract
modifications and other methods of comurunications to instruct DFAS
Columbus to charge disbursements to older appropriation accounts
without regard to whether adjustments would result in charging
disbursements to appropriations that had been canceled. This practice,
when combined with the deficiencies in CRS, resulted in some improper
adjustments.

Large Number of
Adjustments
Exemplify DOD’s
Long-standing
Financial
Management
Problems

Finally, the remaining $1.6 billion (72 percent) of the $2.2 billion of
adjustments we reviewed were adequately documented corrections of
errors that DOD had made over the years and, therefore, were not illegal
or improper. They do, however, exemplify the broad-based, high-risk
problems associated with the accuracy of DOD’s payment and accounting
process. As we have previously reported, DOD has long-standing, serious
problems with its ability to accurately account for and report on payments
to contractors, which in these cases resulted in $2.7 billion in adjustments
to closed appropriation accounts in fiscal year 2000 alone. Such issues
have led us to report on the DOD'’s financial management as an area of
high risk since 1995.* DOD acknowledges that it has major problems with
its accounting and reporting of disbursements and has various ongoing
initiatives aimed at resolving them.

In conclusion, Mr. Chairman, DOD circumvented the provisions in the
account closing law that were intended to strengthen the Congress’
control over the amounts and purposes for which appropriated funds were
spent. DOD was aware of the limitations the account closing law placed on
the availability of canceled appropriations and that the law was enacted
because of previous abuses by DOD’s use of old appropriations. DOD also
knew that a major system used to control its use of appropriations allowed
for disbursements to be charged inconsistent with that law. However, it
did nothing to fix the system, although it estimated the cost to do so to be
minimal.

* GAO has designated government operations and programs as “high risk” because of either
their greater vulnerabilities to waste, abuse, and mi or major

associated with their economy, efficiency, or effectiveness. See Major Management
Challenges and Program Risks: Department of Defense (GAO-01-244, Jan. 2001) and High-
Risk Series (GAO-01-263, Jan. 2001).

Page 6 GAOQ-01-994T
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Our companion report on these issues includes recommendations that
address the need for DOD to immediately reverse and correct the $615
million of closed account adjustments we identified as illegal or otherwise
improper and to take action to strengthen its policies, procedures, and
controls over closed appropriation account adjustments. To the extent
DOD is unable to make proper correcting adjustments because insufficient
balances remain in the correct accounts, we are also recommending that
DOD investigate and report on these adjustments, as required by the
Antideficiency Act, 31 U.S.C. 1351, and implementing guidance.

In the longer term, DOD will need to resolve its financial management
problems, including the lack of leadership and accountability that have
been the subjéct of numerous reports and recommended corrective
actions over the years. The Secretary and the Comptroller of DOD have
stated their intention to vigorously pursue financial management reform
and plans are being developed to transform DOD’s financial managerent
systems and practices.

Mr. Chairman, this concludes my formal statement. I would be pleased to
answer any questions that you or other members of the Subcommittee
may have.

Contact and
Acknowledgements

For future contacts regarding this testimony, please contact Jeffrey C.
Steinhoff at (202) 512-2600. Individuals making key contributions to this
testimony include Bertram J. Berlin, Dennis B. Fauber, Jeffrey A.
Jacobson, Mary Jo Lewnard, Larry W. Logsdon, Keith E. McDaniel,
Michael S. Peacock, and Harold P. Santarelli.
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Mr. HORN. I thank the gentleman. We will now move through
the panel and hold questions until we complete the presentations.
Our next witness is Thomas R. Bloom, the Director, Defense Finan-
cial and Accounting Service of the Department of Defense. Mr.
Bloom.

Mr. BLooM. Good morning, Mr. Chairman and Congresswoman
Schakowsky. My name is Tom Bloom and I'm the Director of the
Defense Finance and Accounting Service. With me is JoAnn
Boutelle, who is Director of Commercial Pay Services for DFAS in
Columbus. I welcome this opportunity to discuss with you the com-
plex process of contract reconciliation and the GAO’s recent review
of adjustments made with that process.

DFAS has made some significant mistakes, and we recognize and
generally agree with GAO that there have been, and to a lesser de-
gree still are, procedural, systemic weaknesses in our contract rec-
onciliation process, these shortcomings in the recording of adjust-
ments to accounts that may be improper or illegal, as noted by the
GAO in their report. We are taking specific, positive actions to en-
sure that, in partnership with our customers, we do the right
things in the contract pay and reconciliation process.

DFAS makes various types of payments on large, complex,
multiyear contracts. DFAS-Columbus disbursed approximately
$280 billion on contracts during the 1997—2000 fiscal year time-
frame. The payments are recorded against various appropriations
in fiscal years that fund the specific contract. Contract closure,
changes in liquidation rates, or revisions to overhead rates are just
a few examples of acquisition business practices that result in ad-
justments to previous payments.

The contract file and payment history are subsequently rec-
onciled. The duration of many of these contracts is extensive and
more information becomes available during the life of those con-
tracts. At the time of reconciliation the payment is validated
against information current at the time of reconciliation. It must
be noted that often new or additional information is used during
the reconciliation process that was not available at the time of the
original payment. Adjustments are made as a result of the rec-
onciliation process to ensure that the payments match the contract
terms and conditions.

Reconciliations are performed by DFAS, other DOD personnel,
and support contractors. DFAS-Columbus adjusted approximately
$25 billion in disbursements during the 1997—2000 fiscal year time-
frame that resulted from contract reconciliations.

We agree with the GAO recommendations for DFAS. Let me now
address the specific actions and steps we at DFAS have taken to
ensure accounting adjustments made during the reconciliation
process are sound.

First, we have revised our procedures to ensure that adjustments
are posted only to appropriations that are available at the time
that a payment was originally made.

Second, we have conducted mandatory training for personnel in-
volved in the reconciliation process to ensure that they clearly un-
derstand not only the adjustments procedures, but the appropria-
tions law as well.
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Third, we have changed our contract reconciliation system to in-
stall changes that recognize and prohibit adjustments to fiscal year
appropriations that have been canceled or not yet enacted at the
time of the original payment. One of the systems is up and running
as of May; the other system’s change will be finished in September.

Fourth, we’re directing our accounting personnel to post all ad-
justments regardless of appropriation balances and take the appro-
priate action to report apparent violations of the Antideficiency Act
to the military service or DOD agency involved. We will work coop-
eratively with our DOD and service customers to provide them the
necessary information for their review or investigations, as appro-
priate.

These actions we have put in place will give us a check-and-bal-
ance process to ensure that adjustments resulting from the rec-
onciliation process meet sound and prudent financial management
practices. We are monitoring compliance with these requirements
to ensure that invalid adjustments are identified and reversed, and
we're taking a very aggressive stance in DFAS. When we find prob-
lems, we're addressing them very quickly. For instance, recently,
we found some duplicate payments that were made. We imme-
diately shut down the system and will not start it back up until
we have discovered why this is happening and make sure that it
doesn’t happen in the future.

We recognize the importance to our customers and to the Amer-
ican taxpayer of having reliable, credible financial information, and
this obviously includes the proper recording of adjustments result-
ing from reconciliation actions on contracts. Mr. Chairman and
Congresswoman Schakowsky, I assure you that the military and ci-
vilian employees of DFAS are accountable for their actions and, as
their leader, I am the most accountable. We seek only to provide
the best service. Our uniformed members and American taxpayers
deserve nothing less. I assure you that we will make the necessary
adjustments to our financial records and systems, and we have al-
ready examined our processes and put into place preventative
measures that we will continually monitor.

That concludes my remarks. Ms. Boutelle and I will be happy to
answer any questions you all might have. Thank you.

[The prepared statement of Mr. Bloom follows:]
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Good morning Mr. Chairman, Congresswoman Schakowsky and members of the
Subcommittee. My name is Tom Bloom and I am the Director of the Defense Finance
and Accounting Service. With me is JoAnn Boutelle who is the Director of Commercial
Pay Services for DFAS. I welcome the opportunity to discuss with you the complex
process of contract reconciliation and the GAQ’s recent review of adjustments made

during that process.

I would like to start by giving you a general picture of the size of our
responsibility and operations. DFAS is the largest finance and accounting operation in
the world. On an annual basis we pay approximately 5.4 million military members,
civilians, retirees, and annuitants; issue approximately $288 billion in disbursements;
execute some 100 million accounting transactions; pay approximately 14 million invoices
and over 5 million travel payments. Our mission is to provide responsive, professional
finance and accounting services for the Department of Defense. We take pride in what

we do.

We recognize and generally agree with GAO that there have been, and, to a lesser
degree, still are procedural and systemic weaknesses in our contract reconciliation
process. These shortcomings resulted in the recording of adjustments to accounts that
may be improper or illegal as noted by GAO in their report. We are taking specific,
positive actions to ensure that, in partnership with our customers, we do the right things

in the contract payment and reconciliation process.



27

DFAS makes various types of payments on large, complex, multi-year contracts.
DFAS-Columbus disbursed approximately $280 billion on contract payments during the
FY 1997 — FY 2000 timeframe. The payments are recorded against the various
appropriations and fiscal years that fund the specific contract. Contract closure, changes
to liquidation rates, or revisions to overhead rates are just a few examples of acquisition
business practices that result in adjustments to previous payments. The contract file and
the payment history are subsequently reconciled. The duration of many of these contracts
is extensive and more information becomes available during the life of the contract. At
the time of reconciliation, the payment is validated against information current at the time
of reconciliation. It must be noted that often new or additional information is used during
the reconciliation process that was not available at the time of the original payment.
Adjustments are made as a result of the reconciliation process to ensure that the payments
match the contract terms and conditions. Reconciliations are performed by DFAS, other
DOD personnel, and support contractors. DFAS-Columbus adjusted approximately $25
billion of disbursements during the period FY 1997 — FY 2000 that resulted from contract

reconciliations.

We agree with the GAO recommendations for DFAS. Let me now address the
specific actions and steps we at DFAS have taken to ensure accounting adjustments made

during the contract reconciliation process are sound.

First, we have revised our procedure to ensure that adjustments are posted only to

appropriations that were available at the time the payment was originally made. Second,
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we have conducted mandatory training for personnel involved in the reconciliation
process to ensure they clearly understand adjustment procedures and that appropriation
integrity is maintained. Third, we have changed our contract reconciliation system fo
install changes that recognize and prohibit proposed adjustments to fiscal year
appropriations that were canceled or not yet enacted at the time of the original payment.
One of these system changes (affecting canceled appropriations) is already implemented.
The other change (addressing appropriations not yet enacted) is under development and
will be ready for implementation in September, 2001. Fourth, we have directed our
accounting personnel to post all required adjustments, regardless of appropriation
balances, and take appropriate actions to report apparent violations of the Antideficiency
"Act to the Military Service or DoD Agency involved. We will work cooperatively with
our DoD and Service customers to provide them with the necessary information for their

review or investigation as appropriate.

With these actions, we have put into place a “check and balance” process to
ensure that adjustments resulting from the reconciliation process meet sound and prudent
financial management practices. We are monitoring compliance with these requirements

to ensure that invalid adjustments are identified and reversed.

We recognize the importance to our customers and to the American taxpayer of
having reliable, credible financial information. This inchudes the proper recording of

adjustments resulting from reconciliation actions on contracts.
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Mr. Chairman and Congresswoman Schakowsky, I assure you that we, the
military and civilian employees of DFAS, are accountable for our actions. We seek only
to provide the best service. Our uniformed members and the American taxpayers deserve
nothing less. I assure you we will make the necessary adjustments to the financial
records. We have already examined our processes and put into place preventive
measures that we will continually monitor. That concludes my remarks and JoAnn

Boutelle and I will be happy to answer your questions.
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Mr. HOrRN. We thank you, and we will now move on to Ms.
Boutelle, who is the Director, Commercial Pay Services, Defense Fi-
nance and Accounting Service. Now are you simply backing Mr.
Bloom up or——

Ms. BOUTELLE. Yes, sir.

Mr. HORN. You didn’t have a written statement?

Ms. BOUTELLE. No, sir.

Mr. HOrRN. OK. We will have our next witness then, and that is
Ms. Jonas. She is the Deputy Under Secretary of Defense for Fi-
nancial Management, Tina W. Jonas. Please proceed.

Ms. JoNAs. Thank you, Mr. Chairman and Ranking Member
Schakowsky. I appreciate the opportunity to come before you and
discuss financial management reform within the Department of De-
fense, and specifically the recent General Accounting Office report
on canceled DOD appropriations.

Let me tell you that the Secretary of Defense and the Under Sec-
retary of Defense Comptroller and I realize that the Department’s
financial management weaknesses are a very serious matter that
must be addressed through comprehensive reform. Fundamental
changes are required to reassure Congress and the American peo-
ple that we are good stewards of the resources entrusted to us, and
this is a priority of the Secretary, the Comptroller, and it is my
highest priority.

In order to accomplish some of those changes, the Secretary re-
cently established a Department-wide financial management mod-
ernization program to develop a DOD enterprise architecture.
When implemented, that architecture will provide a blueprint that
will guide the building of an integrated financial management sys-
tem that will help prevent inappropriate financial transactions.
The fiscal year 2002 DOD budget includes a request for funding to
begin this critical modernization effort, and we hope that the Con-
gress will support that effort.

With regard to the specific concerns in the GAO report, I must
emphasize that the Department’s policies are consistent with cur-
rent statutes. Obviously, if the policies had been adhered to, the
issues addressed in the GAO report would not have occurred. Un-
fortunately, they did occur, and we are performing a high-level re-
view Department-wide to determine what processes and policies
need to be changed, and this will include, as Tom has already men-
tioned, an internal review of the specific processes at the Depart-
ment’s DFAS accounting service, and where we’ve identified cur-
rent weaknesses, we are moving out to correct them. For example,
we have provided additional training to 200 DFAS personnel, and
we are making required policy changes, modifying automated sys-
tems, and will take individual personnel actions where appropriate.

In closing, Mr. Chairman, let me again stress that the Secretary
and the Comptroller take these financial management weaknesses
very seriously and are committed to aggressive financial manage-
ment reform. We look forward to continuing to work with this com-
mittee and with other interested Members of Congress and look
forward to your support of our reform efforts, and would be happy
to answer any further questions.

[The prepared statement of Ms. Jonas follows:]
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Statement of Ms. Tina Jonas
Deputy Under Secretary of Defense (Financial Management)
Before the House Committee on Government Reform
Subcommittee on Government Efficiency, Financial Management and
Intergovernmental Relations
26 July 2001

Mr. Chairman and Members of the Commiittee, I appreciate the
opportunity to come before you and discuss financial management reform
within the Department of Defense, and specifically the recent General
Accounting Office (GAO) report on cancelled DoD appropriations.

Let me begin by telling you that the Secretary of Defense and the Under
Secretary of Defense (Comptroller) and I realize that the Department’s
financial management weaknesses are a very serious matter and that they
must be addressed through a comprehensive reform effort. Fundamental
changes are required to reassure the Congress and the American people that
we are good stewards of the resources entrusted to us. That is a priority of
this Secretary, this Comptroller and it is also my highest priority.

In order to accomplish those changes, the Secretary recently established a
Department-wide Financial Management Modernization Program to develop
a Department of Defense enterprise architecture. When implemented, that
architecture will provide a blueprint that will guide the building of an
integrated financial management system that will help prevent inappropriate
financial transactions. The FY 2002 DoD budget includes a request for
funding to begin this critical modernization effort and we hope that the
Congress will support that effort.

With regard to the specific concerns in the GAO report, I must emphasize
that the Department’s policies currently in our Financial Management
Regulation are consistent with current statutes. Obviously, if the policies had
been adhered to, the issues addressed in the GAQ report would not have
occurred.



33

Consequently, we are performing a high level review of Department-wide
issues and processes to determine what changes are needed. This will include
an internal review of the specific processes at the Defense Finance and
Accounting Service. Additionally, where identified weaknesses exist, we are
moving out to correct them. For example, we have provided additional
training to approximately 200 Defense Finance and Accounting Service
personnel, and we are making the required policy changes, modifying
automated systems, and will take individual personnel actions where
appropriate.

In closing, Mr. Chairman, let me again stress that the Secretary and the
Comptroller take these financial management weaknesses very seriously and
are committed to aggressive financial management reform. We look forward
to continuing to work with this subcommittee and with other interested
menibers of Congress and look forward to your continued support of our
reform efforts. I would be happy to answer any further questions that you
may have.
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Mr. HorN. We thank you, and now we will start in on the ques-
tioning. I would like to ask just a few questions of Mr. Steinhoff.

Your report recommends the Defense Department, in essence im-
mediately, reverse the illegal and improper adjustments that you
identified. The report also says the Defense Department must “im-
mediately fix” the system contract modification problems and inad-
equate policies and procedures identified in the report and which
contribute to the abuses. How long has the Department been aware
of your findings and recommendations?

Mr. STEINHOFF. As we performed our work, we did provide infor-
mation to the Department regarding the 268 transactions audited,
of which we questioned 154. So the times will vary from 3 to 6 to
8 months for those. Our draft report, with our full portfolio of rec-
ommendations, was provided to the Department about 2 months
ago.

Mr. HORN. What is the GAQO’s idea of months and half-years and
all the rest? Because we are moving into another cycle now. What
kind of expectations should we have from the Department of De-
fense on how fast they clean up this situation?

Mr. STEINHOFF. I think you must view this from both the long-
and short-term perspective. In the short-term, I think it’s very im-
portant that DOD put in place what I call a system of accountabil-
ity. They're still going to have that overall poor system environ-
ment I mentioned in my opening statement. But what DOD has to
do in the short-term is to very effectively carry out the range of ac-
tions things Mr. Bloom mentioned. There needs to be strict ac-
countability and oversight during this short-term until there’s clear
proof that things are under control, that people are actually effec-
tively doing these things.

I would recommend things like approvals at various levels for a
large dollar adjustment transaction; the $79 million transaction for
example. There also has to be periodic monitoring. There has to be
constant reinforcement. It can’t be told to people once or twice what
is expected.

In addition, it will be important to have periodic reporting in this
initial stage, both internally and to the Congress. I don’t mean in
perpetuity. We don’t need another report, but at least until there’s
some feeling this is under control, reporting information such as
the amounts and nature of adjustments, the status of actions to ad-
dress underlying problems, and information on interim enhance-
ments would enhance accountability. Another important control
would be periodic audit.

I know that we've been asked by this subcommittee and the
House Budget Committee to do a followup review for fiscal year
2001, and we will review the actions DOD has taken to address our
recommendations. But I think maybe periodic audit by the IG after
that is warranted, until you find out that this is really stabilized.
Continuing congressional oversight is very, very important, know-
ing that this is important to Congress is a catalyst for action.

Mr. HORN. Mr. Bloom, how much work has been done on this?
When did you first see the GAO recommendations, and what have
you done about it?

Mr. BLooM. Well, I first was briefed on the GAO recommenda-
tions on April 12. I believe that there were members of my staff
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who had been briefed prior to that. When I was briefed, I was obvi-
ously concerned and immediately asked my staff what had we done
and what were we doing at that point. At that point we had al-
ready implemented a fair number of manual controls—some of the
approvals that Mr. Steinhoff talked about, trying to really pinpoint
accountability on the manual process.

They were also working at that time on systems’ fixes, and I
don’t want to say that systems’ can fix everything; they can’t. You
have to have good people, diligent people, doing the right things,
trained people. So we took steps to train our folks in appropriations
law. We've been bookkeepers for too long and not accountants, and
many of our folks have the title of accountant and we’ve got to earn
that and we’ve got to act like accountants. So we’re training our
people. We're professionalizing our workforce. We’re adding the sys-
tems changes and adding accountability.

Mr. HORN. Could you tell me to what degree is the Columbus op-
eration of your group—we know that for about 6 years that they
have always been one of the biggest headaches we have seen. Now
to what degree have you straightened out the DFAS-Columbus?
You have referred to it, and I believe GAO referred to it.

Mr. BroowMm. I think you’re absolutely right, Columbus has been
a problem for years. One of the steps that I took soon after taking
this job, I think it was February 2000, I changed the scope of re-
sponsibility, essentially broke that huge, that mammoth organiza-
tion out there into two pieces, and then I changed executives. At
that time JoAnn Boutelle came on board. She had actually been a
deputy for a short time before that, but the most significant part,
the contract pay part, this part we put JoAnn in charge. We think
that’s a significant positive thing. It’'s now the size that can be
managed, and I believe I've got the right executive and she’s mov-
ing to make sure that we’ve got the right managers.

Mr. HORN. I now ask my ranking member here for 6 minutes or
so. We will alternate, and then Major Owens will be next.

Ms. SCHAKOWSKY. Thank you, Mr. Chairman. I have to tell you
this infuriates me. I think the American people, if they really knew
about this, would be infuriated as well.

In 1996 we eliminated an entire welfare program which amount-
ed to about $13 billion a year total for the whole program, Aid to
Families with Dependent Children, because of perceived problems
with that program. And, yet, if I am understanding correctly, since
1990, $26 billion has been allocated from these closed accounts. Is
that right, Mr. Steinhoff?

Mr. STEINHOFF. Actually, that was the value of the accounts
opened by DOD. I don’t think there’s a precise number. For the last
4 years there’s been $10 billion.

Ms. SCHAKOWSKY. OK.

Mr. STEINHOFF. But it’s a very large number.

Ms. SCHAKOWSKY. It’s a very large number.

Mr. STEINHOFF. It’s a very large number.

Ms. SCHAKOWSKY. I mean, imagine, we have these huge debates
about the National Endowment for the Arts. $100 million total is
what are in budgets like that. So I think this is very, very signifi-
cant. Besides, when we consider how this money could be spent
even within DOD—and we are fighting to provide our men and
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women in uniform with adequate living standards, etc.—this is
positively infuriating.

What I am trying to understand is how rapidly we are moving
toward correcting this. My understanding now is that the law has
been broken repeatedly, but a violation of the act includes not
sending over a report that a violation has occurred. Now the GAO
sent its draft report to DOD 2 months ago, and I should note that
DOD failed to respond to the GAO draft. Has the DOD yet sent a
violation report to the President and the Congress? Has anyone
been disciplined due to findings in the GAO report? Has anyone
been disciplined under the Antideficiency Act since 1990, when the
law was passed?

Ms. JoNAs. Ranking Member Schakowsky, you're referring to the
Antideficiency Act and whether or not there was a potential viola-
tion of that. There have been violations that have been reported.
I have the Deputy CFO, Nelson Toye, with me. He may be able to
have the number in his head. But, to date right now, we do not
know specifically whether an ADA violation occurred. Part of what
the Comptroller has ordered is an internal review of both the
DFAS personnel and the Air Force personnel specifically with re-
s}[;ect to that $79 million transaction. We’re very concerned about
that.

Obviously, I alluded to making adjustments to or taking appro-
priate personnel actions. If there’s any indication that an ADA vio-
lation occurred, we will get that to OMB, to the President, to the
Congress, as soon as we know about it. So we’re working to under-
stand what happened on the transaction. The Air Force may want
to comment on their specific investigation to date on the $79 mil-
lion, but we’re very concerned, as you are, about potential violation.

Ms. SCHAKOWSKY. But a violation report has not been sent yet
because it is still being

Ms. Jonas. Not to my knowledge, no. I have only been here a
couple of months.

Ms. SCHAKOWSKY. And I am only in my second term, but all of
us have to take responsibility——

Ms. JONAS. Agree.

Ms. SCHAKOWSKY [continuing]. To the American taxpayers for
things that have happened, even if it may not have been under our
watch exactly.

And in reference to that, you say in your testimony that we are
going to develop a new Department of Defense enterprise architec-
ture and that it will help prevent inappropriate financial trans-
actions. I want to tell you something: Unless we are told something
better than we think this will help to prevent these kinds of ille-
gal—not just inappropriate but now we are hearing illegal—trans-
actions, that is just not going to make it. It seems to me that you
have to promise better than trying to help prevent these kinds of
things.

Ms. JoNas. I think the word “help” there is—dJeffrey has re-
sponded to this; this is a multifaceted problem. Systems can do so
much, and we need to make appropriate enhancements, modernize
these. We mentioned the MOCAS system that is over 40 years old.
What has not happened in the past is there’s never been money de-
voted to actually modernizing these systems that are antiquated
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and cause the multiple transactions that increase the likelihood of
errors, etc.

But, to your other point, we intend to take swift, aggressive ac-
tion, you know, hold our managers accountable. This is also a peo-
ple, procedures, and policy issue. We fully agree with you; it’s the
systems—you can’t blame everything on the systems. So we have
to take a multifaceted approach to this financial management prob-
lem, and we intend to do so.

Ms. ScHAKOWSKY. The GAO in the High-Risk Series Update that
I had quoted says that, “These problems have proven resistant to
reform, in part, because underlying incentives”—incentives—“have
not been changed.” So what are the incentives that need to change?
Because it feels to me like that gets to more than systems, but
maybe even a culture that needs to be changed. I don’t know.

Mr. STEINHOFF. A lot of the challenge that the Department faces
is a cultural challenge. DOD is largely a stovepiped operation with
each service operating in their own way. You have stovepipes with-
in services. You have OSD that has a different set of responsibil-
ities. It’s very rare, if ever, they ever do something in a joint man-
ner. That accounting code I showed you earlier on the poster board
was for one service. For the other two services, it’s a different ac-
counting code.

There has really been no one focal point that is in charge for
broad reform. There are certain elements that the Comptroller
General, David Walker, has outlined that are very, very key.
Transformation has to come from the top and, as I said earlier,
we’re most encouraged by at least the words so far from the Sec-
retary. It has to come from the top. It has to include re-engineer-
ing, not just fixing what’s wrong now, because the basic system is
broken, but re-engineering the system, thinking outside the box,
breaking down those stovepipes, changing the way folks behave on
a day-to-day basis, and having something like a board of directors
who would make corporate-type decisions over how DOD is going
to operate in the financial acquisition personnel, and logistics
worlds, all the way down the line.

When I spoke earlier about 8 of the 23 high-risk areas, I could
have focused on just the one, financial management, but I view
these as all being intertwined. It’s one set of management proc-
esses, and they haven’t been viewed in that way in the past. I'm
hopeful they’re being viewed that way today.

Mr. HORN. The gentleman from New York, Major Owens.

Mr. OWENS. Thank you very much, Mr. Chairman.

Is there now going to be—well, let me just backtrack. Does West
Point have any courses in accounting? There is some place where
you draw on your personnel, personnel capable of handling this
kind of mega-accounting job. Is that part of your system? Do you
have a place to draw the human beings from who are going to be
the accountants and the managers of the system?

Mr. BLooM. We have an aggressive training approach, and we'’re
implementing an aggressive recruitment approach.

Mr. OwWENS. Well, what does that mean? You get your supply of
bookkeepers and accountants from the same place as the rest of the
marketplace?

Mr. BrLoowM. Yes.
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Mr. OWENS. But there’s no place where you are training people
and spending money for grants and really preparing them for this
kind of accounting?

Mr. BLoom. We actually are. We have a significant training
budget, and we do do a significant amount of training in-house. I
think last year we spent over $50 million training our folks. So
we're focusing on it. We need to bring our folks up not just one
notch, but probably two or three notches, through education,
through training, and through better recruitment of folks.

Mr. OWENS. Are you comfortable that there is now a pipeline
being established which will guarantee that you will have the peo-
ple you need? Are you competing with private industry in a way
that you are always going to have amateurs and new people; in
terms of the personnel problems, they will always be there because
there is no definitive pipeline that you have control of a set of in-
centives? What is the top salary for an accountant?

Mr. BLooM. At a GS-13 level, I believe it’s in the $75,000,
$65,000-$75,000, depending on what part of the country——

Mr. OWENS. And you are competing with Wall Street and every-
one else who has

Mr. BLooM. And it is tough, but, you know, there are folks who
like the idea of serving their country and doing the right thing. We
haven’t exploited that to the extent that we can and will.

Mr. OweNns. Well, we have been in business for a long time,
haven’t we?

Mr. BLooM. We have.

Mr. OWENS. Billions and billions of dollars; it is not a small agen-
cy. In previous years this committee has dealt with small agencies
like the Department of Agriculture, which had $14 billion in uncol-
lected loans out there, but their budget is nothing like yours. When
you make a mistake, a 1 percent set of mistakes is huge, and on
and on it goes.

My problem is that we have not approached the problem with
maximum assigned high priority to it: the training, the develop-
ment of a system, like a few things here computers could have
done. Now you have done it, I hope. There are certain things you
can do with computers. I am sure you will do all those things or
have done them, but I did hear somebody say that the system had
not been funded properly. Can we assume it has been funded prop-
erly now to do the things you have to do, which are obvious, with
computers, the things that are fixed and not human errors, not per-
sonnel-related? You have done those things now?

Ms. JoNAs. Well, the modifications that Tom was discussing with
respect to these particular transactions, I think part of that has
been completed. The additional part will be complete by September
30. The type of system architecture that I was discussing in my
testimony is a really long-term problem, and it has to do with mak-
ing the systems—you saw the current environment chart that GAO
put up, and I actually think that expresses very well the kind of
difficult challenge we have. But integrating these systems so that
we don’t have the multiple transactions and the potential for error,
that’s the long-term phase and that’s why we’ve included funding
in the budget to try to do that integrated architecture. They call
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it an architecture, a blueprint for how systems and transactions
will work.

Mr. OWENS. Mr. Steinhoff, do these agencies talk to each other
about these problems at all? Four years ago, I think there were re-
ports that the CIA had lost in its accounting system $2 billion. A
few weeks after that, they said, no, it’s not $2 billion; it’s $4 billion.
Part of that related to the satellite reconnaissance systems and
things which overlap with the Department of Defense. I assume
that the CIA went to work correcting their problem 4 years ago,
and the Department of Agriculture some time ago, when we had
them here. Maybe they went to work, I hope, to correct their prob-
lem. Is there some kind of Federal across-the-board attention to the
fact that management of finances ought to have a high priority and
there ought to be things that are done on an ongoing basis system-
atic about all Federal agencies?

Mr. STEINHOFF. There are several mechanisms in place today.
There’s a chief financial officers’ council, which was established
under the CFO Act, where the CFO’s meet I think roughly once a
month. They also have various committees. There’s the Joint Fi-
nancial Management Improvement Program, which I now chair,
which meets on governmentwide issues. You have the group in
OMB, the Controller who under the CFO Act heads the Office of
Federal Financial Management that spearheads financial manage-
ment across the board. If you look at solving the kind of problems
faced in DOD, I believe they are unique. Their setup is unique. The
type of environment they’re in is very, very unique. But there are
those forums for sharing.

I also will expand a little bit on the earlier issue you raised on
human capital. That’s a real crisis today. You got right to the
nexus of one of the most important management challenges. Across
government, in every area, this is something that will perhaps be
cataclysmic at some point in time. Just talking about the account-
ing area—and this is a problem not just in government, but for pri-
vate sector accounting—the number of accounting students at the
college level has dropped by about 40 percent in the last couple of
years. Kids really don’t get excited about being a career accountant,
I guess, and they're looking to more exciting things in life. This is
becoming a real crisis.

Mr. OWENS. There is a really big, serious issue about a govern-
ment initiative to guarantee you have the people to do the
recordkeeping——

Mr. STEINHOFF. Yes.

Mr. OWENS [continuing]. Financial recordkeeping. I once headed
an agency for New York City which had a mere $80 million a year
to spend. Three-quarters of the problems and the crises that I was
1c{onfronting from time to time related to fiscal recordkeeping, you

now.

Mr. STEINHOFF. Yes.

Mr. OWENS. So do we need—it is far-fetched to say at West
Point—do we need some major federally funded effort if not to es-
tablish our own academy, but to guarantee that there are incen-
tives, scholarships, fellowships, and ways to get a ready supply of
people who can manage these kinds of things? Because, as you said
before, the whole welfare program could have run on your errors.
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Needless to say—the CIA lost track of $4 billion—what we could
have done with that.

Mr. STEINHOFF. You basically have to deal with a range of
human capital initiatives that are now being considered. People
have to use their existing authorities better than they do today. In
addition, I think the Congress is considering a number of actions
with respect to human capital.

Also, Mr. Bloom may or may not agree here, but earlier he men-
tioned bookkeepers versus accountants. To the extent DOD can
turn around its system it can move away from having as many
bookkeepers or as many people trying to reconcile transactions.
When one of every $3 of transactions is correcting or adjusting a
previous transaction, when you have systems that require you to
enter a transaction multiple times, and when youre entering lit-
erally millions of transactions unnecessarily, you end up having
just an army of accounting clerks.

Mr. OWENS. Yes.

Mr. STEINHOFF. And you want to move toward fewer of those and
many more people with high-end accounting and financial analysis
skills, so that you're making the necessary analysis.

Mr. OWENS. My time is up, but I want to thank you, Mr. Chair-
man, for calling this hearing. Again, you are right on target in
terms of many basic needs we have in terms of management.
Thank you.

Mr. HorN. I thank the gentleman.

Let me get into this. We have some very able people here as ex-
ecutives with a very good background. I am going to start with you,
Mr. Bloom.

You have been the Chief Financial Officer at both the Depart-
ment of Commerce and General Services Administration. What is
the difference you see between those two agencies and what you
are confronted with in the Department of Defense, and what could
you tell us on that? The reason I ask that is, when we got into the
Y2K bit back in 1996, 1997, 1998, and all that, I also got into some
of the accounting. I said at the time that, if Secretary Forrestal,
the first Secretary of Defense, had just wiped out every accounting
system he had there and get a system that would work—and how
many accounting operations do you have, how many different ones?
Maybe Ms. Jonas can help us on that.

Mr. BrLoom. Well, let me start with, the first question is the com-
parison between the Department of Commerce and GSA and what
we have at DOD. There are a couple of striking things that, frank-
ly, caught me by surprise when I got here 2 years ago. You can talk
about the size and you can read about how big DOD is, but until
you’ve actually experienced it, this is a monolith. This is huge. So
nleither GSA or Commerce were anywhere near the size and com-
plexity.

The other thing is that some of the contracts that we’re dealing
with go back to the seventies, the early seventies and the mid-sev-
enties. So we're dealing with very long-term, very large projects.
The longer something exists, it’s almost geometric how errors can
occur, and we keep these contracts going for years and years.

You know, as a former Inspector General, I kind of believe that
if a contract is over 5 years, you ought to rewrite it. Now that



41

causes the acquisition community heartache, I'm sure, because I'm
looking at it from just an accounting standpoint. It might be inter-
eﬁting to hear what they would have to say about something like
that.

The other thing, since the contracts are so big and so long, are
progress payments. We make progress payments along the way.
That makes it increasingly more difficult and complex. I'm not try-
ing to make excuses, sir, but it does make it more complex, and the
sheer size and the stovepipes. You know Jeff Steinhoff mentioned
the stovepipes. It isn’t just the Air Force or the Navy who do things
differently from one another; we do things differently in different
parts of those services. So the question that you asked, how many
kinds of different accounting groups are there out there, while
there is one DFAS and we took a bold step 11 years ago to form
DFAS, that was really just half of it. There are literally—and I
guess I'd ask Nelson Toye—hundreds of other accounting functions
out there in the services, in the defense agencies, and lots of room
for consolidation and standardization.

Ms. JoNAS. Mr. Chairman, I would just add, the systems which
we called non-financial feeder systems, which incorporate all the
service systems that they use for inventory and every other system,
I think there are about 200 that we have identified so far, and
we're not positive that that’s the bottom of the barrel. In fact, one
of the efforts that we’re currently looking at is getting a better in-
ventory of these systems. It is enormous. It is just going to be a
huge problem.

We have to have the information. The data that flows from those
non-financial feeder systems must be accurate as well. Tom’s just
got the financial end of it, but the data that flows into it has to
be accurate in order to have integrity. I think we have our hands
full, and that’s why we had to go to a blueprint, or what they call
an enterprise architecture, to just get a handle on what are we
talking about in terms of the systems that are required to give the
kind of trustworthy data that we need. Our budget request is about
$100 million for 2002 to begin this. So it’s a fairly sizable amount
that the Secretary has set aside to try to address this very serious
problem.

Mr. HORN. Well, I think, as everybody knows, we have a real
problem in terms of human infrastructure, not just the machines,
and we’re losing thousands of people from the services, from the ci-
vilian side. I would hope that in this administration every single
political appointee goes to some college so that they can make a
speech as to the opportunities that one has. You never get the
chance that you have in the services. They have more responsibility
and they are responsible for millions of dollars worth of equipment
and all the rest. We ought to make that challenge in some of the
people that are graduated, both undergraduates and graduates. I
would hope we would work that system and try to say, you know,
10,000 people are leaving; we need 20,000 maybe or 15,000 to solve
some of this.

Ms. JoNAS. Dr. Zakheim has been out, he has his doctorate and
he is a very strong supporter of education, and we will take every
opportunity, Mr. Chairman, Jeff has raised, and the Comptroller
General has raised, with Secretary of Defense Rumsfeld many of
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these issues—in fact, did so, I think, last Friday. So we are very
attentive to the issues that GAO is raising, and were glad that
they are raising them. It gives us the opportunity to try to address
them.

Mr. HORN. You are one of us on Capitol Hill. So how did it shock
you when you went over there——

Ms. JONAS. Yes, you're right, Mr. Chairman.

Mr. HORN [continuing]. Since you were handling appropriations?

Ms. JoNas. I worked on the health care accounts for Mr. Young
and that was a shock. They had similar issues and problems. So
I was somewhat aware of what I was walking into.

Mr. HORN. Well, you should know all the ins and outs then.

Ms. JONAS. Not all.

Mr. HORN. And maybe in a couple more months you’ll know all
of the Defense Department’s ins and outs.

So what is the best way we can say to solve this problem now?
Is it just putting people on it, Mr. Bloom, or what? What do you
think? How can we get a plan moving to solve this thing?

Mr. BLooM. We need a holistic approach. I grew up in Detroit,
and I was a goalie in hockey as a kid. My job at Defense is kind
of as a goalie. I am the last line of defense. But that isn’t—we need
to get the whole team working together. We need to get the for-
wards and the centers and the defensemen, and that’s the acquisi-
tion community; it’s the FM community throughout DOD. We all
need to be working together on this. We haven’t done a great job,
frankly, of working together and taking the holistic approach. Cer-
tainly this report is going to help get our attention and force us to
do that, to work more as a team, so that we’re not relying on just
one part of the team to make sure that the wrong things don’t hap-
pen.

Mr. HORN. Well, if you don’t mind, General, I would like General
Odgers to come forward so we can get a feeling for what goes on
in the Air Force and how that relates to the overall defense situa-
tion. You've got a lot of talented people that go into the Air Force.
I just wondered, what do you see as the kind of talent you are get-
ting to help you in accounting situations and general housekeeping
and administration, and whether your people coming out of ROTC,
or whatever, can you get talented people to deal with that?

General ODGERS. Mr. Chairman, Ms. Schakowsky, I am Major
General Everett Odgers, and I am the Director of Financial Man-
agement and Comptroller for Air Force Materiel Command—in lay
terms, I'm the Chief Financial Officer. We're the parent command
for the centers where most of these activities took place that are
detailed in the GAO report.

We do have a very difficult time recruiting and retaining quali-
fied financial management personnel. We have teams we send out
to the universities annually to recruit people, bring them into what
we call our PALACE Acquire Program, which is a 3-year training
program, to take their accounting and financial management de-
grees and grow them into useful Federal Government employees
for our accounting and financial purposes. That program works
very well, but it clearly does not bring on nearly the people that
we need.
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As we work through all of the workforce issues that we have
within the Department of Defense and in the Air Force, we con-
tinue to strive to find qualified people. It’s an extremely difficult
process. We are in competition with private industry, and it is very
stiff competition. In many cases they win at some of the bigger and
more prestigious universities where we would like to draw talent
from, sir.

Mr. HORN. Do you lose a lot of people after your 2 or 3 years of
helping them through college and this kind of thing?

General ODGERS. Our experience in the more lucrative employ-
ment markets, such as the area around Hanscom Air Force Base,
Boston, MA, and Los Angeles near the Space and Missile Center,
and areas such as that, we are in stiff competition and we tend to
lose these people either to contractors who are working for us in
some way or to private industry, sir.

Mr. HORN. What can we do about it, anything else?

General ODGERS. We have worked with the Air Force, our com-
mand has, in workforce-shaping initiatives to find ways to better
recruit people, through legislation or other activities, to offer bo-
nuses to people as we recruit them so we can become more com-
petitive with private industry and draw the talent that we need,
sir.

Mr. HORN. Let me move back to Mr. Bloom. I want to focus on
following two specific cases. One adjustment charged fiscal year
1998 and 1999 appropriations for $21 million in payments that
were made before these appropriations had been enacted into law.
This is an obvious violation of the law and common sense. I wonder
what you can tell me about this and the $21 million, and where
is it now?

Mr. BLooM. It was just a mistake. JoAnn may be able to give
more details. No excuse, sir.

Mr. HorN. Ms. Boutelle is the Director, Commercial Pay Serv-
ices, Defense Finance and Accounting Service.

Ms. BOUTELLE. Yes, sir, and we receive adjustments from the
services as well as from the staff that we have at Columbus per-
forming reconciliations and from contractors. The particular one
you're addressing, the $21 million, came in from the Air Force, and
I would have to defer to General Odgers for any specifics on those
adjustments. I can tell you that, where DFAS was wrong was that
when those adjustments did come in and fed through our contract
reconciliation system, we did not have an edit in place to catch
them and bring them to someone’s attention. That is one of the sys-
tem fixes that we are working on.

Mr. HORN. General, what about that $21 million in payments
icha‘g were made before these appropriations had been enacted into
aw?

General ODGERS. Sir, clearly, the actions that were taken, the
recommendations that were made by the Air Force people for those
transactions were in error. We are in the process of correcting
those entries, and as we do that, we go through looking at all of
the ancillary accounts that are involved in this to determine wheth-
er there are any problems that will arise such as a negative ac-
count where we would have to go into an Antideficiency Act inves-
tigation. Clearly, we were in error. The internal controls that were
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in place, the management actions that should have taken place, did
not occur, sir, and we need to fix that.

Mr. HORN. Now is that going to be fixed within the Air Force or
is it going to be fixed within the Department of Defense?

General ODGERS. We obviously are going to work with the De-
partment of Defense, but on the Air Force’s part we recognize that
we need to take some very rapid action. We are very concerned. We
consider this a significant setback in our work toward CFO compli-
ance, as you've had hearings on this subject in prior years, sir.

We have launched an intensive training program for our program
managers, financial management people, contracting people, the
contractors who work with us in this area, for our reconciliation
agents, the people who sign off on many of the modifications. We
want to go out and give them intensive training modeled after the
New Start process that we went through last year after we ran into
some very serious problems there. So we plan on going out, launch-
ing that program in the month of August, to give them refresher
training in accounting for appropriations, particularly where can-
celed year funds are involved, to assure everyone understands the
law and how the law operates.

In the longer term we need to work with the Defense Acquisition
University to try to get more accounting and fiscal law information
into their courses for the financial managers, program managers,
and acquisition people, and we are establishing, working with Mr.
Speer, who is the Principal Assistant Deputy Secretary of the Air
Force for Financial Management, limits for approval of these types
of transactions, where up to $1 million the program manager has
to sign off on them from $1 million to $10 million, the center or
installation comptroller will have to sign off; $10 m11110n to $25 mil-
lion comes to my office at the major command and $25 million and
above will have to come to the Air Force. This is a process that we
have for some other things. It works very well, and we think put-
ting this in place for some period of time at least will get the sys-
tem back under control, so that we will know what is happening
out there, sir.

Mr. HORN. In terms of the professionals and the support service
on the financial side of the Air Force, how many do you have that
are civilian? How many are Air Force?

General ODGERS. Uniformed members, sir?

Mr. HORN. Yes.

General ODGERS. In my command—and I can only speak for Air
Force Materiel Command; I do represent about 28 percent of the
total Air Force—35 percent of the civilian population, and 15 per-
cent of the military population, sir.

Mr. HORN. Now on the military side, if you have somebody that
is really lousing things up, you can either not promote them or you
can do a number of things.

General ODGERS. Correct.

Mr. HORN. But you don’t really have much power on the civilian
side, I would guess.

General ODGERS. Sir, if in the process of investigating a trans-
action or some other activity that took place, if, in fact, it pointed
to an impropriety or someone creating some illegal act, then there
are administrative procedures that we certainly can take. The com-
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mander has the prerogative to deal with these people through ad-
ministrative punishment up to and including dismissal from the
service, sir, if it’s serious enough.

Mr. HORN. Well, would you say that you have better sanctions
with the uniformed services than you have with the non-uni-
formed?

General ODGERS. I would not agree with that totally, if I might,
sir, phrase it that way.

Mr. HORN. Sure.

General ODGERS. We have equal ability to investigate any impro-
priety that occurs. Obviously, the military justice system is signifi-
cantly different than it is on the civil service side, but both of those
provide us the opportunity to prosecute people if, in fact, that is
necessary—much swifter and quicker perhaps on the military side.

Mr. HORN. When I go through the military side, I often remem-
ber that it used to be master sergeants and chief petty officers that
could have easily fixed that up, and if they didn’t, they had usually
two books going anyhow. So whatever happened to those people?
[Laughter.]

General ODGERS. I don’t know, sir. We’ve lost a lot of them, I
know that.

Mr. HORN. Yes. Don’t you wish we had them, right?

General ODGERS. Yes, sir.

Mr. HORN. OK, one more example now, Mr. Bloom: The second
adjustment resulted in shifting to other accounts $210 million in
payments that had been charged correctly in the first place. In
other words, this adjustment managed to convert $210 million of
the correct charges into accounting errors. How are we going to
handle that one?

Mr. BrLooMm. Well, again, in the short-run, we need to look at
every one of those transactions and figure out why we did it, why
it got by us. In the long-run, having better managers, having better
trained people and the systems enhancements—I mean, not only
were these unnecessary, but they were costly. In other words, it
costs us more money to do the wrong thing, and from an efficiency
standpoint that was bad. It’s really the same tack. We just need
to be better accountants. We need to do a better job, sir.

Mr. HORN. I am going to yield the rest of the questions to the
gentlewoman from Illinois, Ms. Schakowsky.

Ms. SCHAKOWSKY. Thank you, Mr. Chairman. Unfortunately, 1
think I have more questions than time, but I do want to make a
couple of points.

Ms. Jonas, your predecessor reported, I guess to the Armed Serv-
ices Committee, or it was said to them that the DOD can’t account
for $40 to $50 million each and every day. That is a lot of money.
You talked about $50 million for training in a year. That is a lot
of money, too. But to not be able to account for that much money
is completely and totally unacceptable. I look at that spiderweb and
it doesn’t surprise me that people, regardless of pay, might be re-
luctant to step into the middle of that. I mean, who would want
to be in a systems environment that looks anything like that? Yes,
maybe you could put that up. I mean, I don’t know what salary
would encourage me to step into that.



46

The way I deal with spiderwebs is I knock them out. And
trapped in that spiderweb are billions and billions of taxpayer dol-
lars right there. Now that is an insult to the spider no doubt, and
in this case probably a lot of spiders that are in there creating that
web, but, clearly, we need to do that.

But the question—and everyone acknowledges that, but it’s al-
ways in—I don’t know what you call that part of speech—“We are
working toward,” “We are in the process of.” If we were to call you
back in 3 months, what could we expect is going to be different
from what has happened? Anyone can answer that.

Ms. BOUTELLE. Well, I can say from the DFAS-Columbus sys-
tems problem that there were—what—35 of the transactions that
were in that illegal category, where we adjusted to an appropria-
tion that was canceled at the time or not enacted. The system
changes, we put in one that went in in May and that has fixed the
backward move. Now there’s a few little problems with it that
we're working to resolve.

And then the fix to

Ms. SCHAKOWSKY. That is a scary thought, but OK, fix them.

Ms. BOUTELLE. We are. We are.

Ms. SCHAKOWSKY. Those little mistakes end up being $21 million
here and $40 million there.

Ms. BOUTELLE. Absolutely. Then the fix for the moving-forward
adjustments, that’s the one that the developers are programming
and will be testing and have that in place by the end of September.
So these 35 transactions that got through will be caught and will
not be allowed to go through. So in 3 months we will definitely be
able to tell you those fixes are in the system.

The other thing that we’re doing, we have trained a lot of the
reconcilers that are government employees as well as contractors
on appropriation law and on the specifics of these situations. We
plan on having the rest of them trained by the end of September,
so that they will also be knowledgeable. Hopefully, then, with the
system fixes as well as the knowledge, we won’t find reoccurrences
of these problems.

General ODGERS. Ma’am, if I might add to that?

Ms. SCHAKOWSKY. Yes.

General ODGERS. Working with Ms. Boutelle, the actions that
we’re putting in place, I would like to believe that once we get the
process in place where these actions have to be certified by people
above the program office, she won’t see very many of them and her
systems won’t have to catch them.

Ms. SCHAKOWSKY. And that will be when?

General ODGERS. That will be immediately. So 3 months of now,
the number of transactions that she sees that are improper should
not exist. I mean, they will not be there.

Ms. SCHAKOWSKY. Mr. Steinhoff.

Mr. STEINHOFF. I think in 3 months you’ll see a number of the
short term actions that I referred to in my opening statement to
deal with this immediate problem that led to the illegal and im-
proper transactions. Your spiderweb will still be alive and well. It
will be alive and well for a number of years. This is a world-class
challenge. Ms. Jonas mentioned the systems architecture for all the
business systems in Defense. I think you're talking somewhere on
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the order of 7 years or more before they're able to really get their
systems in shape. That’s just a very rough guesstimate.

M)s. SCHAKOWSKY. Ms. Jonas, how does that number sound to
you?

Ms. Jonas. The Secretary of Defense wants us to have this done
in 6 years.

Ms. SCHAKOWSKY. OK.

Ms. JoNAS. But I don’t know that’s possible, but we must strive
to make clear near-term—within, you know, less than a decade—
processes.

Mr. STEINHOFF. And the holistic approach that Mr. Bloom men-
tioned before is really what is needed because, if you look back over
time, the road in Defense is littered with billions and billions of
dollars of systems development efforts that were well-intended
going in with high hopes, and they just didn’t work real well. In
part it was because they were done in a stovepiped manner without
a clear set of blueprints for how they fit in with something else.
So this transformation that the Secretary is beginning is very im-
portant, and the control over those appropriations for systems and
the wise spending of the moneys will be very important to make
his 6-year goal.

Ms. SCHAKOWSKY. And I think, Mr. Chairman, your efforts to
continually engage in this kind of oversight activity is equally im-
portant to make sure that it is clear to everyone that someone is
watching. Thank you very much, Mr. Chairman.

Mr. HorN. Well, thank you and we appreciate the questions you
have asked, and we will make sure you ask a lot of others in the
months to come.

I might add that wonderful chart of the General Accounting Of-
fice could conceivably come out of the papers of science and admin-
istration and Grykunus’ chart, for those of you that read those
books in the thirties, forties, and fifties, but it is a geometric move
and it is very difficult to take those and figure them out.

We've got to find a way to stop this practice, and I hope that the
people from the Department of Defense will really focus on this be-
cause I am going to hold a hearing about 3 months from now on
this and see how far you have come. Closed accounts should be
closed accounts. If any one of us wrote bad checks, they would
bounce. If we intentionally wrote those bad checks, we would land
in jail. That apparently doesn’t apply to the government’s largest
agency. Over and over, Congress receives reports of departments
and agencies violating Federal financial management laws and
nothing seems to happen. Likewise, nothing changes.

There is another law on the books, as Ms. Jonas notes, called the
Antideficiency Act, and it is not enforced often. It is time to re-ex-
amine them now.

We will send you some questions we would like for both the mi-
nority and the majority. So we would like to know where you are,
and then 3 months from now we will be back here.

I want to thank all of you for coming. I want to thank our staff:
J. Russell George, right behind me, the staff director/chief counsel,
Bonnie Heald, next to him, director of communications; Henry
Wray, on my left, senior counsel in putting this together; Scott
Fagan, assistant to the subcommittee; Chris Barkley, staff assist-
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ant; Davidson Hulfish, Samantha Archey, and Fred Ephraim, in-
terns; and a hard-working young intern, Fariha—it is Fariha’s last
day with the subcommittee as an intern. Where is she? There you
are. Thank you. She is one of our best interns. And then Chris-
topher Armato, another intern.

And the minority staff: Michelle Ash, the minority counsel; Jean
Gosa, minority clerk. And Geri Lyda, the court reporter.

Thank you very much, and we are adjourned for 3 months.

[Whereupon, at 11:30 a.m., the subcommittee was adjourned.]

[Additional information submitted for the hearing record follows:]
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The 1990 law did not specifically authorize adjustments to closed
accounts, and initially the Treasury Department rejected DOD’s
attempts to adjust them. However, GAO issued a legal opinion
holding that DOD could make such adjustments in limited
circumstances. The GAO opinion was controversial. Senator
Grassley strongly disagreed with it. He regarded adjustments to
closed accounts as a “gimmick to circumvent the law and make
another end run around Congress.” He warned that permitting
such adjustments created a loophole that would allow DOD to
continue to spend hundreds of millions of dollars “through the

back door,” thereby avoiding the appropriations process.

Attached is a Congressional Record excerpt from 1994 that

provides background on this issue.
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It is oxnctly this kind of problem that gave
rige Lo the “M" agoount reform act. slnpplng

lI-m(scbel

miilion and probadly much
accounts that hive baen cancelled and closed
oY law.

‘The Trezeury De; ent has asked you to
render an opinlon on this Inatter, based on
the authority vasted in your olfice by 31 TSC
1653 and 31 USC 3324, The raquan 18 con-
tained in » lotter dated October

Bo eher, I am somewbat blmm by the

The 8

lwera hoping to use a legal gimmick to
circumvent the law and make another
end run around Congress.

The Air Force had ypreviously
launched a similar probe, pecking relief
from the M account law, but Congress
threw cold water on that idea.

DOP figured the General Accounting
Office [GAQ] was sasier than Congress.
And they are right about that.

The g $180 miilion request was
to be 2 test oase—like the camel’s nose
under the tent. A green light Irom the
Compuroller General on the $130 mil-
ion could open the fload gates.

The Air Force 13 waiting in the wings
with & request for another $200 to 330
million of ¢lerical error and maybe
more.

’I‘n 's request, since the de-
p-.r:man; rendily pdmila thet thers is 16 su-
men:y 4o cthe law to do what DOD wanta

Thn Tressury Departraent's letter clearly
suggests thet the “‘plain language’ of the
“M" eccoukt peform eot leaves no roem for
“administrative discrecion’ W ren)va Dop's
money problem. The Treast ment
lettar correctly pointa out that Bhe ‘balences
involved bave been cancelled, deobllgated,
withdrawn, and are no longer available. And,
as Treasury points our, the law dosd contain
& Bafety valve designed gpecifically to. nd-
dress the DOD'a problem. If there are Indeed
jegitimate obilgarions That &re properly

chargsd ta mocounts that have teen cloasd
under thé current law, then Seotion 1405
(b)(7) provides for the use of curfent appro-
pristione to meet those obligmtions. The
“Tressury Department toncludes with this aa-
zemament;:

w-.v of life ne ﬂ:u Panh.rnn. In my mind, this

B ungcceptable and must not be tolerntad.

1 would mu to urge you not to suthorize
the Treafury to reapen “M" accounvs thkt
have been cancelled wnd cloged by law. 1
would 1ike o b informed of your finsl decl-
sion on this matter. .
-ou(d be

‘our

Sincerely,
CEARLES VE GRABBLEY,

U.S. Senator.

cc)u’mcu.u' GENERAL

F THE STATES,
Wmmwf.an, DC, September 29, 1993.
Hon., CHARLES B, GRASSLEY,
US. Senate.

DEAR SENATOR GRASSLEY: This responas w
your Merch 5, 1899 letter regapding e re-
quest of the Depsrtment of the Treasury for
our opImion oD The 0cOuRt closing rujes in
sectlon 1405 of the Hagal iyear 1981 Natlonal
Deféense Authorlzation Act. Pub. L. No. 10i-
510, 104 Stet. 1675 (1680). Specifically, Treas-
ury asked whathsr it haa the authority to re-
store canceled sppropristion acoount bal-
ances In order 10 cofrect reporting and sc-
counting errore.

Enclosed 18 our deotston’ of taday, B-251287,

which advizes thak Treasury May not restors
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cenceled wpprojristion acoount balsncen, A
Tarrow BXCEpTioY o this ruls sllows for ree
toratfon: of canosled balancak where an obwi-
oua clerigal mistake han bovn mada, The do-
cirtsn pige conojudes that Treasury mey afe
Just canceled Eppropristion sccounc balsnces
in erdet W recorg that reg

LCRR 2

52

CONGRESSIONAL RECORD—SENATE

budges asthorlty, leaving nuthlng to be ewn-
seled, Togordlng the disburssrnent is neither
a ndw obligation of, hor 45 expenditure from,
& closed agcount. Ik {a memaly an sccounting
#BLX¥ £o reflect he 1JQUidSIION OF AR ObUEK-
tion validly incurred and liquidatsd priorto

mage prior to csncelistion. The recordstion
of the dtedursernent s nelther v new obliga~
tiox of, nor an expenditore [rorn, the can-
celed acoolnt, tUS i3 MATely sn scoounting
adinetrnent to reflect tha liguidatien of an
cbligation that wes jncurred prior to can.
£a1IATOD, W $BATS YOUr concerns wbotl the
Bookkeeping Frectices of the Dapartment of
Defense. and recornmend, {o the decision,
That the Secretsry of the TTeasury estadlish
reasonebla time limits for the currection of
TapOriing sreols PesRIting from obvicls slerk.
ox} mistakes and for the mawobing of dia-
bursamionts with cenesled nbligeeions.

We would be happy o most with you or
your staff W discams this decision Mreher.
Ms. Amy Shimemura of our Office of the
Genersl Goungel cxu strungs suoh & meeking.
Her telaphone numbee 1o (K% 512-5544,

Sinperely yours,
MILTON o, BACOLAB,

TGN
Acting Camp!ruthr Generat
[ the United Stalas,

Dremion
Mattar oft Departmant of the Treasury Ra-
queit far Opinien on Account Cloding
Frovislone of tde Flecal Yesr 1091 Na
tions) Defense Authorisetion Ach
File: B-15128%,
Data: SBeprembur 39, 196,

=
1, Undar the Nacel year 1901 Mablona! Da-
fenpe Authorigation Aot, wanceled merged
appropristion scconut baiancs: Msy 50T B
restored, 31 U. S c. Il&ﬁ! bota. However, If the
Dspartmsnt the Trossry le pressnted
'Xth eonvtmmg evidenca thnt s Yeporting
rror hse occurrtd 88 & vesalt of an chrlous
albtled Jniatake, it winy tasters such bal-
anves to correes the mistake, We

BACKORGURR

Treastny's questlon orfse Dram two Qi
Ierenc sitoabions, In the fiysu sitgablon, the
Department of the ATIRY (ATIY) saymitced
to Troasury a year-gnd statement (B.F. 2108y
for fisca} your 198], certiiying 1 balenves i
thdrawn and cenvelsd. The Army ad-
vises vhat it mistakenly included approxl-
mately §330 miillon in valld, unliguidated ob-
Tigskions in its dsting of unoblignted merged
Burpiua authority balancen that were can-
celeq under peotlon 1466(2X(A) of the Ast. Thia
mistake involvas Army procureiment appros
pristions {or facsl years 1983, 1384, 1886, and
1085, The Atmy has axked the Traapury 1o vo-

store sho $130 million @ 1 “M" koooRBL.
Tha sacond sltuatjon involves delays in
Fenr-ond roporting with respedt 1@ “oross-
disbureing'’ tranesctions, thel & trene
schlons where one DOD component maked
prymmsacs for apotber, Many DOP disyoraing
officers make payments on obligarions ef
otber DOD componsnus a8 well as of theyr
ovE cOmMPORERL, INDSIORT in ThIM Tractior i8
2 time delay betwesn the date of Tant
400 the Gate on which he wetivity holding
The obllgation recsives nottfcation of pay-
menc. The wme delsy I8 eXecerbatod when
the disbursing sctivity makes en accounzing
=rrer, {or sxemple, DY charging the payment
w the wrong appropristion mccognt.! Thess
cross-alsbaraing mvmenn 1amuns uue an

NU DB L Wy
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fog provisions in the figcal ‘year 1861 No-
tiona) Defenss Authorization Act?

The Act eiiriivates mstyed ssonunts end
extends an expired sppropristich account's
Tisck] ¥eRr 10BDEILY T § ymars, amer which
tina the «nooumt olossy, 3T XYY [313551
note, 1562(a). Bection 1MOS(bXB) of the Act
eanceled merged gurplus puthority saeounta
on Dacarmbsr 8. 1580, Baction {40XB}E) of whe
Act caneeleq, on Maron 8, 19], merged obli~
gaved balances of budget auchorivy dhat Asd
bean it "M actounls Inore’ than § yests.
Unter 3eotion J4O5(0)(1). any femaining “M"
EGLOURG bRlanGYs ATH 1o DE cq:mled by Sep-
wember X, 1994,

Dlscvasion |

43 & generel rule, Trasgury may
store  bulances camcelad  under  spotions
140B(2)(B). 1A0BBY(H), snd 1RSOKE), This Dy
ogition flowa naturally o Congress's dacl
slon 10 “exnosl,” that {8, to BUILLY of fmvali-
apxe, the unebligated balances in the merged
surplus suthority (sestion HOXBIE) wad the
obligated balances {n the “M“ l.ccn\ln\'.l ‘Egu.
tlons 1405(k) (2) &8d (8}, Althoug]
tive Janguage of section lmh](s\ onmlnd
the “Cancellation ar oldest nhurnm Bale

ances,” doer oL use toe vath “cancel” @
achizve e sated resuly, it Aomwea the
same rasult by specilying that “{slmounta s
deobligated #xiq witharswn ey nob 56 Ive
etored.” Thys, the reaturatlpn of canceled
uhohligated balanees wonld be snoonslstent
with the At

his doss not mean buwt Treasary cannot
TONLOr® BINOUNTS 60 5.8 1o COrYeaT obvioua ru-
portog snd clericsl emors, We have long
held, for example, thar Tresabry may trsns-
for from the mmu Tung ve the correct ap

HOt To~

M or exﬂrau RoOCURL bchme
noasing cancellation d

D and Tressery nora ihat f the disburs-
ing nctivity fails ta novity the activizy holds
1ng the obligasien in due coursa, the budget
muthority supporting vhe Dal¢ obligstion
may be canceled by opuration of law, 8
VH,C. $§1551 Bove, I66Xa), Jeeving only cor-

% Troarury saiablieh reasonable time Jim.

that
ita withly whish sgensies mun submit re-
quoets for oorrection of arrer:
3. Undsr the 0 yoar .mx Nationa] De-
el

P covar oiil-
nnlona nnc

de-
pa-lud 1nm um rmenl Iund, See, c.yv, 45
rap. Gon, 124, TR (I%EY, 9 13

 Qen,

05‘)4). 3 Camp, Gen, 30, 01 {1933)‘ ki Cqmg
Dec. 733, 18598 (1008), The Codateoller of the
Trsasury expiained tbe rationsls underiying
this oivle: “Taking Mae jimproperiy dav

posited amouny] from ury 86d plac-
Tk 14 50 th create 1 tho EYe8s0rY of the ap
propriation to which it belonge violates oti-

of
ppropristion sccounta. 8] U.S.C
mssx neu‘ 1543,

Ach, cancel
dnn ageount balexoss sre not availgble for
ohligaticn or expenditure for any purpoe, 81
TV.E.C. 44 1582(0, 185, The of the

Uader prior law, obiigatad balances of an

ATCOUNT, 2 YOSTE AILOT BXDIA
Eon of the acooupt Jor purpoacs of ohliga-
u;n. were merged with tho obllgetions of

Troasury, however, may recond a dsburee.
ment made before tancsliation ws o Days
ment, Raoaraing Ehe Glebursement 18 nejther
B new n‘cm‘

sooonnta from prior fNacel
yeare {nto what came b be called merged of
"M” sceonnts, 8 U.8.C, §I552 (1838), amend-
ot by section 1408(a} of Nations} Defense At~

[ xor an
a sanceled u\ounnt, L
copnting snTy 10 reliect m llqumauan of
'an obligation Befors canoellation,
DREISION
‘The Dephrtment of the Treascry (Trées-
ury) requesta cer oplalon o questions refsad
vy e Departuent of Dajonse (DOD) regard-
1oy the amocunt slosiog provisions of section
1a05(W uf hp Macal year 3951 Nationwl Dee
fenps Authorigation Att (Aot} Pud. L. Ne.
0510, 10F Btat. 1678 (19%0), oodifed et 31
U.R.LC. §151 nota Treasary asks two speelllc
questions, First, Tressuzy asks whether ix
may restora elther unobligatad or obligasod
appropristion account balances thal wrre
casceled due to reporsing wrfors or clerical
mtatakes. We corciude that Tresatry may oo

0.

Bgocnd, Tressery seks Whetner 15 may

rocara 64 & payrment fram n cancaled l.l:emm'.
made prior

I.hu :cmun& '(‘remm' may da 20. Sines c!w

he

Act for 1993, Pub L. No. 101430
104 Ehn 1675,

ther the nor wpy uther ll' bm:
Simply ocorrects xu ervor by which U
Placed 10 e nnnnnmswn‘wnhn mvxud
of ta the approprintion to which

12 Comp. Dac. sb 725 We mm: !-hc sage
Drinciple sppites have,

In this sense. the Treasury'adinerments of
the accounsing records goes no more Than
pleoe the funds back into the ascount whare
they otharwize belong. As the Supreme
Cours, obssrved in a Telsted smation. n
“would be unteslistlc * * * go Tequire tobe

baf

£ReCE expired tooounta were combxzad
with ths unobligeted Talsnces of lNe o
eovnts fur print Nscal years in rnerged Bur.
iaa authority accounts. id. Ts the sXtent &l
agency needad addizional cuthority to cover

w o an
reecrded obligations 35 vhe “M” socounts,

» dala. proc-
easor who Mispleces ¢ Qeolnel A% “undo’ an
Inecoutats wupsfer of Tresstry funda.'' Ae-
public Natiansl Bunk of Miemiiv, United Stae,
e U B, e, 318 8. U8, 554, M1 (1803).

Ws wish b smphseiss, however, that
Treasury’s AUChOrITY W oHITEAT The AsooUNTs
relates only 10 obvious oltr(o&l errore such

the ' ageXcy esould restore
2mounte from the merged yurplus sucherivy
acoowuts to the “M* sccounts. /4. The
merged atcounta were availibla to adjust otw
Ugarione wlt.nout figeal year Umitations.

In 3300, Congyess datermined that the oon
troly over the nss of appropriations wars not
eifestive and thet DOD, in periiculsr, was
axpending fundy [yom thoss avcounts without
suffiolent ageurance chat sutharity for suoh
szpenditures existed or In ways that the
Cangress 4id not fntead® Te correos these
defects, tongress epacted the accourt clos-

Rootneion at snd of article,

lecimals, 8, o
Transcibing 1708 that yesult in luedvert-
ot canosliations of budget authority, and is
Dot meant to ferve as o palliative for dsh.
clopsies in DXOD® socouliting ayetems.
worrent record does not provide any Indics
Lion of the type of misteke at lasue heve.
Only i the Army i abie £ provide Towasury
with convinoing evidencs ‘that the mistake
here falle within the coversge of the sbows
denisiens may Treavary aGet ATIY'S mo-
eaunting recorda Lo reatare budgel mathority
ngeded to correct rhe misteke. One of the
wery regsony {or the new n clesing Dro-
cedures was the imedequacy of DOIe prat
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Becounting of “M* suconnt obligations. See,
2.9, H.R, Rep, No, @6, 10lst Cong.. 3d Boss.
2962 (*'not all claima againsc the M accosnwe
are vali§") Wa have recsntly reported oh
wamber of socountiny problems in she Army
ava Air Force which {ndleate xhat DOD' ae-
polnting for current appropristlons 13 &lso
inadequate. For exumple. In a repart exemin-
ing the Army's fpancial atszament for Oacsl
yoars 193 nnd 1%], we were upable e ex-
press an cpinion on bhe reladility of toe f1v
nancial statementa for those [iscal years

wouse of the Army'x accounting ayacems in.
adequacies and failure o adheve to DOD and
Army {inancisl palicies’ In snothar report,
we found that five Alr Force Alr Logiaties
Conters hod Inacoursto account belances tn-
aling $312 milllon due %o, among Ouher
things, peying & conlractor 1o rnuch, charg-

3:237M
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FOOTNOTES
1Wa have Teportof thax the Navy's Standasd Ac-
counting apd Reperting System vuch muur oo
sounts for mearly $57 Mliliod, or &7 pervent. of Ws
'le s ovarall budgel, aontalned $12.3 billioa in U
dlabarwemonte a3 of Fehrary 15 um In

NV, DDO4 r. uwy

Januvary 28, 1994

The first {5 that the 'M account re-
form legislation canceled agepunt bel-
ances add provided no bisls whatscever
for recpening them. This clear statu-
tory directive superse o8 existing din-

chu Teport, wa ainted ¢ ibaroe-

Thents ware larzoly caused by Jas compuum wic
=xizting Swldincs, precedursd fraRirements, she in-
sermal conizals, GAD Report to the Asting Seeraumry
of ¢ Navy, “FINANCIAL MANAGEMENT--Nuvy
Records Contain Billlons fo Unrmatched Disburss-
menta* GAC/AFM; ).

GAD onn! Commltioss, *Fl-

1o Congrassl
mnmxu:m—mn os Actions to
Eitrinate "M Av and Mergss Surplus Ay

Actouts
thariby,” cmmxnm-as—‘r (APri} 188y,

SRR, Bep. No, 665, lolat Clomg., 24 Bew, 20658
890,

4QAG Report tv the Congreams, *FINANCIAL
AUDITwBxsminecion of e Army's Finaocisl
Tor Fitoal Years 1992 and (DR, GATY

Mg kA Wropg Rpp uauum or
Ry~
ment, or collectlun tnnucuurm inace

cprately nr Incompietely *
w, the type of clarioal errors hos

“Treasury m correct should typically mani-
fosb vhemmelves soom affer an acoouat i
closed, The passage of tlme oply magniies
the Qifficulvy inherant in recongiructing the
{ecta n-sded o sswsblish the error. There-
fors, w thet Treasiry
mnnl-bh vime limits within which agen-
clen muat submit requests for correotion of
reporTing errore resviting from obvicus clari.
cal mistakes

Turning (o the second gueation, Treasury
may adjust cancasled Approprimtion sfcount
balencsy vo recerd disbursements made De-
fore cancallation of axpires sceounta. Tha re-
striorion 1n esotion 1552(a) of tikle 31, United
Swstes Code, codifving section 1405(aX1) of
she Acy, doss nOt Apply Deckuse reccrding
tDe Alavuraernent rasUity in Doitlier & new obe
lgation of, nor an 8 00~

ATMIMGS] (Jupa 1980),

*GAD Repart 0 the CRa rmm Bubconwittes on
Defohm, Commities oo Apprépristlons, Houme of
Rapresshratives, "FINANCIAL MANA pmm—m
Forcs Resurds Contedn 3612 Miilien In Hegativs Un-
u;n‘;m»a Oviigasiens,” OCANAFMD--78 (Juns

TParkRAL o kection JZ0.A of e Traasury Pl
nandls] Manuel (TFM), LTCAREY requires the sub-
misnley of yoar-opd ciosing eperts by dewdilne:

surrent appropristions.
Drovited by sectiate 1GHAXI] and 1R o
Aot, 3l D.8.C. 531651 voto, 8EKBNL), w o4 sl o ap-

nroprinte h-n bocwnse o pectiops current

0 Tecpen ao-
counts to currect clerieal ervors. There
18 nothing in the Iaw That ieaves an op-
portunity te go back and replace a
rmissing decimal point or & loat pump-
ber. Again, thet i3 o $130 million cleri-
oal erzor that was » misplaced decimal.

Next, the authorily cited by the GAD
18 wesk, The only authority that the
Comptroller General gives is & handful
of previons rulings by the Cernptroller
Genersl and two puragrapht of dicta
from Justice Blackmup's opinien in
the Republic National Bank of Miami
versus United States. That opinion was
joined by only two other Justices. In-
stead, six Justices wrote cencurrently
to express their disrgreement with tha
part of the opinion cited as wuthority
for the General Accounting Office’s de-
cigion.

Here i the legal bagiefo? this, I want
¢ emphasize, The Comptrolier Gensral
used pravious cnmntrcuer General

and then dlcta i

Appreptarions arg only svaliatle for a
iswynsnie 1o chilgaitons that would have tweR

cancoled veladves. Oblgadons Idt
woro }qutnm Y disburismants mada Dok to can-
collMion a7e e longer pBlERtlsnx of Lhe danselsd

accoht, The Use of currest lvnnnmunns to lig-
«m-n puu obligarions woudd rosnit Jn p double
o budgrt RUIBOTILY.

'W!tk wextinbls technoinaY. DOD sboula Bave ao

by & Supreme Oaurt J’nsaxee dza.c WRA &
minority view, u 6-to.2 dectsion. It does
net seem %o me, regardless of how dis-
ninguished Justice Blackmmn might be,
that the discussion In any way reaches
the situabion at hand me a hagis for &

m)e wogount, '['ha

bu&zs: suvbority, leaving :ct!ung o De s
seled, It completes ths Wansaction and dle-
oharges the govermmnent's Uabilicy., The re-
cording of the disbarsement made prior to
capcellation of the expirad acoount 1a sithply
B KoCOUREInG ERWY to feflent she comula»
ton of the e

atttfesley
et o smcreion 1 soas-aad Sloolng
TeDORLA required BY Trésuurs.

Mr, GRASSLEY. First, Mr. Béwsher's
decisgion authorizes DOD to regain so-
cess te M accounts that have been
cloggd by law.

If the Departmant can pregent oon-
vineing that valid

ogal for' the
ler Genera) to approve a S130 mmlun
olerioal error. I think it is & docision
made in che sand that wul ok stand up
t¢ suthoriby,
Far is
The reform
law oonu!m a ufeuy valve gpecifically

I imnk the

yfora
thw expired sonount. Wa ssa nn resson vhy
DOD &nd Tressury should not record thame
AlBbuTsLMmants for omulea "M Rocount or
expired saeount dalsncas.

Accordiugly, if XD in nh}e o setabliad o
tae satisfagtion of the Troasury that a val-
jdly recorded obligation ina cu\oelad wpro-
pristion account Was can-

wers ofa
olerical error, Mr. Bowsher iz willing to
reopen the dvors to theé Magie Vault—
but just & crick, be promises. Not very
much, just for SI30 million clerical
error, How many more will we have?
Second, Mr. Bowsher's declslon au-

cellavion, then Trensury may Ad!nst :nn cene
cslod appropristion account balenca to re.
fieot the disbursemont, K = disbursemeny

Iy the DOD to
obligatione and

closed M accounte—but only if the
were maede prior to can-

that was rmade before a0 Ap-
prupruucn nccoult ennnot be matehed wm:
& recorded obligation of a canceled acoount,
e DOD can establish o the satisfsction of

cellation of thuse accounts.
Third, Mr. Bowaher's decislon au-
thorizes DOD %o mmonkey with the M

Tressury ihat the i
payment of & walid Mr, lacks & sound
otherwlgs properly against vhe m uw I am referring, of

csuceled wppropristion socount, then Treas-
ury may adjust ¢he canoelsd account balincs
tw reflecs the disbursemsnt. Of courss, If
thers i# fnedifolent dudset suthority wvail-
able in the cancaled account to cover the dis.
Tursement, DOD mhould deccrmine whether
there was a reportable violation of the
Antideficlency Acs, 31 US.5. §13a.

Wa Pecotumend hat 1 the Seeretary of De-
fonss cannoL MEtch d1Zbarsermants with obli
gations of canceled appropriation accounts
wiThin ime limics satadiished by Treasury®
the BecretaTy delarmins the reason for
DOD's inability S do 3o, and fWke appro.
Priate setion to corvest the problom,

courge, again to the 1980 M account re-
form law smbodied in sections 1405 and
1406 of Public Law 101-510, the Jaw that
we passed in 1990 thau cenceled all M
sccount authority. The intent of the
law {5 crystal clear. There if ne ambl-
guity in the law whatsoever: No more
slnsh fund in the honey pot, period.

I btelieve that the legwl analysis un-
derlying Mr. Bowsher's decision in this
M sccount case OK'ing & 3130 milllon
clerical error to be pald for is flawed
for two resEons.

to address the Depertment of
Dofense’s mousy problsm. ¥ the obliga~
tione in quescion are legitimate and It
they are properly chargeable to ao-
wounts thet have been olosed by law,
ther the Departinsnt of Defense i pu-

thorized under section MOSBXT) to Use
current appropriations to pay the bills.

So I am btaffled und somewhat dia-
turbed by Mr. Bowsher's decision al-
lowing them to gu elotwhers for SI0
million. In frustration, I requested &
meebing with Mr. Bowsher, The meet-
ing took place on November 4, 1993, in
my offics, Ik was atvended by the Ast-
ing Comptroller General, Mr. Milion
Bovolar, who made the dectaion in Mr.
Bowsner's absence, But I can assure
you chat Mr, Bowsher is baoking up
Mr. Socolaxr 1@ percent. The mesting
with Mr, Socoler deepenad very much
my frustration. The meeting d1d noth-
ing to sddress my concerns and to an-
swer my questiona,

Ina attempt to clarily snd re-
solve the jaave, I want back both to Mr.
Bowsher and Mr. Socolar with thres
specific questions. These letters ars
dated November 9, 1992, and I aak unan.
1mous consent to print this correspond.
ence, a3 well a8 the responges from the
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Qeneral Accounting Office,
RECORD,

There being no objection, the letters
were orterst to D printed in the
RxcerDp, ad follows:

U8, SERATE,

Washington, DC, November 8, 1983,
Hon. CHARLEY 4. BOWSEER,
Comphroller General, U8, General Accounting
Orﬂct, Wu:vaon. .
R, BowsHBR: X am writlag to ex-

pmss concam a.bout Mr, Bocolar's zecont de-
cisdon. giving the Depsrtment of Defense
{POD) coptinued wocess te certaln "M ac.
counts that e closed by law.

A copy of Mr, Socolrr's ﬁwd:lon s s~
tached for yeur raview, It o dated Septernbor
24, 1989, I understand Lhat you wors “wavel
Ing on the West coast™ o thas dets, In your

o8, Ll decigion was approved AN
signed By Mz, Soeolar.

1 Vhought. perhags, that you might eithar
be unsware of Mr. Socolur'y deojalon or
maybe you fust heve not had & chages to re-
view it )

1 wm tronhled by M. -Socvlar's decidien
and guestion 168 jegal {oundation. The opin-
for fudls to eddress the question of why the
M accopnt yefofm Iaw doed ot alenrly shmi.
nate by &screlion to raopen clomed se-
countst because of a clorica) spror, and fatls
o nite any binding legal suthorlby in sup-

of rhis brosd discretioRery autbority
vusted [n the Trespury.

1 thoge Aame copcerns with Mr.
Socolar during & mesting 1A my offica e» Oo-
tober ath and repeated them ln = letter o
him ated wd&v A copy 15 sttachad for your

in the

would yon B0 KNG enougn S exarine Mr.
Bocolar's decfeion on the M nccounta srd jet
e Kpow whether you agrae with hiv conclu-
nlona in thelr entirety.

Your cooperation 15 this matter would be

Kprevia
Bincslvly.
CHARLES B. GRABALEY,
.S, Senalor,
BENATE,

Washington, DC, Nwmbns =,
Mr. MILTON J. BOLILAR,
Acting Comptrolier Gengrat,
counting Office, Wmhiw e,
Denn MR, BocoLAR: T st writiog wo follaw

1.8, General As-
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exigting alserstion o reupel rocounta for
;}nﬂ:ﬂ\ erTorg {Fafer vo Seatjon 1468 of Public

W 103810},

{2) Even if the M stcount raform law dosg
net axistisg
o corpect cisrlesl wrrors, the authority you
provide for your soptention that speh discre-
tion goes exiat 35 wesis. Your only suthority
for this proposition fa & hagdful of preylous
decfalons of the Comptroller General and two

paragraphs of dicta, frorn Justice Bluekmun's

opinion In Republic Natichel Benk of Mlam)
«, United States, § portion of the opinian of
which omly three juntlces joined. Indeed, six
Jnavites wrote cOnOWITENtlY 36 eXpress thelr
disagresment with the % of The opinion
you oife ay suthorivy for your position,
Morsover, the dlgcussipn by  Justice
Biacknun does not reach the stfuation ab
hand. Thig 1¢ not merely e situition incolv-
iog an “inaccursbe trenafer" ... “wnsrs
MONRY (htapdsd for ohe acoount was sodlden-
ally dsposited in anctler.” And 1n the M e«
ocount alvielion, thers is olear Congressional
awthority thet the SSCOUNTY ¢3TROL BE Fe-
apened, even for olerjos) errors.

ar, I urge you o clarify ana yew
voul the mala you founé in the M accouny
#Latits or other binding Jegal suthority for
cotilndipe thet Freasury/DOR retalz au-
thorfty to Tecpen the M accouats to correst
clecioni errors,

“Third, I fear that your decision gives DOD
cuntinued acoess to tha M poaounta for an in.
Aefinivs period of time.

Yuar Secision Qlrects the Becretary of tho

“agtablish ressonsdio e dme
lts" for the sorrection of obvious clex{cal

By, 0008 L.

78

495

7} oW how the monsy is belsg apent. -
nasial managemant ay bs Pantagon ix nen.
exigtant,

T hops you Wil) help me fx the problem.
Now, vllm'. 1% {0y Dest way todo

Bhonl uwymmxusmms&mu
Title N7 I Yraryifying nificlals”) were doing
thelr jobs, sk dofired I Sscuion 3538, 4l ned-
eapaTy aceounting hookups would be made o
estadiished prior to payment. Turseonted obe
Hgationy and nunmatched  disbursements
would pov exise, Why ere “cerbitylng on«
cisis™ fe1lINg T3 carry oub theiriresponstbil.
tiem under the law? Or I8 thers » better way
b aceomplish that goal?

I hope you will help me m:t some reme
dfal Jegisistion, In Qoing this, we will nesd s
work with she Governmenwml Affara Come
Toizhen snd Mr, Bamrs In the Pantagon.

“Your asdistance in these mnters would be
appraciated.

Stnceraly,
Crarge B muesmv‘
4S. Senator.

COMPTHGLTH GINREAL :
©F THE UNITE STATSS,
Washinglon, DL, Decembsr 22, 1993, -
Hop, OHARLES El. GRASELEY, .
.5, Senats, .
UEAR BENATOR GRASSLEY: THARR yog for
your lester of Novomber 9, 1088 expressing
goncerns Ebout aur deei;*.cn of Stymmhar o,
182 (251281, parzigal
¢prnad thes by meams the anmmnm of
the Troasury to correct obvious clevled r-
rars in Déparkmont of Defense Fesr-and ro-
POILS vn calceldd merped Balpnces, we are

sittekos snd  for
Swith obligetions.

Mr. Soociar, I 4o not udtrmd why you
falled to Tecommend rossonable time limie
for financial

As the Acuing Comptroller Genornl, you
shoald kpow whet constitutes & “reasoi-
able” ‘perjod of time for recarding obliga-
rions apd expenditiures. 1o 1t & day=, x month,
& pronths, or 5 wasre? 1 would ltke to have a
Bpealiic anTwar To the greation.

Fourth, I would lke o have your sdvise
«nd sasistancs In dralting legislation o ond
the widespresd practice of not recording ob-
lgations and expenditures 48 they ocuur.

The lailure 5o révord obligaliond akd ex-
penditures du che bogks hes led v a wery
DOD conld have ub to

up au our meetihg th, concern-
mg Depunmanh or Detense (DOIN M as~

Fmt. ¥ wenid like 1o thenk yon for your
willingness 1 revlew the fvidence me Army
&

S50 BiHon in “anmnetohed dlsbursermante’e.
checks or payments That crBnet be matohed
with of Hnked to obligations.

A mols-pillion doling. pool of unnatcdsd
bursst.

will be w

“Treasury to prooos that $160 mlNion 5 mdeat
. authortty was. aseidentally sanceled due to

clersenl ervor. You agread to report back ‘o
e within tws wesks onl the results of thet
reviaw. I appreciats yaur nﬂar and Jook for-
Wworq G BesIng your end prog

Inise hope you will mﬂmﬂm otaer slmi-
Jar requests with squal *igor, hecauss I xeep
hesring the Ale Force hns $200 to 3500 miliun
in “obvions clarivel errors” thal it i Tesdy
T prasent to e Treasury now that youl de-
cision has buen rengered,

Becand, I am nob sonvinast thst your daa—
slog of Septamber 29, 1989,
DOD sz Tenpén soCOUNLE cmoalnd pum\nt
W tho M u.mnnz reform sct whan thers
hove bean vlerical TTCTS, 18

B
crat’a poigt of vieww.has many of the advan-
sagos of snother siush Mnd. It can be used to
1ids llegal and unnuthorized payments,

As your offite has rsported In the recent
poat, ThiS could ean that “frauduleat or ar
reRsows paymenbu winy heve ovolrred with-
oyt beinp detacted or diabursernents have ox-
ceeded appropriation and other legsl Hmits™
the: is, 2 vlolation of the Anti-Deflclency
Ach{ase AFMD-58-R1, page 1)

“The inedility to rmhch disburasments Fith
obligations led dlruchly to yeur declsion on
the M soconnts, aod It s ane of the maein
rensona why your suditurs cannot sudly the
goverment's booke—like thome of the De.
fonse Buainess Operations Fung (DBOF). The
nebility to metch disbursermnants

aupnnm:d by law, 1 find your a.nxlyalx Oswed
mE:
(l) M aceount, reform legislstion clearly

with ohligations meénns that the government
does pot Xnow which biile bavs bess peid or
NOY Much money remsint in the vRLous w-

wopoels sceount balxuces Withoat
soy basiy for reopening vhem. Thiz clear
mRatutory alreotive auperyedss any stherwise

Hysbiogs, It moans DOD hes loat cmm}
over the pevples’ momey. It menns DOD dues

‘budget avalle

B soparmio lotter of today's date, Miton
Hocolsr 1 responding to your specific con.
cerna sbout the docision, Aw he exvleins in
Tix letrer to you, our dyolalon doss nos Pro-
widg the Departmiest of Defenss {DOD) with
any more budget wuthortiy than iv otherwise -
would have. .

I share vour desire to ses signlficaist fme
provament in the socuresy nm ycmhnmr of
DOR's finsncial managernent
you , Gur OPOTLY have rexxnt-ny high~
Hghteq the mumerous problems as DOD in
nosd of borrsétive dotion, Your conttnued dn-
verest snd stlantion 4o sheze lamusa is vital i
wo &re o miske profress In wolving theae
wroblems,

I look frward to working with you cn
thess Impartant iasues in the fusure, i I can
be of farther kssistance, ylenm,do not heal.
tate 5o conLaot ms.

Simotrely yours,
CHARLES A, BGW
Compiralier Goneral nI e
Usited Stater,

SPECIAL AGBISTANT TO THE ComMp.
YROLLER GENEHAL OF THE wmh
BPATER,

Warhington, D, D 22, 1883,
Hon. CHaRLES B GRAGHLEY, !
U5, Senate, :
Deab SEVaTOR GRASSLEY: Thid responds W

your levter of November B, 193, regarding
our decision of September 289, 1958 (B.-S51887),
Thar the Department of the Treamury mey
corrent obwlous cluricsl erore in Agepey
yorr-and Tt on canceled imergsd bal
anoes, In your Jetter, you quostion the Jagt
haela for out consluslon thai the Yy
sy toprent clear mirtakes 1% the Vearstd
reports. You $Ise OXpress ooncern t:h-‘r. ouz
declmion vould allow the Daparsment, of
fente (DOD} to reopan cloxsd Merged ("w'
sccounta aad to have cantinved mogess to fhe

H
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“M" goooubts fo! an indefinlte pefiod of
ume,

Beosuse sattion M5 6 the Natlonal De
fones Authorisation Act for Fiscsl Year 199),
Pub, L. No. 101-610, 104 Btat, 1675 Qo) canv
coled the marged BAIATCHY, you er® nat per-
wusdsd that theve ls any badle o recpen
them, 8¥sn to correcs mistakes. You are slaa
concernsd about ihe ndnquaoy of e sl
thorities we clted to our decialon,
particplariy our q\xomnlon af dieta from Jus.
tlen Blagkmurn'n decision in  Republic
Narionsl Bank ol Miumi v, United Staten,
V.S, 388 C1. 59, 361 0m2).

Tressury's adimstmibor of ths gecounting
oerrds to correot obvious ervors dons hof, tn
sy viaw, offend section 1405, As we exiatned
ix our decislon. we &ad the Compiraller of
the Treasury befers us have recognized the
authority of the Tremsury to correct mis-
tolton withont ebwsiniag legisiation. su.
o, 4§ Comp, Gen, i, 730 (1888) 3 Com)
Ten, 952 {14 2 Comp, Qe 598, 801 (1823) 32
Comp, DPea, T3, 785 (1905). Thls view s
oonslatent with the judielsl practlos of re«
Heviag mm» from the GORBRQUENOES f 80r
aidental for axaxtple, by
Jogal INptTumenta to soourslaly refless the
true atats of fuebs or Ths parties’ wus agres
ment, Sea 21 am. Jur. M, Equity §3-38
(6); 68 Am. Jar. 24, Reforastlon of Insteas
onts, K48, 77 09130

Moraoves, the purpore served by ach tar-
Fectons 16 8 RGBT ¢Re, pamely, to correst
errors in order that the sccounts, fn this
cabt tho caheeled erged Ralanoen. soous
rstely reflact the account balances. To pre-
vant sbups, we caYefully oiycumsorived IRl
anthority, Ymiting 156 one bo cazes of obvi-
ous cloricel srrors by
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rave randering of the dalancss In the old ar-

OREE.

‘Wa uneratand Thet the Department of the
Army does not ingend {0 sebmit s raquast
for sorrection of the alleged 590 million cor
tifiaation ertor 1u ite year-end report. With
regety to the Deparument of the Al l‘crqe
serors Wal you mentlos in your Jlen %0
dts the Alr Force hes not submitted 4 re.
quent for correstion to Treawury, Addition.
BHY, Wha8r TYesARrY's propasd insuruchlons
imylamenting our dectston, agencies will b
allowed to Teqnest cotraation of mistakes i
the gecounts £ANCeles on Sepiember 3 on
only one owasion, Tressury would regulre
sgoncies to submst Mhelr requests fod correc.
tion bty Mey 1, 1004, and to provide convinns
fng evidente of tho clericel error, Since, &8
wo atated in our declelon, the type of cleneﬂ
srrors that Treasiry ean vorrect shoudd typl-
sally manifess themaelves soon alter the &C-
coust i closed, we bove Informelly sug-
gostad to Tressury sialf that & ponmde mey
be jopger Lhan necessary o allow for fhe
earmweblon of obvieus érrora,

share Your oenGern sbout the fallure of

the sgencles ¥ record obiignuons aud ex-

penditires A they svcur nad sgres WAL TRl
prastice has szmearbaied the protlem of ma-
matehed disbursomonts, We think. howsver,
that current law adequately requirss whe
sgEnciss Lo record these obilgations and as-

venditures, For sxample. 3 T.5.0 MW aad
3508 sonvemplate that each ageuty Wil
reeord all valid obiigeriops of the govern-
mant &nd cerbify to the scouracy of 11 obli~
gations 1n ite dudget subinjsslon to the
Praoldent aud the Congress. Adaltienally,
tnder 84 U.8.0. §3101, sach feds aFenay
nead §8 requined to meRe and prasscve

svjgenoe.

With resptct $0 YoUr somments conserning
our use of Tuptice Biackmun's remark In Re
public Nationsl Bank of Mismi v. United
Blates, wbovs, we Rgros LHRb Ic Imssaat
guoted was dlata axd, 28 you point out, that
only twa obher justless joinad tuis pact of
Justice Rlackmun's opinion, We apill hink
tiat the pub of Justioe Blackmun'a obsetvas
wop helds true, namely, that you ghonld nob
nwed an ACS OF CODETOR K0 sotYoat aD obwious
sieties] exvor. The separate opinion of the
Court did nop mwu £his prinoiple; mather,

£, G, 59, B3, . (WDZ) my.nhm “of Ciduf s
vice Rabmguist),
that oy decd-

Tocerds sna proger doo~
umentation of it# sssential tramsaciiens in
ordor to protast the )em and fNeaneil
rlghts of the governmest, Further, undear ths
Finangial  Munegers’ Fl cipl  IntoeTity
aot, 81 U.S.C. $3518, and the Chief Flnancial
Officars Acr, 81 U.6,0. §901 ot yoq., sgenoles
are required Te exAblish Bystems of internal
aoconnting  wnd  Administiative controla
whish provide msnsgoment wlth rensonazle

MU DBDE T B/
January 28, 1994

lems we #i] Xoew exiab. In zhis Tegurd, con-
Hnued oversight by the Comgreed snd the
sualt coramunity is She mcm sffective Te«
BT

g —— ;1:4 shis informs-
oy useful,

Slpoeraly youry, N
MILTOR 3. BROLAK,

Specis} Axristant fe the Comptrolier Cenaral,

Mr. GRASSLEY, Madam President,
my questions to Mr, Howsher wore as
fullows; What was the‘jegal avtharity
for the decision to open the ae-
counta? and, second, how long will the
Deparument of Defonsd have sccess 1o
the M accounts bayond the slamusory
deadling already passed s of Septern-

#tal lsgizlation is
theae lggues in the future R, us J srated,
the 1908 law that glven the Department
of Defense suthority to come to Con-
gress, I there has bean|n clorjeal error,
dose not MUY the needs of the Depest-
msnt of Dafonse?

T did Tecelve an answhr to chut letter
on December 22, 1883, The letters from
Mz, Bowsher and Mr, Socolar did net
help to bring the lesie inte sharper
focus. What 3s the legal sutbority for
allowing the Department of Defense to
regain access o M aocbunts shut down
3 years ago? What is the anthority for
allowing the Departiment of Defense Lo
daraw on actount belances that have

‘been ocanceled by law? Boih Mr

Bewsher snd Mr. Socglar go to grest
lengths to deny the decisicn does what
1t {8 really deslgned todo: Help the De-
partment of Defense get more money
out of vhe back docr. This is what Mr
Bowsher aad Mr, Boonldr sajd:

Our doolsion does ot provide the Depeis-
gax;’z b;! Defonge with auy movs budget aus

0

are Ju
wirh lpplk.lbk Tawe, shd Tevenues and i«
pendis 1o properly sacounted for and re.
copdst 1o parmlc the preparsiion of Sccounts
#nd relixble fancis] vapores.
We tAInK the statutes are clesr with ro-
gard w the requirement (ot the proper re-

Mudarm bhn.t 18 find wrong.
All of the Nu #d 1l of the maneuver-
jug tells me thal monsy & {ndeed the
ipus. More money is at stake. The 5150
million sought by ths Army, thet wasa

misplaced decimal, aa-nuu error, has

coraing of
What we think posds im»mvameuu 18 the
of the f theds ebat-

bt w0

. glon doge not wovite the Deperiment of Do
feagse WILH any mote Dudget authority. Te
the axtent thal thers G146 cOrTeCions of ree
pOrung orrorz Tesiting in restomatien of
gancalad uncbligated Telalions o oanosled
g gmoounts, po atditionnl budger autlon
ity is craated or provided, All obligased Bel-
noces I the “M'' sccounts involved In ver
Septamber 2 decialon wers cancaled on Sep.
taynber 8B, 1993, The disbursement of auy ob-
Ugarion tast should buvs berm. Bub 8O-
peously wes not, amrTied 15 e UMY ge
counts geior Lo canceliation will coma out or
currant Aands, The anly effsct af cur decision
deriey from the fact that charges to sltrant
appropriscion Jor obligarione of cadceled
merges balances are lmiwd 2o vhe unobil-
getad bulences of the criginal eppropriation

accoust availsble for the sams farpore, Ni-

tioue] Dafenso Authorisatlon Act for fiscal
year 1901, Peb. L, No. 103810, 101 Stav. 1560,
FLH05(B)T) (1990) (codified Rt S”l USL. §159
Tote). Copmeguently. in @ knew how
much surrent authority {s avallatis ta cover
14 obligations, thers needs to De an accu-

utes. The reporis ofted in our uscmon paint
out the failore of IXOD's asconuting syatemms
o mest these atatutory reguirements. For
example, one of Lhe Yeporis found thab the
NMowy nas 128 billion {(n uovnstedeq ﬂﬂbﬁﬂbr
ments in e Blapdard Accounting and
porting System. The provlem {uere wad nct.
cansed by the lack of statutery guidan
but eather was cauged by the Navy's mnuu
40 somply with exiating guidance, prooedursl
Tequirsments, and intersil wnwn W rec-
that the of

the Nevy enfores

been fed

wiped
miliien mcte that wes ppent not appro-
pristed by Conaress.

Now Mr, Bowsher hae dradged up an
shacure legal gimmisk to resuthorize
that $180 millien in the Army budgst
sushority that wes cepoeied DY 1aw. XX
shat happers, then we 8¢ talking new
budget authority; ahaolutely new budg.
of authority withowt a bill pessing
Congress hecause the'old budget su-
thority wae cangaled bg Congr

So, Madam

eRR
President, Mz, Bowsher {5

axisting regulstions and provedures wileh
require the propar resciution of this prob-

¥

SR

We think the Dsparument's Chiel Finaocial
Officer tnust take the spproprisia steps to
aGdross DOD'2 failure ta recard itk obligs-
tons and expmndivnres xnd that athar prob-

'm\u Fepart to 448 Avung Bactstery of the Nawy,

PINANCIAL MARAGENENT -Npvy Recorfa Cog-
mr, Beilions in 3 Diatarsemenia®, QA
FME-SK-31 (June 3009),

ing maore budget authorivy. 1
think Mr. Bowsher made a bad &sci-
sjop, Unless Mr. Bowsher is able to
identify a solid legal foundation to sap-
port his decision, he should withdraw
the suthority to reopen the M ac-
counts, And if w8 do et gos this ser-
tled with & mors Justified approach by
the Compiraller General, I hope we in
this body for future.clerivel errare,
whether they are S130:mililen cleriesd
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arrors, more or legs, that we will reject
them as we rejected such a reguest
that was made under the 1890 law to
ths Congross of the Unitad Statos, be.
capse anything short of deing that is
just simply, through the back door,
giving the Department of Defense the
authority to spend hundreds of mil-
1liens of dellars of more money,
1 vield the flovr.

MORNING BUSINESS

’RRY. Madam President, I ask
unanimpus congent that the Se;

a period for morning bybi-
ness, with Bepavers permitted to sphax

AND

Mr. D'AMATY, Mr. Presldant today
aight membars i the Semate Bemking
Committee have yent a Jetier to Chalr-
man RIEGLE, » lépter which I am not
only going to read) but ask it be print-
ed m the RECORD.

mmmuu\cununc that chet
letr.ex- be printed in the RECORD.

There belng no objection, the letter
wae ordered to bej printed in the
RECORD, 8 follows:

Washington, Di

Ron. DoNatd W. RIESLE,
Chairman, Commiltec on Elmkhw‘ Housing ond
Urban Affairy, U.S/ Sengte, Waskington,

e,
DEAR MR, CRAIAM. {Nnn-u-uumu the
recent appointmens ¢f & spocial counsel te
in

f2on Gum @ falled
mwvings wnd loan, conatita Teapan-
sirtlity of Col to oonsiderithe serious
quepsions of pullis end regalatory policy
masd By this mnh‘ovm Fomalag

conpection with M
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‘Whut cansed tha hrnlk-duwn of the FDIC‘
for

Aotorintorest when cnu Ross Law Fim
wae rewined Lo sue Frosy and 0o
y di¢ the FDIC ugroe o vetile it 360

‘mil\on case against Froat and Co. for 51 mil-

sthount chat is sllegodly lesa than
T of she firm’s malpractiss insurance
3

ommittes haa & solid and proud
racord oPaddressing concerna roleting 1w The
safety and soundpess of ingured depoaitory
inetitutions, We baliewe the Committes has
the ducy i\ review thoroughbly these amd
other relevhng issuss and to obtafn Informa-
tion thet Willipe u#sful as the Commilias
ooutinues to aoRaidar mew lagisiaive inttiz-
tives and to irnDROVe tHe BXINTING logsiative
framework to ensyre the protection of de-
-

the Standing Rulek ol ghe Senate, we requan!.
thst you conveao & secial meetlng of the

Urban Afairs to onable

U DDBE  F,

sy
497

Mr. President, the clock is ticking, The
statute of limitatiops is rumning out,
And I bave to sngpesy to you that
is & coverup by the RTC. whick i5-
erately rafiees to toll us wheh thy/stat-

within the laat 2 weeks/when the atal

civi] llabmt}'
fthey ignore the
oe is de-

have a right to
heve & right to )

a right to kn what, {f u;ychins 18
being done.
Thas bringd me to the od»m Tosson

to cemsider e c‘ﬁ'ﬁ'é:“}‘: t'!l‘nenlh T}la Reputlican
connecsion with Medison. ‘We txlievs the e

Committes must exerciee 1ba § ctitn ang Wrete @ Jerter to Chalrmidn RIBOLE.

sxamine W circumstances wnd events sur- Once beloTe, I requested vhay the Bank-

rounding Madieon's operations aid fadlure. ing Cos {ttas conduct hearings, Now,

Sincerely, since Ijmade that request, Imust polgt

Pl GRAMM, out speciai counsel bas besnjappointed,

Coniz Mack, uun cial counsel I8 golng ta lcok

T o / into criminal matvers. Posstble

A T ARATO. =1 il actions that would uu the stat-

CHmSTOPHER BOND, {8 not a matter thab the special

LaVCH FATRCLOTH, Kpunsul i reviewing, If the RTC con-

PEre DoMENL nues to conduct jtself as it has, what

Mr. PAMATO. Mz, Presisss, bel 5 srs going to face i3 g situstion

tracrdinary satien, I would ke vo dis-
cuss enother issus pertaining to w
son Guaranty.

We have on two previous cocafions,
Jangary 313 snd January 25, reghested
that the RTC—that is the body/fespon-
pible for any civll invesutgetion—vell
8s when the statute of limitdtions sx-
pires on civil Botions agalnsf Madison,
and we have received néthing but
shocking delays and still no official re-
sponse to our request t‘or; s basio in-

ﬂummlww miew-m m@m to tnie jeehe,
' s

The first. lecter was d&éed Jenuary 11;
the last one Janunry 25, My staff has

l‘m
nh-t i within fur & 1
and oversight hrisgsorion heve gant upen-
swered, A revighe of tho Mmitad information
it in publiciy svallable indicates o Seriety
ma

Braking tttes would be derelict fh ita
dury if it 2ot addreys Importent s,
auch a8 b

as
wp withfe ciwil proclldln{’ Wil e RI‘G
any carrent investigations prior to
tion of the statute of limitatiana
from nowr?

Did the RTC 8ot 28 quickly and sffectlvely
as posaidle o snsurs that SBe Madizon dall-
out cost the taxpayers aa Httle as possible?

Did the princiml shareholders or officers
of Msdison direct Madison reiources into
other busipses venturss in which they wors
1volved?

3
o continaing its Investigati
ine Megigon ang what in the stakus of

in confact and, indeed,

we were promised & Ifsponse yssterday.
As of this afternogh, we still have no
rosponss from the RTC, We still have
not learned when the statute of Hmita-
tlons runs ouy on Madison and
Whitewater. Whlt we )uve here h)

where the gtatute of limitation hasrun -

out, there hae been no attempt to toll
the statuile by Wway of a; volunbary
reement. The pesple are going 1o be

! of the Members on the Repub-

TeCHnt p Btmnent g( Tpeoial counsel to
investighte potertial criminal yrongdoing in
with Madisen a Giled
d lvan, the conetitutional respon-

of the litited informstion
{ndis & varis

Now wa I
we were vold thia only by tele'phune,
and 1t was supposedly golng to be cons
as\, Hirmed by & lgfter to us the day before
@ then it was promised to

to us todsy—that the civil statute of
tatii could possidly axpire as

on as Fgbruary 20. It appears quite
ssible b lttle, if anything, I8

ich the wrongdoers, or bring
about a recovery of uxwen money,

that mm-hs the come
m. We bolieye that the
# would be a»nuct 1o its
ndqreas Important issues

Bonking Conunt
duty 12‘ Iv doas
2uch #a:

s t-hu RTG conyloulug it {nvesuigation

inte Madizon snd Wpat ia the Sratus of any
such Investigation?

Mr, President, {{ I may {nterfect &
comment hera. v 18 n vBry simple,

forthright request. We do fiot get ahy
snswers from the RTC. Certainly the
Congress of the United Btates has an

During this crisical peri
time has beon lost, and ﬁhls munt stap,

thielxind of in.
formation, 'The jatter goes on:
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