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(1)

THE USE AND ABUSE OF GOVERNMENT
PURCHASE CARDS

WEDNESDAY, MARCH 13, 2002

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 9:58 a.m., in room

2154, Rayburn House Office Building, Hon. Steve Horn (chairman
of the subcommittee) presiding.

Present: Representatives Horn and Schakowsky.
Staff present: J. Russell George, staff director and chief counsel;

Bonnie Heald, deputy staff director; Justin Paulhamus, clerk; Mi-
chael Sazonoff, intern; David McMillen, minority professional staff
member; and Jean Gosa, minority assistant clerk.

Mr. HORN. A quorum being present, the Subcommittee on Gov-
ernment Efficiency, Financial Management and Intergovernmental
Relations will come to order.

I have long believed that oversight hearings, such as we are
holding today, shed light on important issues that need attention,
and that such light encourages those in charge to fix the problem.
I am delighted that in the audience are a number of individuals,
top executives, that are going into the purchasing acquisition for
DOD. I am delighted to have you in the hearings. I hope we can
learn something from this morning’s hearing. We are delighted
that you will look at those laws and make sure that they are put
and implemented in all of the contracts, so that they understand
how these laws are. I thank you very much for being here.

How many of you are here? Stand up, please, and see how many
are in the class. Only one, two, three, four, five, six. I thought there
would be about 30.

So thank you very much. I hope you enjoy it. Sometimes it isn’t
enjoyable, but we’ll do it.

So I have long believed that these oversight hearings, such as we
are holding today, shed light on important issues that need atten-
tion, and that such light encourages those in charge to fix the prob-
lem. In many cases, that has been a correct assumption, but you
will hear today what, in part, dismisses congressional oversight as
merely a nuisance that must be endured, but that can be ignored,
is the attitude.

On July 30, 2001, this subcommittee held a hearing examining
the government purchase card programs at two Navy units in San
Diego, the Space and Naval Warfare Systems and the Navy Public
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Works Center. Over the last few months, the General Accounting
Office, which is the right arm of Congress for both programmatic
review as well as fiscal review, the General Accounting Office audi-
tors and investigators have examined recent card purchases at the
two San Diego Navy units. One of the units, the Public Works Cen-
ter, was cooperative in providing auditors with the documentation
and information they needed to complete their job. Equally impor-
tant, this unit is making a concerted effort to identify and elimi-
nate abusive uses of the cards.

It is another story at the Space and Naval Warfare Systems Cen-
ter. According to the General Accounting Office, the Systems Cen-
ter provided information that was often misleading and conflicting.
Whether it is an attitude of leadership or a pervasive culture
throughout the unit, Space and Naval Warfare Systems Center em-
ployees, most of whom are civilians, have continued using their
government-guaranteed cards to buy extravagant personal items—
all at taxpayer expense.

It is about April 15th when people will be writing out the checks
to give the Federal Government a revenue source for all that is
going on with the war and with now getting Federal money for
education throughout America, where we have a first-rate edu-
cation program, and the money is needed. It should not be wasted,
as it has been, for personal use. These items include designer brief-
cases, tote bags, and day planners from Louis Vuitton and Franklin
Covey, as well as high-quality, $30 Bose headsets for listening to
music.

This abuse is of special concern because of the desire by many
to increase temporarily the existing transaction limit on most pur-
chase cards from $2,500 per purchase to $25,000 per transaction.
This increase would apply to purchases that relate to the war
against terrorism or defending the homeland against terrorism.
That is where the money should go. Undoubtedly, this streamlined
purchasing power might be needed. But before we consider that de-
cision, we must be certain that proper controls are in place to stop
the abuse of public funds which occurs. It isn’t their money; it is
we the taxpayers’ money.

That said, I welcome our witnesses, and we will start. The rank-
ing member is here? If Ms. Schakowsky comes, she will have an
opening statement.

[The prepared statement of Hon. Stephen Horn follows:]
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Mr. HORN. Is Senator Grassley here? All right, he will be here
in 1 minute, I am told. So we will be in recess just waiting for the
Senator. If not, we will go on with the other panel.

[Recess.]
Mr. HORN. Mr. Kutz, Mr. Ryan, Captain Barrett, Captain Miller,

Deputy Under Secretary Jonas, accompanied by Deidre A. Lee, Di-
rector of Defense Procurement, and Danielle G. Brian. Let’s just
line up the way it is. That is the way we will take them, as on the
agenda, and leave a seat in the middle for Senator Grassley.

[Witnesses sworn.]
Mr. HORN. The clerk will note that the witnesses have affirmed

the oath.
We will now start. The ranking member is here and has an open-

ing statement. So please start.
Ms. SCHAKOWSKY. Thank you, Mr. Chairman, for holding this

hearing, and I join you in welcoming our witnesses this morning.
I will address three points in my remarks this morning.

First, I am disappointed in the arrogance and disrespect for the
American public shown by the Space and Naval War Center.

Second, I am disappointed in the personnel at Naval Public
Works for the fraudulent use of purchase cards. GAO reports that
Public Works is making a serious effort at reform.

Finally, I believe that the problems we will address today are not
unique to these organizations, but rather are symptomatic of the
acquisition culture at the Department of Defense. There is an at-
tempt to return the Defense Department to the era of the $600
hammers and $3,000 toilet seats.

GAO will report today on widespread abuse of the purchase card
system at the Space and Naval Warfare Center. Purchase cards are
used to buy luxury items like designer bags, personal digital assist-
ants, and high-priced clothes. Purchase limit regulations were cir-
cumvented by splitting purchases to get below the limit. It would
be an understatement to say that the program was managed badly
at the Warfare Center. Management completely abdicated its re-
sponsibilities. This supposedly elite research center even tried to
justify buying Lego robots from Toys R Us as a research expendi-
ture.

Those, however, are not the worst of the offenses. The personnel
at SPAWAR argued first that these purchases were justified. Then
they told the GAO that it didn’t matter if digital cameras and
clothes and luggage disappeared because naval regulations said
they didn’t have to account for items that are easily pilfered. In
other words, if something is easily stolen, the problem is solved by
not keeping track of those things.

This morning the commander who testified last July is not here.
The former commander retired. That, in and of itself, would not be
noteworthy. However, the events surrounding this retirement are
disturbing. The commander retired after refusing drug testing, re-
fusing to have his car searched when he was selected for a random
search, and for trying to get two of his subordinates to lie. For
those abuses, the punishment was a $1,000 fine and retirement.
The rumor is that, once Congress looks away, he will be back at
work as a contractor—probably paid by a purchase card.

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00009 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



6

What we have here is an organization that is completely out of
control. There is no respect for laws or regulations. There is no ac-
countability for fraud and abuse. When caught, they try to justify
abusive purchases. Unfortunately, the departmental response to
these problems has been weak.

Last week Congressman Davis held a hearing on a proposal to
raise the purchase limit on these cards to $25,000 per purchase.
That proposal came from the Defense Department and those out-
side the government who provide goods and services. That would
eliminate from competitive bidding 99.5 percent of the purchases
made by the Federal Government.

We have seen this program badly abused by the two units here
today. I suspect that when GAO reports back to us this summer
on its examination across the whole Defense Department we will
see similar abuse.

The Defense Department has not been a good steward of Federal
funds. We should not put into their hands the tools to further
abuse the public trust.

There is, however, another question that must be addressed be-
fore we expand the use of purchase cards. These cards make pur-
chasing more convenient for the government, but no one has actu-
ally looked at the cost of using these cards. Much of what is pur-
chased with these cards could be purchased using the GSA sched-
ule, a program where GSA negotiates lower prices because of the
volume of government purchases.

GAO has told us that purchase cards will account for nearly $20
billion in purchases this fiscal year or next. If there is a 5 percent
waste in these purchases, that is $1 billion of waste.

I am requesting, and I hope that the chairman will join me in
this request, the GAO look at the purchases made using these pur-
chase cards: How many of those items could have been purchased
from the GSA schedule? Did the agency pay more or less using the
purchase card than it would have going through the GSA?

This program is 10 years old, and GSA has never done a careful
examination of the program. Before we expand the use of purchase
cards, we should have some facts about how the system is working
today.

Again, I thank you, Mr. Chairman, for calling this hearing, and
I look forward to the testimony of our witnesses.

[The prepared statement of Hon. Janice D. Schakowsky follows:]
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Mr. HORN. I thank you for your statement. Please work with the
staff director and the deputy staff director, Ms. Heald, on what you
have just asked. We will be glad to ask GSA and others about that.

Now is Senator Grassley here anywhere? OK, well, we are going
to start then. Oh, here we are.

Senator Grassley, we’ve got a seat for you right there. It isn’t as
comfortable as Senate chairs, but it’s the House. We are delighted
to have you here.

STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S. SENATOR
FROM THE STATE OF IOWA

Senator GRASSLEY. Am I sitting with friends or enemies? [Laugh-
ter.]

These folks in the defense of our country are not enemies. These
folks ought to be congratulated for what they do at this particular
time.

Mr. HORN. Yes, they have been sworn under oath. So we thought
we would put you in the middle there. You have done a great job
on this particular issue, just as you have done on many other
things.

Senator GRASSLEY. Thank you very much.
First of all, let me apologize for being late. I had a group of col-

lege kids that I got too late. I thought if we had 30 kids come from
Iowa that wanted to ask their Senator a few questions, I ought to
do that. That is the reason I am late. Thank you, Mr. Chairman.

Mr. HORN. Yes, well, bring them here, if you would like. [Laugh-
ter.]

By the way, there are 30 people here in the Executive Procure-
ment Acquisition for DOD. They are in a course, and your testi-
mony, mine, and the ranking member’s testimony will, we hope,
get through to them, because that is the first class that has ever
been in a hearing here. We are delighted to have them.

Senator GRASSLEY. Yes. Mr. Chairman, I am here to share my
views on the latest results of our ongoing oversight of abuse of the
Department of Defense credit card. This is a joint effort that we
have been supported by the General Accounting Office. It is an
honor and privilege for me to team up with you on such important
oversight work.

What we are doing today is putting a spotlight on a problem. In
a bureaucratic place like the Pentagon, the glare of public spotlight
is never welcome, but shedding light is the heart and soul of over-
sight generally, and particularly of congressional oversight. Expo-
sure is a great remedy enhancer.

Every time I peer into the inner recesses of the Department of
Defense credit card account, I see more abuse and more fraud, and
that makes me ask myself, how bad can it be? So we need to keep
the spotlight on full power and the beam focused on the problem
until we get to the bottom of the pit and figure out what needs to
be done.

Today there are 1.7 million Department of Defense credit cards
in circulation that generate over $9 billion in expenditures annu-
ally. There are two types of cards, the purchase card and the travel
card. Most are travel cards. This is 1.4 million versus 200,500 pur-
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chase cards. Most of the dollars are for purchase card transactions,
$6.1 billion per year versus $3 billion for the travel cards.

A credit card is a financial instrument. It is a license to spend
money. And every shred of evidence that I have seen says that the
internal controls at the Pentagon are weak or nonexistent. Credit
cards is a zero control environment, and in this environment it is
a very dangerous one. That means that there is an army, 1.7 mil-
lion strong, authorized to spend money with no checks and bal-
ances. The potential for abuse and fraud is virtually unlimited.

Now I understand the thinking behind the credit cards, and the
thinking is very, very good. Unfortunately, we see the bad in the
execution of a very good policy. We want the men and women serv-
ing in the Armed Forces to have the tools that they need to carry
out their duty. A credit card is one of those modern devices that
is supposed to make it better and easier for them to get the job
done quickly and effectively without a whole lot of wasteful paper-
work.

In simplifying the travel and purchase processes, each cardholder
is given authority to spend money. The authority to spend money
in the name of the taxpayer is obviously an awesome responsibility.
That authority carries heavy responsibilities. Unfortunately, this
awesome responsibility is not taken very seriously at the Pentagon.
The criticism is not directed at Secretary Rumsfeld, because he is
trying hard to cleanup a longstanding financial mess.

My criticism is directed at those employees who are supposed to
oversee the program. Department of Defense credit cards are
issued willy-nilly with no credit checks. The results are predictable
then. The cards are being abused with impunity. Department of
Defense credit cards are being taken on shopping sprees, and the
cardholders think they are immune from punishment, and they
are, Mr. Chairman.

We have zero accountability with purchase cards, zero account-
ability with travel cards until recently. That is the root cause of the
problem. That is why we are having this hearing today, because of
the lack of accountability. If there was accountability, it is obvious
that this stuff would not be going on.

In a moment the General Accounting Office will be telling you
just how bad it really is. The General Accounting Office has exam-
ined 300 transactions at two Navy offices in San Diego. Despite a
small sample, Mr. Chairman, the General Accounting Office has
uncovered extensive fraud and abuse, and more is being found each
day. We are looking at the tip of an iceberg.

Here’s a sample of some credit card abuse: in bars, strip joints,
gambling casinos; for large cash withdrawals from ATM machines;
clothing at upscale department stores like Macy’s and Nordstrom’s;
designer leather goods and expensive luggage; gift certificates,
$1,500 each; $200 robots at Toys R Us; groceries, kitchen appli-
ances, home computers, and even a breast enlargement operation.

So you name it; these cards are used for it, and it is all personal
business. If they need it, they buy it with Department of Defense
plastic and keep it; no questions asked.

Now there is a proposal to raise the purchase limit from $2,500
to $25,000. If it goes up, new cars and homes might be next. The
General Accounting Office’s 300 transaction sample yielded over a
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half million dollars in fraudulent and abusive purchases. Either the
taxpayers or the bank gets stuck with the bill, depending on which
card is used. In either case, it is bad.

For shopping done with a purchase card, the government is re-
sponsible for paying the bill, and most bills are paid promptly; no
questions asked. With purchase cards, the taxpayers are the ones
that get shafted, and get shafted right up front. To my knowledge,
the government has never asked anyone to return an unauthorized
purchase or repay the money, even when abuse is known to au-
thorities.

Travel card expenses, by comparison, are the responsibility of in-
dividual cardholders. The taxpayer is out of the loop, at least up
front. When the cardholder incurs legitimate travel expenses, that
person is supposed to file a travel voucher, get reimbursed, and
then pass the money onto the bank, in this case, Bank of America.
All too often, cardholders simply pocket the money, tax dollars,
leaving the bank holding the bag. When the travel card is used to
cover personal expenses, what happens with alarming regularity,
those bills are paid late, very late, and sometimes never. With no
interest charges, obviously, abusers get a free ride.

The bank has equipped the Pentagon with an anti-fraud detec-
tion system. It is called EAGLS, acronym E-A-G-L-S. It gives agen-
cy program coordinators an online capability to detect unauthorized
transactions on any account. It only takes a second to determine
if a trooper is getting cash at the local ATM machine without or-
ders, but nobody seems to be minding the store.

As I said at our hearing in July, Mr. Chairman, if the Pentagon
knows this stuff is happening, and if the Pentagon does nothing,
then that makes the Department of Defense party to bank robber-
ies, and the robbery is still in progress. The bank is sustaining un-
acceptable losses, and in the end we all pay higher prices, and the
taxpayers get shafted as well. When the bank has to write-off bad
debts, tax revenues are lost.

So, Mr. Chairman, the bank has reached a breaking point. It is
losing too much money. So, on February 11, 2002, the bank fired
a warning shot across the bow. The bank is turning up the pres-
sure. It has declared its intent to cancel the U.S. Army account,
413,029 cards, at midnight, March 25th, this month. That has real-
ly gotten somebody’s attention, and in a hurry, and so there are
now negotiations in progress.

Mr. Chairman, there then is a glimmer of hope on the horizon.
The reason for hope comes from a brand-new Department of De-
fense policy called salary offsets. Before I explain the new policy,
it is important to understand why the Department of Defense trav-
el card program is teetering on the brink of disaster. As of Novem-
ber 2001, 46,572 Department of Defense personnel had defaulted
on more than $62 million in official travel expenses, and the bad
debt was growing at the rate of $1 million per month, making the
Department of Defense default rate six times the industry average.

For a business interested in profits, a pile of bad debt with no
accountability made for an intolerable situation, obviously. So
something had to give. In October 2001, the bank and the Depart-
ment of Defense agreed to take action. The salary offset program
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then was born. There are now 31,579 accounts enrolled in the off-
set program. So far, offset payments total $5.2 million.

As a garnishment, the salary offsets provide some measure of ac-
countability, but actually have limitations. For one, the money was
taken from the bank in big chunks, but it is repaid to the bank in
small chunks over a long period of time. And there are loopholes.
Ten percent of unpaid accounts will slip right through the net, due
to retirements, bankruptcies, dollar offset limits.

The bank still expects about $2 to $4 million a year to fall
through the cracks and be written off as bad debt. But that’s con-
sidered better, and it is also consistent with the industry average.

In addition, most of the older accounts in default will never be
captured by offsets. The bank will still have to eat $40 million of
unrecoverable debt. Even though there isn’t any hard data yet, the
bank expects salary offsets to reduce the default rate to negligible
levels. That’s the good news.

There is still bad news. Salary offsets are having little or no ef-
fect on high delinquency rates. Delinquencies have actually risen
with salary offsets. That is because offsets don’t kick in until 120
days plus or 4 months past billing. Payments are due within 30
days of billing. Today the Department of Defense has outstanding
balances of $370 million. About 30 percent of the dollars owed for
official travel expenses are more than 30 days past due; 15.4 per-
cent are 60 days past due. One in five Department of Defense ac-
counts is overdue for payment. That is four to five times the indus-
try average.

The 3-month gap between the payment due date and offsets
means that the bank has to float a loan. It is a free loan for the
Department of Defense abusers that costs the bank $4 to $5 million
a year.

A prime driver behind delinquencies is the use of the card to
cover personal expenses. So, Mr. Chairman, you may remember at
the last hearing I mentioned several cases involving egregious use
of credit cards. Just a few of them:

A marine sergeant, A. Lopez, who ran up a $19,581 bill for per-
sonal expenses and then left the service and the unpaid bills when
his retirement was up.

A person by the name of P. Falcon, with an unpaid bill of $9,847,
including $3,100 spent at a nightclub.

A dead sailor, T. Hayes, who spent $3,521.
Q. Rivera, Army Reserve, whose wife spent $13,000 on a shop-

ping spree in Puerto Rico.
R. Walker, Air National Guard, with an unpaid balance of

$7,428, including his wife’s gambling debts.
In the past 8 months that have passed since the hearing, only

one of these accounts has been paid off. P. Falcon paid his bill.
Every expense posted to his account was personal. He is under in-
vestigation.

The others have the same large, unpaid balances that we saw
last summer. Some are under investigation.

More aggressive offsets and late fees might help bring this kind
of abuse to a screeching halt. Some real leadership at the top
would also help. One of the most powerful elements of leadership
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is setting an example of excellence. Setting a good example should
include paying credit card bills on time.

Officers should always set the example. Unfortunately, there are
713 commissioned officers who have defaulted on $1.1 million in
charges. All of these accounts are in charge-off status or unpaid for
7 months or more. Their ranks range from junior lieutenants up to
senior colonels and a Navy captain. Individual unpaid balances top
out at $8,000. Some of the charges on these accounts look sus-
picious and obviously need investigation. Commissioned officers
who run up $1.1 million in bad debts set a terrible example for the
rank-and-file.

Somebody in the Pentagon needs to come down hard on officer
scoff-laws. Credit card abuse in the military will never stop until
the officers cleanup their act. So, Mr. Chairman, I am presenting
to you a list of 713 commissioned officers who defaulted on their
accounts, along with unpaid bills for each officer. I would like to
have the committee take this, and I ask that it be placed in a con-
fidential record at today’s hearing.

Mr. HORN. Without objection.
Senator GRASSLEY. Then I would also ask you, Mr. Chairman, to

join me in a letter to Secretary Rumsfeld, because I would like him
to see the list and determine what action should be taken in this
matter.

Mr. HORN. I am delighted to join you in that letter.
Senator GRASSLEY. OK, thank you very much.
The General Accounting Office has uncovered a disturbing case

involving alleged purchase and travel card fraud by one person,
Ms. Tanya Mays. She was assigned to the Navy Public Works De-
partment, San Diego. Ms. Mays took her purchase card Christmas
shopping and in a few short days ran up a bill of $11,551 at
Macy’s, Nordstrom’s, and Circuit City. She bought gift certificates
worth $7,500, a Compaq computer, an Amana range—there’s noth-
ing wrong with Amana ranges, if you pay for them; they’re made
in Iowa—[laughter]—groceries and clothing, all at taxpayers’ ex-
pense.

Mr. HORN. I’m a Target man.
Ms. SCHAKOWSKY. Actually, I have an Amana. [Laughter.]
Senator GRASSLEY. OK. She presented the bill to her Navy super-

visor, who signed and certified it for payment, and it was paid in
full. She also used her travel card to buy airline tickets for her son.
The cost was $722. When Ms. Mays left the Public Works Depart-
ment, she was allowed to keep her purchase card. I guess they fig-
ured that she needed help again, and they were right, she did, this
time for a personal car rental, and Public Works gladly paid the
bill.

So, Mr. Chairman, I find the Mays’ case very troublesome. She
has allegedly made a number of fraudulent purchases. Yet, there
seems to be total disregard for accountability. Ms. Mays has not
been asked to repay the money she allegedly stole. No disciplinary
action has been taken. In fact, she was moved into a bigger job and
has been given a promotion effective October 2001. She is now as-
signed to the Army’s top-level Financial Management Office in the
Pentagon, and I am told that she is in charge of cash integration.
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So, Mr. Chairman, when you put one of these cases under a mi-
croscope, it seems like the whole problem comes into much sharper
focus. The Tanya Mays case is not unique, and I can guarantee
that. Here’s another.

A Department of Defense employee by the name of Somchart
‘‘Nick’’ Fungcharoen, he used his travel card exclusively for per-
sonal expenses. Over a period of 2 years he charged nearly $35,000,
including medical expenses, $4,016. On the surface, it appears as
if he spent most of the money romancing a waitress he met at the
Hooters’ Bar and Grill in Jacksonville, FL. Her name was Jennifer
Gilpin.

Mr. HORN. Senator, I’m going to have to interject for a minute.
I’ve got a journal call on the floor. When you are done with that
statement, if you would come up here, and we will have Mr. Kutz
start his testimony——

Senator GRASSLEY. OK.
Mr. HORN [continuing]. And then you will have a chance to dia-

log with GAO.
Senator GRASSLEY. OK.
Mr. HORN. Then I will be back within the time.
Senator GRASSLEY. This gentleman used his travel card exclu-

sively for personal expenses. Over a period of 2 years he charged
nearly $35,000, including medical expenses of $4,016. On the sur-
face, it appears that he had used this to romance a waitress.

After they got to know each other, she asked him for money to
have a breast enlargement operation. He agreed and took her to a
surgeon, Dr. John J. Obi, M.D. Dr. Obi performed the operation
and Fungcharoen used his Department of Defense credit card to
pay the bill.

When the relationship soured, the case ended up in small claims
court, and the military man had retired on disability and wanted
his money back. The judge became alarmed that Fungcharoen tes-
tified proudly that he had used his government-issue credit card to
pay the doctor. Fungcharoen whipped out the card in the courtroom
and showed it to the judge. The judge examined the card and read
on the inscription, ‘‘For official government travel only.’’

The judge stated, in total disbelief, ‘‘You paid for this breast en-
largement with a government credit card?’’ After the revelation, the
judge said, ‘‘Let’s not go there.’’

This case is unique. It is unique because the cardholder paid his
bill, though not always on time.

I have two problems with the case. First, Fungcharoen used his
card exclusively for personal business. Had he used the standard
commercial card, he would have incurred stiff interest charges and
penalty. He used the Department of Defense plastic to avoid costs
that the rest of us have to pay. He got a free loan from the bank
without asking. That is just one small step away from other worse
forms of abuse.

Second, the case underscores the total lack of oversight by the
EAGLS crew. They were asleep at the switch, and a quick EAGLS
check would have shown that he was making extensive unauthor-
ized purchases around his home in Florida.
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And why did he have a card after retirement is obviously an im-
portant question. Like Ms. Mays, I guess he figured out that he
needed it again.

So, Mr. Chairman, accountability is the key. With no accountabil-
ity, we can look forward to more egregious credit card abuse, re-
lentless abuse. It will go on and on and on with impunity. A person
who holds up a liquor store and takes $500 in cash can go to jail
for 15 years. If he used Department of Defense plastic to steal
$12,000 with DOD plastic, like Tanya Mays allegedly did, you get
a promotion, and that just doesn’t seem to be right.

People who abuse their government credit cards have to pay a
price. Heads have to roll. When the price is right, the abuse then
will end. If the abusers are forced to repay the money with pen-
alties, the stealing will stop.

I thank you very much, Mr. Chairman.
[The prepared statement of Senator Grassley follows:]
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Senator GRASSLEY. I will do as the chairman suggested. I will be
right up there.

We would now call upon Mr. Kutz, the Director of Financial
Management and Assurance at the General Accounting Office. Mr.
Kutz.

STATEMENTS OF GREGORY D. KUTZ, DIRECTOR, FINANCIAL
MANAGEMENT AND ASSURANCE, U.S. GENERAL ACCOUNT-
ING OFFICE, ACCOMPANIED BY JOHN RYAN, SPECIAL
AGENT, ASSISTANT DIRECTOR, OFFICE OF SPECIAL INVES-
TIGATIONS, U.S. GENERAL ACCOUNTING OFFICE; CAPTAIN
JAMES M. BARRETT III, CIVIL ENGINEER CORPS, U.S. NAVY,
AND COMMANDING OFFICER, NAVY PUBLIC WORKS CENTER,
SAN DIEGO, CA; CAPTAIN PATRICIA A. MILLER, COMMAND-
ING OFFICER, SPACE AND NAVAL WARFARE SYSTEMS CEN-
TER, SAN DIEGO, CA; TINA W. JONAS, DEPUTY UNDER SEC-
RETARY FOR FINANCIAL MANAGEMENT, DEPARTMENT OF
DEFENSE; DEIDRE A. LEE, DIRECTOR OF DEFENSE PRO-
CUREMENT, OFFICE OF THE UNDER SECRETARY OF DE-
FENSE FOR ACQUISITION, TECHNOLOGY AND LOGISTICS,
DEPARTMENT OF DEFENSE; AND DANIELLE G. BRIAN, EXEC-
UTIVE DIRECTOR, PROJECT ON GOVERNMENT OVERSIGHT

Mr. KUTZ. Senator, good to see you chairing a House hearing
here. Good morning.

Senator GRASSLEY. I can’t believe it. [Laughter.]
Mr. KUTZ. It is a pleasure to be here to testify on our audit of

Navy purchase cards. With me this morning is Special Agent John
Ryan from our Office of Special Investigations.

Purchase cards were introduced to the government in the 1980’s
primarily to streamline the acquisition process for small purchases.
Usage of purchase cards has grown quickly in the Federal Govern-
ment, increasing from about $2 billion in 1995 to nearly $14 billion
in 2001.

The Department of Defense purchase card activity was about $6
billion in 2001. With 230,000 purchase cards in the hands of DOD
employees, effective internal controls are necessary to protect the
government from fraud, waste, and abuse.

Senator, I have a purchase card in my hand here that is also dis-
played on the monitor. As you can see, it looks like a normal credit
card and can generally be used wherever Mastercard is accepted.
However, notice, as you mentioned on the travel card, this one
says, ‘‘For official government purchases only.’’

Today I will discuss our followup audit of fiscal year 2001 pur-
chase card activity at two Navy units in the San Diego area,
SPAWAR Systems Center, which I will refer to as SPAWAR, and
the Navy Public Works Center, or Public Works. These units of pri-
marily civilian employees serve critical roles in supporting DOD’s
mission.

Our audit focused on implementation of the purchase card pro-
gram, not its design. As you mentioned, Senator, used and con-
trolled properly, the purchase card can benefit the Federal Govern-
ment. The bottom line of my testimony this morning is that for fis-
cal year 2001 we again found significant breakdowns in internal
controls over purchase cards at the two Navy units. These break-
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downs contributed to fraudulent and abusive purchases and theft
and misuse of government property.

My testimony has three parts: first, the overall purchase card in-
ternal control environment; second, the effectiveness of key internal
controls, and, third, examples of fraudulent, improper, and abusive
purchases.

First, our work has shown that the lack of a strong internal con-
trol environment leads to the risk of improper behavior. For fiscal
year 2001, the control environment at both SPAWAR and the Pub-
lic Works was ineffective. However, improvements were made by
both units, including significant reductions in the number of card-
holders, increased focus on training, and reductions in credit limits.

A key factor impairing the control environment at SPAWAR was
the management tone at the top. The former commanding officer
testified last July that the purchase card program at SPAWAR had
effective management controls. By denying before this subcommit-
tee, and later to his staff, that there was a problem, he effectively
supported the status quo.

We are encouraged by the commitment of Captain Miller, the
new commanding officer, to ensure that an effective, well-controlled
purchase card program is implemented at SPAWAR. However, we
are concerned that there will be significant cultural resistance to
change. For example, through the end of our audit, SPAWAR con-
tinued to rationalize many improper, abusive, and questionable
purchases.

A key factor in the improvements at the Public Works is the con-
sistently proactive attitude demonstrated by Captain Barrett and
his staff.

Second, basic internal controls over the purchase card program
remain ineffective during 2001 at both units, including independ-
ent documentation of receipt of goods and services and independent
review and certification of the monthly credit card bill. Public
Works’ failure rate of 16 percent for receipt and acceptance was a
significant improvement from the 47 percent failure rate in 2000.

I will use the posterboard to illustrate how fraud can occur when
these two key internal controls fail. As you can see, this excerpt
from a purchase card bill is similar to a normal credit card state-
ment. Most taxpayers closely review their monthly credit card bill
to ensure that all the charges are appropriate.

This extreme example is the December 1999 credit card bill that
you mentioned, Senator, for a fraud case that Agent Ryan inves-
tigated. As you can see, somebody went on a Christmas shopping
spree. This bill, which includes over $11,000 in fraudulent charges,
was approved and paid for by the Public Works. Consistent with
our 2001 findings, both controls failed, as the government never re-
ceived these goods, and the bill was paid with no review. Fortu-
nately, over a year later, the government got this money back.
However, I think you will agree this is no way to handle taxpayer
money.

Third, given the weak controls, it is not surprising, especially for
SPAWAR, that we identified potentially fraudulent, improper, and
abusive purchase card transactions in 2001. Examples of actual
and potential fraud include 1,914 compromised Navy accounts that
were previously reported that were used to purchase jewelry, pizza,
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flowers, and tires; over $10,000 of charges by a safety product ven-
dor that SPAWAR paid, despite the fact that no goods were re-
ceived, and $164,000 of purchases from another SPAWAR vendor
with no documentation that any goods or services were received.

We have provided the listing of compromised accounts, which in-
cludes 78 SPAWAR and 10 Public Works accounts that were active
to the Navy in January, and these accounts were finally canceled
earlier this month. The two vendor cases I mentioned have been re-
ferred to Agent Ryan for investigation of fraud and abuse.

We also identified the improper purchases at both SPAWAR and
Public Works. Some of these purchases represented disbursement
of government funds that have not authorized by law. Examples of
improper purchases included food, clothing, and the rental of lux-
ury automobiles.

SPAWAR also improperly wrote 30 convenience checks over the
$2,500 limit, for a total of $347,000. After we identified wasteful
and improper usage, the Navy canceled SPAWAR’s convenience
check privileges.

In addition to fraudulent and improper charges, we identified a
number of abusive or questionable purchases by SPAWAR. These
represent purchases that were at excessive cost, of questionable
government need, or both.

For example, as shown on the posterboard, we found purchases
at SPAWAR including Louis Vuitton $250 day planners, which are
also shown on the monitor; $195 leather tote handbags, again
shown on the monitor; abusive and wasteful usage of cell phones;
luggage such as wallets, passport holders, and backpacks that were
given away; computer bags purchased in Italy and from Sky Mall
for as much as $250 each; four sets of Lego toy robots that you
mentioned, Senator, costing $200 each, none being in possession of
the government; clothing, including the $140 jacket, which is also
shown on the monitor; a $300 Bose headset that was used pri-
marily to listen to music, and a questionable trip for 30 to Bally’s
Paris Casino in Las Vegas, at a cost to the taxpayer of $15,000 to
$20,000.

Consider this: For 2001, we audited less than 200 transactions
and found these abusive items, along with potentially fraudulent
and improper purchases. In contrast, SPAWAR’s stand-down re-
view looked at 16,000 transactions, and, Senator, guess what they
found—nothing. No fraudulent, improper, or abusive charges.

In summary, the findings today reflect what can happen when fi-
nancial management is broken and accountability is lost. These
purchase card control weaknesses are reflective of the broader fi-
nancial management problems facing DOD. It is interesting to note
that there have been limited consequences for individuals that
have misused the government purchase card.

In light of the events of September 11th, and the Federal Gov-
ernment’s short and long-term budget challenges, it is more impor-
tant than ever that DOD get the most from every dollar spent. Sec-
retary Rumsfeld has noted that billions of dollars of resources could
be freed up for national defense priorities by eliminating wasteful

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00027 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



24

spending. The purchase card abuse I have just described is a small
example of what he is talking about.

Senator, this concludes my testimony. Mr. Ryan and I are avail-
able for questions after the other statements.

[The prepared statement of Mr. Kutz and Mr. Ryan follows:]

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00028 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



25

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00029 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



26

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00030 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



27

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00031 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



28

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00032 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



29

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00033 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



30

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00034 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



31

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00035 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



32

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00036 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



33

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00037 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



34

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00038 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



35

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00039 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



36

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00040 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



37

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00041 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



38

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00042 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



39

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00043 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



40

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00044 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



41

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00045 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



42

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00046 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



43

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00047 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



44

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00048 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



45

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00049 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



46

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00050 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



47

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00051 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



48

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00052 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



49

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00053 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



50

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00054 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



51

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00055 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



52

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00056 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



53

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00057 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



54

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00058 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



55

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00059 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



56

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00060 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



57

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00061 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



58

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00062 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



59

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00063 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



60

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00064 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



61

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00065 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



62

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00066 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



63

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00067 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



64

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00068 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



65

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00069 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



66

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00070 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



67

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00071 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



68

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00072 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



69

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00073 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



70

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00074 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



71

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00075 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



72

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00076 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



73

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00077 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



74

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00078 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



75

Senator GRASSLEY. It is now my privilege to invite Captain
James M. Barrett, Commanding Officer, Navy Public Works Cen-
ter, San Diego, to testify. Welcome.

Captain BARRETT. Thank you, Senator. Good morning.
As you mentioned, I am Captain Jim Barrett, Commanding Offi-

cer of the Navy Public Works Center in San Diego. I assumed com-
mand of the Center on August 24, 2001. I have submitted my writ-
ten testimony statement for the record.

In testimony before this subcommittee on July 30, 2001, my
predecessor stated, ‘‘I fully recognize that controls are a key ele-
ment.’’ He was committed to ensuring those controls were put in
place. I am here to assure you that I have continued to address
that commitment since taking command of the Public Works Cen-
ter, San Diego.

Prior to, during, and as a result of GAO’s initial audit, PWC, San
Diego, has worked tirelessly to improve the internal control envi-
ronment of our purchase card program. As Mr. Kutz has men-
tioned, we have significantly reduced the number of cardholders;
we have significantly reduced the credit limits of our purchase
cardholders; we have greatly increased the number of approving of-
ficials that allows a more effective oversight for those cardholders.

We have published supplemental guidelines and issued a revised
command instruction on purchase card procedures. We have held
numerous training sessions to address the issues raised by GAO
during their initial audit. We have also held training sessions to
address Navy policy changes resulting from GAO’s audit.

Mr. Chairman, I believe we have improved dramatically, and we
are continuing our work to get better. That concludes my summary
statement, subject to any questions you or the other committee
members may have. Thank you, Mr. Chairman, for the opportunity
to appear today.

[The prepared statement of Captain Barrett follows:]
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Senator GRASSLEY. Thank you very much for your testimony.
I now would call Captain Patricia A. Miller, Commanding Offi-

cer, Space and Naval Warfare Systems Center, San Diego. Wel-
come, Captain.

Captain MILLER. Good morning. Thank you, sir. Good morning,
Senator Grassley.

As you said, I am Captain Patricia Miller, Commanding Officer,
Space and Naval Warfare Systems Center, San Diego. I assumed
command on December 8, 2001. Senator Grassley, I have prepared
a written statement, which I request be submitted for the record.

Senator GRASSLEY. It will be received.
Captain MILLER. Thank you, Senator. I will now briefly summa-

rize my statement.
First, I sincerely appreciate GAO’s thorough and candid assess-

ment in their recently completed command audit. As I told Mr.
Kutz, I am personally committed to changing the culture at my
command to permanently improve this important and vital pro-
gram.

As you know, the GAO found both continued weakness and sig-
nificant improvements in our program. We agree there was a com-
mand climate that permitted these abuses. We agree there were
several employees who used poor judgment in making purchases,
and we did not serve our employees well by providing proper over-
sight to prevent these abuses.

In summary, we agree with GAO’s findings. We have made sig-
nificant changes to correct these deficiencies and are working hard
to implement GAO’s recommendations.

For example, we have reduced the number of cardholders by
more than 30 percent. We have dramatically increased the number
of approving officials, and are now far below the recommended De-
partment of Defense cardholder-to-approving-official ratio. We have
ensured these approving officials are personally accountable for
statements submitted for payment and the cardholders under
them.

All approving officials and cardholders have received detailed
training on appropriate purchasing behavior. We have strength-
ened our internal controls by implementing a process to randomly
review purchase card transactions. We have implemented a semi-
annual command evaluation review to look at our processes and
procedures to identify potential problems early. In addition, GAO
has reviewed the Enterprise Resource Planning [ERP], System, and
we have implemented their recommendations.

Senator, I am personally committed to increasing our manage-
ment oversight, training employees to establish a greater aware-
ness of ethical and prudent purchases, and changing the command
climate to ensure every single employee understands their ethical
and fiduciary responsibilities. We are fully engaged in making the
necessary changes to ensure that you and the public have trust and
confidence in my command.

Senator Grassley, I appreciate the committee giving me the op-
portunity to address this important issue, and I am now prepared
to respond to any questions you may have. Thank you.

[The prepared statement of Captain Miller follows:]
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Senator GRASSLEY. I want to thank you for the responsible atti-
tude toward change and correcting the problem, for both of our
Captains in command there in San Diego. Thank you very much.

It is now my pleasure to invite Tina W. Jonas, Deputy Under
Secretary for Financial Management at the Department of Defense.
Ms. Jonas.

Ms. JONAS. Thank you, Senator. I am glad to be here this morn-
ing to talk about this issue.

At the outset, let me say that the Department’s senior leadership
is seriously concerned about purchase card problems that are the
focus of this hearing this morning. We will not tolerate failure to
comply with established policies and procedures such as occurred
with the purchase cardholders at some locations. We understand
that, even if instances of fraud and abuse are caught early, they
reveal a lapse in internal management controls, and such lapses
cannot be allowed in so serious a business as America’s national
defense.

For purchase cards, the most important role of my organization,
the Comptroller’s Office, is to strengthen all internal management
controls, not merely those controls relevant to purchase cards. We
are doing this as part of an unprecedented overhaul of the Depart-
ment’s financial management.

Our efforts include both long-term and short-term initiatives.
Long-term we are streamlining and standardizing the Depart-
ment’s financial and non-financial systems, transforming them into
an integrated set of systems that will enable DOD leaders to get
the timely, accurate, and complete financial information that is es-
sential to strong internal controls.

Short-term we are taking action to address immediate problems
to facilitate our long-term initiatives and to work with the Depart-
ment’s senior leadership to overcome purchase card problems. For
example, the Under Secretary of Defense Comptroller, Dr. Zakheim
and the Under Secretary of Defense for Acquisition, Technology
and Logistics, Pete Aldridge, recently issued a joint memorandum
directing all components to ensure compliance with published pur-
chase card and internal controls.

These controls are consistent with the General Accounting Of-
fice’s standards, and they include a maximum dollar limit for any
single purchase, a maximum dollar limit for the cumulative value
of all purchases made during the monthly billing cycle, limitations
on the cards used to categories of merchants, if appropriate, or to
a single merchant.

It also includes requirements for the supervisor to receive, re-
view, and, as necessary, question and adjudicate billing differences
with each subordinate cardholder. I think this was one of the key
faults that happened at the Navy, and we are working decisively
on that problem. When implemented properly, these controls mini-
mize losses from waste, fraud, or abuse.

In addition, in the Department’s internal management control
program, we are making the purchase card program an area of spe-
cial emphasis. This will force DOD components to review their in-
ternal controls for their purchase cards and report on the adequacy
of those controls. I assure you that we will review those reports
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very carefully and followup with specific actions necessary to cor-
rect problems.

We are also working with the audit community and subject mat-
ter experts, and we have identified potential fraud indicators for
this program. For example, if the same person that makes a pur-
chase also approves the bill for payment, this would be a red flag,
and these types of indicators are being developed and software is
being used to identify suspect transactions.

We are also building a front-end edit that the purchase card con-
tractors will use to flag suspect transactions for review before
transactions are authorized. This is the same concept used by
major credit card companies, but it is tailored to the DOD business
model.

Beyond the specific purchase card emphasis, the scope of our
management controls extends to every activity an area of respon-
sibility within the Department and its components, and our proce-
dures apply to all financial, administrative, and operational con-
trols.

This past year the Comptroller implemented the first phase of an
initiative to ratchet-up the management control program. In co-
operation with the Assistant Inspector General for Auditing, we
identified major areas that other senior leaders in the Department
evaluated for coverage in the Annual Statement of Assurance in
the Reporting Cycle.

Also, this past year, for the first time, we required components
to identify the cost to correct material and systemic weaknesses,
and we required the components to specify performance metrics to
gauge success in resolving identified weaknesses. This year, again,
we will work with the Inspector General to identify issues and
trends that need to be addressed by the DOD senior leadership,
and we conduct periodic visits to component Headquarters’ internal
review organizations to ensure that they are appropriately
resourced and effectively performing their missions.

In closing, Mr. Chairman, the Department takes the matter of
internal control seriously, and our most senior leadership will man-
age from the top-down and ensure the correction of those defi-
ciencies identified by the General Accounting Office and the Office
of the Inspector General.

Thank you. I would be happy to take any questions.
Mr. HORN. Thank you very much.
We now have Deidre A. Lee, the Director of Defense Procure-

ment, Office of the Under Secretary of Defense for Acquisition,
Technology and Logistics, Department of Defense. Ms. Lee.

Ms. LEE. Good morning, Chairman Horn. I’m a last-minute addi-
tion to this hearing, to affirm Defense Procurement’s commitment
to properly manage the defense purchase card program. You and
I had a brief discussion during a hearing last week, and I just
wanted to appear before you today and affirm again that commit-
ment.

The purchase card program is very important to the Department.
As you know, we use it for a variety of methods. It has saved trans-
action costs, and it has in many cases put the purchaser closer to
the requirements and shortened that timeframe. But it must be
properly managed.
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As noted, the Public Works has an improvement program and
has made some progress. The current situation at SPAWAR is un-
acceptable. We are working with Captain Miller and she has cer-
tainly stepped up-to-the-plate, starting in December, to try to rem-
edy these situations.

We have a two-prong approach. The first is to address the prob-
lems at SPAWAR, and the Department has taken the following ac-
tions: The purchase cards at SPAWAR have been suspended at the
bank—that is not just through the user, but at the bank—effective
immediately. We then are going to reinstate a handful of the pur-
chase cards to support mission-critical and essential fleet needs,
and they will be reviewed by the local commander. The program of-
fice will monitor the transactions through the bank. We can actu-
ally go through the bank and see when those cards are used and
what is turned back on, and we will do that.

Then the cards will remain suspended until Captain Miller puts
in her what we call a multi-step program, making sure people are
trained, educated, understand the commitment, understand their
responsibility. Then, little by little, with confirmation through sen-
ior leadership, we will reinstate that program and manage it very
aggressively.

We also have a training program that she has put in place, and
everyone gets remedial training. They will be reminded of their
duty to buy only minimum requirements, instead of, unfortunately,
some of these luxury items we talked about. They will be reminded
of their obligation to purchase through NIB/NISH, the blind, the
handicapped, the Federal Supply Schedules.

We will also identify the review and certification process, that
billing officials must be connected to the cardholder and know what
they’re purchasing and whether or not it applies to their job.

We also have put in place a property accounting system. So when
purchases are made, there’s a matchup: Are they there? Do we
have them?

Then there also will be a very clear statement of what the situa-
tion is for violations of using that card. We are working with
SPAWAR to do all of that.

I am very serious about remedying the situation, and I intend to
personally verify the situation improvements and report back to
you by the end of May.

Shifting to the departmentwide program, because, as GAO men-
tioned, we are also concerned, let’s make sure we are doing this
right across the Department, and with you, Mr. Chairman, I note
that we have the Executive Contracting Course here. I am glad for
them to hear this discussion, so they know how serious we are
about improving this program.

We have taken an approach across the Department as well. We
have identified many activities, but mainly leadership, internal
controls, and common sense are needed to use this program prop-
erly.

We are going to review all the approval and certification proce-
dures for officials. They have been instructed to do that. We’ve also
reviewed how we appoint billing officials, how we appoint certifi-
cation officials, the span of control.
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We are reviewing the establishment for account establishment:
Who should have a card? Why? For what purpose? To what
amount? And that includes the limits.

We have instructed the card managers to review the flexibilities
within the card. Can they block certain codes, certain merchant
codes, certain vendors? And they have been reminded to do that.

We are also making sure that appropriate resources are allo-
cated. You can’t just handout the cards and then not have the re-
sources allocated to do the oversight. So we are focusing on that
as well.

We are going to have training for all purchase card accounts and
also to emphasize leadership and oversight responsibilities. We
have also partnered with DCAA, Defense Contract Audit Agency,
the Inspector General, and have several things going on there, in-
cluding an online training course that will be available by the end
of the year which specifically addresses some of the things high-
lighted in GAO. We are using a software program where we can
have oversight of the purchases.

We have also put in place some additional—I have asked the IG
to do an across-the-Department look. They now coordinate all pur-
chase card reviews with the various inspector units and give us a
quarterly report on what they’ve found. We will track down those
trends and implement it across the Department program, not just
at SPAWAR or Public Works.

We also have an online software program where the cardholder
is going to have to click on each transaction. The transaction then
goes to the oversight, so that it has to follow the process of having
appropriate review.

So, Mr. Chairman, we are painfully aware of the issues with pur-
chase cards, and I am here to personally commit that we will make
sure these cards are used appropriately and make sure that our
people understand their responsibilities, and we all live up to our
commitment to the taxpayer.

[The prepared statement of Ms. Lee follows:]
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Mr. HORN. Well, I thank you for your statement. You mentioned
accountability. Now that accountability will come up the service
line or the civilian line, or both?

Ms. LEE. Both, sir, and including the financial side, Ms. Jonas,
as well as the policy side from a procurement-specific standpoint,
myself.

Mr. HORN. Because there are also Inspectors General in the serv-
ices.

Ms. LEE. Yes, sir. We have asked the DOD Inspector General to
coordinate all their audit reports and kind of look across the De-
partment, what did each Inspector General at each service find, co-
ordinate that and show us any trend data, any systematic prob-
lems.

Mr. HORN. So we’ve got now a program that relates to education
of these in terms of both the civilian and the service line?

Ms. LEE. Yes, sir.
Mr. HORN. Now I would like to know, what, if anything, has been

done in terms of the court martial part, and is there anything to
do with this type of bad behavior? Is there anywhere in the court
martial situation, in the code of military justice, that one can be
brought before on court martial? Otherwise, they are just laughing.

Ms. LEE. Sir, if you are talking about the removal of the com-
mander from SPAWAR, that was for a variety of actions. I under-
stand it was not specifically the purchase card, but we have all
kind of talked about the attitude or tone at the top that seemed
to be underlying that situation, and that was one of the issues.

Mr. HORN. Well, it’s been about 30 years since I have looked at
the court of military justice, when that was put out mostly in the
Eisenhower administration. The question is, is there language in
that one can violate and be brought up on that?

Ms. LEE. I am not personally familiar with it.
Mr. HORN. Now our last presenter is Danielle G. Brian, the exec-

utive director of Project on Government Oversight [POGO]—noth-
ing to do with the comic ‘‘Pogo,’’ but sometimes things seem that
way. [Laughter.]

Ms. BRIAN. Mr. Chairman, thank you for inviting me to testify
at this hearing. As usual, this subcommittee is performing the very
important job of overseeing the workings of the Federal Govern-
ment. If only more committee chairmen and members of commit-
tees took that part of their job as seriously as you do.

I am the director of the Project on Government Oversight
[POGO]. Our organization investigates, exposes, and seeks to rem-
edy systemic abuses of power, mismanagement, and subservience
by the Federal Government to powerful special interests. Founded
in 1981, POGO is a politically independent, non-profit watchdog
that strives to promote a government that is accountable to the
citizenry.

Today we are talking about waste, fraud, and abuse of the De-
partment of Defense, the agency that can’t account for $1 in $4 it
spends. I know defenders of DOD accounting procedures claim this
is an unfair criticism, that the missing $1.1 trillion is only a paper
transaction. In these days of Arthur Andersen accounting, a firm,
I might add, that continues to consult for nearly every Federal
agency, my response is, show me the money.
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We have found that Federal agencies are loath to admit they’re
making a mess of things. The Pentagon must be forced to account
for its expenditures of taxpayer dollars. I am particularly im-
pressed when government officials such as those at the Navy Pub-
lic Works put their energy into fixing a problem rather than deny-
ing or covering it up.

Thanks to the work of Senator Grassley and his staff, Chairman
Horn, and the GAO, we have been made aware of the abuses of
Federal purchase cards, one of many Federal dollar sink holes at
DOD. The GAO found that these purchase cards, as we have been
hearing, have been used to buy personal items at two San Diego
Navy installations. Despite the Pentagon’s best efforts to pretend
these were localized abuses, however, it is clear this is a systemic
problem. Across the country and in a different service, this time
the Army, similar abuses have been uncovered.

In January 2000, two enterprising reporters at the Fayetteville
Observer sent Freedom of Information Act requests for the receipts
of more than 330,000 government credit card purchases by Fort
Bragg cardholders. Among many others, they found charges of, for
example, $981 for Atlanta Braves baseball tickets, $235 for Six
Flags Magic Mountain tickets, and my personal favorite, $111 at
Victoria’s Secret.

Some may say that those who would commit fraud will do so re-
gardless, but creating a system where the oversight is largely the
honor system is asking for trouble. One cardholder indicted for
making over $17,000 in fraudulent personal transactions com-
mented that illegal use of the credit cards was too easy, and that
she was the sole authorizer of card purchases.

We believe that for the most part the problem is not created by
the existence of the purchase cards themselves, but with the re-
duced financial oversight that comes with what are called micro-
purchases of $2,500 or less for each transaction. However, most of
these unaccountable micro-purchases are made through the use of
these credit cards.

According to the Federal Acquisition Regulation, micro-purchases
may be awarded without soliciting competitive quotations if the
contracting officer considers the price to be reasonable. A system
that allows for non-competitive purchases without checks and bal-
ances is simply a bad idea. Allowing hundreds of thousands of gov-
ernment cardholders to make these purchases is lunacy.

In addition to the outright fraud committed with the use of these
purchase cards, a more damaging problem is the overcharging that
also flies below the micro-purchasing radar screen. A 2001 DOD IG
audit of micro-purchases at the Defense Supply Center in Philadel-
phia found that overcharging occurred in no fewer than 42 percent
of the audit sample. Among the most egregious cases of overcharg-
ing was a $409 sink that should have been purchased for $37.

Not surprisingly, both the GAO and the DOD IG have rec-
ommended strengthened internal controls to prevent such over-
charging and outright fraud. But when Uncle Sam is paying the
credit card bill, there are currently far too few deterrents to keep
a credit cardholder from misusing these purchase cards.

Incredibly, in the face of these findings, another subcommittee
under Government Reform, the Subcommittee on Technology and
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Procurement Policy, held a hearing just last week on proposed leg-
islation that would increase tenfold the micro-purchase threshold
from $2,500 to $25,000 with no additional financial oversight,
which is section 221 of the Services Acquisition Reform Act. I can
imagine the headlines that will soon follow if this bad bill becomes
law.

This proposal to increase the government purchase card micro-
purchasing threshold is simply a continuation of the efforts by ac-
quisition reform lobbyists to reduce financial oversight and limit
the ability of competition and free market forces to lead to smarter
government spending. We have found that so-called acquisition re-
forms, which have gained currency in the past decade, have repeat-
edly been detrimental to oversight and accountability of Federal
procurement and have resulted in increased expense to taxpayers.
Who benefits? The contractors who have drafted this legislation.

In our recent report, ‘‘Pickpocketing the Taxpayer: The Insidious
Effects of Acquisition Reform,’’ we cite numerous findings by gov-
ernment auditors that show these reforms have, in fact, been de-
forms which limit competition and pretend prices for government
purchases are determined by commercial forces when they are not.

Mr. Chairman, I simply do not understand how we have come to
a point where the founding principles of the American economy,
free market forces and fair and open competition, are valued only
when they don’t apply to the government.

The downward spiral away from competitive purchasing and to-
ward more acquisition from the few remaining giant defense con-
tractors is exacerbated by the use of government credit cards. The
Office of Advocacy of the U.S. Small Business Administration is
currently studying the effects of the use of government credit cards
on small businesses.

They have already concluded, ‘‘Prior to acquisition reform, micro-
purchases of $2,500 or less were reserved exclusively for small
businesses.’’ Today these purchases are no longer reserved for
small businesses because many of these purchases are being ac-
quired through the use of the government credit card. Nearly one-
half million Federal employees may use the government credit card
with any authorized merchant. There are few, if any, acquisition
controls on the use of the card. Other than convenience, there is
very little data to reveal that the government is getting the best
price with the use of the credit card.

In conclusion, Mr. Chairman, I hope you are successful in per-
suading your colleagues that reduced procurement and financial
oversight at the Pentagon is not in the American public’s best in-
terest. Thank you.

[The prepared statement of Ms. Brian follows:]
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Mr. HORN. Thank you very much. I am going to ask a few ques-
tions going this way this time [indicating].

Ms. Lee, I am wondering, what about the young woman who al-
legedly went on a pre-Christmas shopping spree using her govern-
ment credit card? Was she reprimanded? According to the General
Accounting Office, she has moved from a government salary grade
of 11 to a grade 12. Where is she working now?

Ms. JONAS. Mr. Chairman, the woman that you are talking about
currently works for the Army, as I understand it. I have personally
spoken to the Army Comptroller about this case. I have been ad-
vised that the case was under investigation, and she has assured
me that they are checking with the General Counsel as to what
disciplinary action can be taken.

I also have spoken personally with the Navy Comptroller, Mr.
Aviles, about this case because, apparently, if I’ve got the case
right, a number of the abuses happened when this woman was
with the Navy. The NCIS investigated the case. The assistant U.S.
attorney was asked to look into it. I guess they have declined.

I would like to submit the facts for the record, if you don’t mind,
because I’m doing this almost entirely from my memory.

[The information referred to follows:]
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Ms. JONAS. But the assistant U.S. attorney apparently declined
to prosecute, and I am uncertain at this moment—you know, I’ve
heard two different facts on this, but I don’t know whether it was
because of the threshold or whether it was because of a lack of
facts.

But I am very concerned about that case. I know Sandra Pack,
who is the Army Comptroller, who is new to the building, also just
found out about this case. So we are very well aware of that case.
We are trying to look into that and see what we can do.

Mr. HORN. Well, I am sort of bemused that the Navy got away
with passing off some of its people on the Army. I can’t imagine
the Army doing that and accepting it, but they probably didn’t
know a thing about it.

Ms. JONAS. Right, yes, Mrs. Pack recently came into this job and
it is one of the things that she inherited, but she is very well aware
of it and personally assured me that she is talking with her Gen-
eral Counsel on ability to act against this person.

Mr. HORN. Mr. Kutz and Mr. Ryan, who is the special investiga-
tor, do you have any comments on this situation?

Mr. RYAN. The case was originally investigated by NCIS and pre-
sented to the U.S. attorney. They declined prosecution.

Mr. HORN. Now which U.S. attorney was this?
Mr. RYAN. The one in San Diego.
Mr. HORN. San Diego. Now do they have some sort of dollar

equivalent? I have seen that with some U.S. attorneys, ‘‘Oh, we
can’t be bothered with this.’’ I mean, what do we have to do, let
somebody steal $2 million? I mean it all adds up when you’ve got
little things going. But you need to have an example.

Mr. RYAN. Well, they have prosecutive decisions and they
make——

Mr. HORN. What was their criteria for not taking the case?
Mr. RYAN. I don’t know. They just decided that they weren’t

going to prosecute the case. I think we would have to ask the U.S.
Attorney’s Office in San Diego to explain their decision.

Mr. HORN. And I would like the staff to deal with the Attorney
General on this and see what the criteria is and why they’re not
doing something about it. Do we have any of these cases anywhere
else in the United States where a U.S. attorney has been given it
and has just said, ‘‘Sorry, I’ve got other things to do?’’

Mr. RYAN. Decisions on prosecution in judicial districts is a deci-
sion that is made by the U.S. attorney. The investigators present
the facts, and a decision to prosecute is left with the Department
of Justice. Each judicial district, from my experience, being an
agent with Secret Service for over 20 years, makes up their own
mind, have their own criteria, and they decide whether or not they
are going to prosecute or not prosecute. It really lies with the De-
partment of Justice.

Mr. HORN. Mr. Kutz, when the General Accounting Office discov-
ers some of these things, and it isn’t just this case, but it is all over
the country, does the GAO turn it over to the U.S. attorney?

Mr. KUTZ. We oftentimes refer it to Agent Ryan, who does fur-
ther investigative work, and also will work up a case and then for-
ward it to the Navy Criminal Investigative Service or another in-
vestigative group in the Department of Defense, who would then
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present it to the U.S. attorney for prosecution. That is, indeed,
what happened with the case you just described, Mr. Chairman.

Mr. HORN. How many cases have you referred to Mr. Ryan?
Mr. RYAN. Since I’ve been at GAO?
Mr. HORN. Yes, and how many are accepted?
Mr. RYAN. I really can’t give you a number on the number we

referred. We get a lot of information sent to GAO’s BroadNet, alle-
gations of fraud and abuse. We look at them. We interview the peo-
ple making the allegations. We will build a case to a certain level,
pass it onto the investigative body, either within the military or in
the Executive side, the FBI or the Secret Service, for them to fol-
lowup on the cases also.

Mr. HORN. So you expect the Department of Defense in this case
or the Department of the Navy to put those papers before the U.S.
attorney?

Mr. RYAN. I believe that’s the best way to present it, yes.
Mr. HORN. Does anybody in GAO say, ‘‘We don’t want to be both-

ered with that?’’ Or do they let you do what you think your con-
science does——

Mr. RYAN. GAO is very proactive, ever since I have been at GAO,
in pursuing, building-up these type of cases, developing the infor-
mation, and making sure that the investigative bodies are fully
aware and briefed. We make all our work papers and all our inter-
views available to the investigative bodies.

Mr. HORN. Captain Miller, you have been put on this job. What
day did you take over?

Captain MILLER. Sir, I assumed command on Saturday, Decem-
ber 8, 2001.

Mr. HORN. Did you know what you were getting into? [Laughter.]
Captain MILLER. Unfortunately, yes, sir.
Mr. HORN. I’m curious, could you explain what the GAO found

where you got a highly sophisticated staff of scientists using four
toy robots to assist them in their work, and I’m just curious, are
they toys? They cost the taxpayers $800, I believe. Are they in the
Navy’s possession? Do they have a use for whatever the Navy is
working on?

Captain MILLER. Mr. Chairman, the items in question, the pur-
chaser felt that they had a valid government use. I personally can’t
see that. That, to me, is one of those cases of poor judgment. But
the bottom line is we did not have good management controls in
place, and we did not have proper oversight, or that purchase
would never have been made.

Mr. HORN. What about the various items of clothing and expen-
sive handbags and daybook holders that the GAO put up on the
charts? Are they listed in your inventory and are they under your
control? Can other employees use them?

Captain MILLER. No, sir, they cannot use them. Those were pur-
chased for personal reasons. I acknowledge the GAO’s findings on
that. Again, it boils down to poor management controls and poor
oversight. We have taken positive steps, I believe, since December
8th to ensure that our training has been completed. All cardholders
and approving officials understand their responsibilities, and I be-
lieve that we should see improvements.
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Mr. HORN. Captain Barrett, do you and Captain Miller work out
some of the things that need to be done in both those commands,
or are we doing it each separately in terms of accountability, in
terms of inventory, in terms of following-up on this kind of thing?

Captain BARRETT. Mr. Chairman, it has been a relatively sepa-
rate effort on our behalf. Our problems tend to be internal in na-
ture. I won’t argue that there are opportunities for lessons learned,
and we will see if we can’t increase that dialog in the future.

Mr. HORN. Mr. Kutz, what would happen if someone in the pri-
vate sector misused or fraudulently used their corporate card in
this manner? Do you know any cases, any contractors, so forth?

Mr. KUTZ. No. What we did look at was for your hearing last
summer in July, we looked at the number of cardholders or per-
centage of employees that held purchase cards at private sector cor-
porations and found no more than 4 percent in large defense con-
tractors. Now, again, they do different business than someone like
SPAWAR, who has a lot of small projects. So I can see SPAWAR
probably needing more credit cards, but I think that the industry
standard is certainly that there are a lot less credit cards in the
hands of people, and that was one of the things I will acknowledge
that the Navy took significant action on since your last hearing.

They had, at the beginning of 2001, 47,000 Navy purchase cards
outstanding, and as of September 30, 2001, they were down to
27,000. So I think the recommendations we had and the hearing
you had had a positive impact on Navy, and they took that issue
seriously.

I certainly believe that you would find stronger internal controls
in the private sector over the usage of credit cards, and probably
the disciplinary actions would be more swift and significant than
what we have seen at the Department of Defense.

Mr. HORN. Ms. Jonas, in your role as Deputy Under Secretary for
Financial Management, the Department of Defense has begun off-
setting wages to repay delinquent travel card bills. That is correct,
is it?

Ms. JONAS. That is correct, yes.
Mr. HORN. Would it be possible to have a similar salary offset

for the purchase card program for cases in which the government
has inadvertently paid the bill for personal items?

Ms. JONAS. That might be very appropriate in this case. If I can
get back to the committee, we will look into it, and if that is appro-
priate. I will say the offset program for the travel card we hope to
have a very beneficial effect. So far, we have collected about $21
million.

In this we think it will be a significant deterrent, and we have
to do more to deter people, send the signal from the various high
levels that this is not going to be acceptable, and if you abuse a
card, whether it be a travel card or a purchase card, we will be
there and you will be paying for these things out of your own pock-
et, not out of the government’s pocket.

[The information referred to follows:]
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Mr. HORN. I am going to yield now 10 minutes to the ranking
member for questioning.

Ms. SCHAKOWSKY. Thank you, Mr. Chairman. I want to just say
that Americans right now have, correctly, a very high regard for
the men and women in our Armed Services, the efforts by our mili-
tary to protect us against terrorist attacks and now with Homeland
Security. It would seem to me that this would be a special time of
obligation on the part of every person associated with our Defense
Department to make sure that not any of that money is squan-
dered.

We are now going to be considering a budget that requests an
unprecedented increase in the defense budget. I think that it is
only appropriate that we scrutinize every dollar, every million dol-
lars, every billion dollars. I think it was pointed out by Ms. Ryan
that the financial disarray within the Defense Department has
been criticized repeatedly. She mentioned the recent report. The
DOD Inspector General found that in fiscal year 2000 alone $1.2
trillion in Department-level accounting entries ‘‘were unsupported
because of documentation problems or improper because the entries
were illogical or did not follow generally accepted accounting prin-
ciples.’’

When we talk about the abuses today, it seems to me that we
are talking about a culture, not just a problem here or there, but
a culture that has to be changed. I am so grateful to my chairman
for continuing and following-up on that July hearing and finding
out exactly what has happened since then.

That is why I wanted to ask Ms. Lee, the pattern of abuse that
we heard about today at SPAWAR was evident at our hearing last
summer. Why did the Department do nothing to curb this abuse
between last July and today? I mean, you sound very determined;
everything is going to be changed. You had a lot of time to do that.

Ms. LEE. Yes, Ma’am. The Navy had committed to doing some
particular changes. There was a change in command, as you know,
from that timeframe. That does not make it acceptable. We have
to be more vigilant both at the specific site level, but at the over-
sight level to make sure that this time we truly deliver those
changes.

Ms. SCHAKOWSKY. I know you have detailed some things, and I
hope that those will be sufficient, so that when we come back, Mr.
Chairman, and look again, that something has really happened.
Repeatedly, the Department has failed to meet the financial mus-
ter. So this is not the first time that we have heard things will be
better. I guess I don’t know any other way but to say firmly we ab-
solutely expect them to be better.

I wanted to ask Ms. Jonas, according to officials at SPAWAR,
items like digital cameras and personal digital assistants don’t
have to be put on an inventory, and there’s no need to account for
them if they are lost or stolen. Is that Navy or DOD policy?

Ms. JONAS. I believe that may be a Navy regulation. I will have
to check our regs. But, in any circumstance, that is not acceptable.
It is government property. Whether it is $1 or whether it is $2,500,
it must be accounted for.
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I know that in the Department we have little barcodes for all the
equipment in our offices, etc., and people are responsible for those
inventories. So I will get with the Navy Comptroller to look at their
regulations, and we will review our own regulations on accounting
for property.

[The information referred to follows:]
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Ms. SCHAKOWSKY. Because officials are using that as an excuse
for the loss of these items. So are you saying that policy doesn’t
exist, that it will be changed, what?

Ms. JONAS. I will look into it to review Navy regulations, and my
own personal view on this is that there is no excuse whatsoever,
none.

Ms. SCHAKOWSKY. Does DOD have any regulations or guidance,
something in writing, that would make it clear to employees that
the purchase of luxury items like Coach briefcases is inappropri-
ate?

Ms. JONAS. I believe Dee Lee, who is here with me, can discuss
the specifics of what they put out on the purchase card. I don’t
know if you were here—well, I discussed in my testimony, but Dr.
Zakheim and Under Secretary Aldridge have recently put out a let-
ter on this, and what appropriate use of cards is, and strict guid-
ance. We expect at the very top that be carried out.

Ms. SCHAKOWSKY. I mean, it would seem obvious that one doesn’t
use a government card for breast enhancement or Hooters, or
whatever. So I don’t know how one would actually state that, but
are you saying to me that, until now, it hasn’t been made explicit,
that there have not been guidelines, Ms. Lee?

Ms. LEE. Purchase of personal items is never acceptable. It is not
acceptable now.

Ms. SCHAKOWSKY. Has that been written?
Ms. LEE. Yes.
Ms. SCHAKOWSKY. Has that been in guidelines?
Ms. LEE. They are for, as it shows on the card, ‘‘For official gov-

ernment purposes only.’’ Purchasing any kind of personal item is
not acceptable.

Ms. SCHAKOWSKY. So, in other words, no one should have been
confused about that. So then nothing was in place to make sure
that was carried out? Is that what you are basically——

Ms. LEE. The oversight was lacking. We certainly should——
Ms. SCHAKOWSKY. Or absent?
Ms. LEE. Or absent. We should have had a billing official who

was looking at each individual’s card and saying, ‘‘What are you
buying? Why are you buying this?’’—and taking immediate action.

Mr. KUTZ. Representative, we made a recommendation, based on
the hearing last summer, that the Department come out with spe-
cific guidance on prohibited items, and they disagree with our rec-
ommendation. Ms. Lee is the one who signed that letter back to us.

So there was a specific recommendation by the General Account-
ing Office that they list out specifically prohibited items, because
I think their guidance is very, very general now, and you could
drive an aircraft carrier through it. I think that they need to have
very specific guidance on some of these items that it is prohibited
to buy. I don’t think it would hurt to do that, but they did disagree
with that recommendation.

Ms. SCHAKOWSKY. And, Ms. Lee, could you comment on that?
Why would you disagree with that?

Ms. LEE. Well, we will certainly relook at that, but our general
guidance was personal items are never acceptable. So if we need
to be more specific on what is a personal item, we certainly will
look at that.
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Ms. SCHAKOWSKY. Well, obviously, someone was not getting it.
Ms. LEE. Yes, Ma’am.
Ms. SCHAKOWSKY. So I think that the imagination of those using

the cards may make it hard to specifically list everything, because
who ‘‘wudda thunkit’’ on some of these items that were purchased.
Nonetheless, to reject as unnecessary on its face was patently un-
true. Clearly, something was necessary. There must be something
going on. The people feel that with impunity they can charge these
things.

So I would hope that you would relook at that since it was a spe-
cific recommendation, and I appreciate your bringing that to my at-
tention. I would hope that, rather than sending another letter de-
claring it unnecessary, that instead you would figure out the com-
prehensive list.

Let me ask you, I guess earlier you dealt with the issue of the
former commander refusing a drug test and refusing a random car
search, and trying to get, as I said in my opening statement, two
subordinates to lie for him, and the fine was a $1,000 fine and he
was allowed to retire. I am just wondering if this is typical punish-
ment for someone who refuses a drug test in the Navy, Ms. Jonas.

Ms. JONAS. The Secretary of the Navy, obviously, you know, he
has control over the civilians and the military. I certainly, if I were
in his shoes, would be personally looking into this. I have talked
to the Assistant Secretary for Research and Development, who is
one of the senior officials in the Department of the Navy, about the
specific case and expressed my concern. I have also personally
talked numerous times to the Navy Comptroller on this. I think
they are both very concerned about it.

In part, that concern led to the new direction, the new guidance,
that Secretary Aldridge and Under Secretary Zakheim just put out.
We are very concerned about this. I cannot explain to you how con-
cerned we are about it. But I think with respect to specific actions
taken by the Navy, I mean that is not within my purview, but if
I were in his shoes, I would have no tolerance for that.

Ms. SCHAKOWSKY. Fortunately, the Secretary of Defense has in-
vited the Illinois delegation to meet with him tomorrow, and these
are some questions that I can bring up.

Let me, in the little time remaining, Ms. Lee, I have heard that
you hold yourself out to the rest of the Federal agencies as leaders
in providing business to the JWOD, the disabled vendors’ support.
I am wondering how you can hold yourself in the Department out
as leaders when units like SPAWAR haven’t even heard of JWOD
and aren’t using the—there’s an example of that day planner there.

Ms. LEE. They’re Javits-Wagner-O’Day, and we call them NIB
NISH, National Institute for the Blind and National Institute for
the Severely Handicapped, and do have products that are manda-
tory source or at least first preference for the government to buy
certain items. Among them are such things as day planners, pen-
cils, pens, etc.

That is being addressed again in our training program. Our con-
tracting folks here know that. Again, SPAWAR is an unacceptable
situation, and we have to remedy it.

Ms. SCHAKOWSKY. Mr. Chairman, if I could just make one more
remark—in addition, as part of our budget, we are also going to be
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looking at the reauthorization of the TANF or welfare program. I
would guarantee that we are going to spend more time looking at
every nickel that is spent that may be overpaid to a welfare mom
out there trying to raise a couple of kids, and I am not excusing
fraud or abuse anywhere, but it just seems to me, then, when we
look at a department that has asked for $400 billion, more than $1
billion a day, to be spent, then we had better pay attention to make
sure, especially at a time when our Nation is threatened, to look
at every single penny. Thank you.

Mr. HORN. I thank the ranking member.
Let me note—which one do you think, because we are going to

close it down soon? But, Mr. Kutz, Senator Grassley and the sub-
committee have asked you to broaden your examination of govern-
ment purchase cards to other areas of the Department of Defense.
I would not ask you to discuss this work in any particular detail.
However, I will ask you whether you are finding similar misuses
or fraudulent use of purchase cards in other areas of the Depart-
ment of Defense or in other Cabinet departments.

Mr. KUTZ. Within the Department of Defense, I think, as you see
today, the actual rubber hits the road far, far outside the Beltway.
So the policy memos that come out from Headquarters oftentimes
are not that well-distributed or known by people. So I think you
are going to see, I guess, inconsistent application and inconsistent
controls across. Some will be doing well and others are going to be
more like SPAWAR. I think we are going to see a lot of interesting
things in upcoming reports.

Again, you are talking about 230,000 people holding purchase
cards, and as Senator Grassley talked about, almost 2 million peo-
ple holding travel cards. That is a large program to control. Again,
one of the things that we are looking at for both of those programs
is controlling the number of cardholders out there, and particularly
with respect to the travel card, looking at the issue of the credit
checks, because really the credit checks is a key control in looking
at travel cards.

Mr. HORN. Well, the purchase card is certainly different than the
card that any of us as government officials use in our travel for the
actual ticket of the airplane and based on the per diem limits. One
can eat anywhere they want for lunch, breakfast, you name it.
That, to my knowledge, doesn’t get really very exposed one way or
the other, and it is nobody’s business where they eat. So that is not
the problem. But can they use that interest credit card to sub-
stitute for the ones we change and have in our wallet?

Mr. KUTZ. They look just like—I mean, I showed you earlier this
card here. This is the purchase card. I have a travel card myself
that I am supposed to use when I am on government travel. They
just look like a normal credit card. So you could actually easily
make a mistake if you pulled it out of your wallet and inappropri-
ately use it without intentionally misusing it.

But it is accepted at many vendors. One of the things that the
Department has done and the banks have done is used what is
called the MCC codes to block certain vendors. That is a control
that is limited, but it is sometimes effective, preventing people
from going to certain stores and types of vendors.
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But, again, the travel card you are talking about, there’s actually
two types of travel card. There’s the individually billed card like
the one that I have, where the bill comes to my home and I pay
it myself, and then there’s also centrally billed accounts, which
large plane tickets are put on and other travel is put on. So that
is a lot more like the purchase card, and we are actually looking
at those two programs separately.

Mr. HORN. In our case here in the Congress, we might use that
or our own different one, Mastercard. Now the one the Congress
has is the Visa card. We file the papers that we took the plane
thing and the food, and all that, and that goes back through our
Office of Finance. If there’s something screwy about it, they let us
know. Sometimes it happens where one of your staff members does
that, but they certainly don’t get into this business of the interest
cards that we are talking about with the Navy here.

Do we know there is that type of abuse throughout part of the
executive branch or what? How is GAO dealing with it?

Mr. KUTZ. The other agency we have looked at comprehensively
is the Department of Education, but their program is extremely
small compared to the Department of Defense. The whole Depart-
ment of Education’s program would be about the same as each one
of the Navy units we are talking about here. But there were signifi-
cant findings of fraud and abuse that the General Accounting Of-
fice reported out of the Department of Education.

We are planning to look for this subcommittee at several other
executive branch agencies, and we will report back on what we find
in other agencies.

Mr. HORN. I think the Education Committee certainly has looked
at this in terms of the debt that has been created in education.

Mr. KUTZ. They were planning a hearing today actually, and it
has been postponed, but they are going to have another one on
their purchase card at Education.

Mr. HORN. Now listening to all this, do you think that the trans-
action level ought to move from $2,500 to $25,000, which is in a
bill of my colleague, Mr. Davis? Ms. Lee was one of the witnesses,
and so forth. We raised these questions in that particular area.
What would GAO recommend?

Mr. KUTZ. I don’t think it would be necessary to give all 230,000
purchase cardholders at the Department of Defense a $25,000
micro-purchase limit. That does not seem to be reasonable. Would
it make sense to have a small group of tightly controlled cards have
that? Yes, that might make sense for the war on terrorism or what-
ever need they may have to have the larger micro-purchase limit.
But I would express significant caution to the subcommittee and
the Congress with respect to just doing this, giving the DOD a
blanket 230,000 cards with a $25,000 micro-purchase limit.

Mr. HORN. Well, I would think that those that have to—we used
to say, if the officers didn’t get a good Master Sergeant, they didn’t
get very far. Those that are in supply and procurement, when they
need to do something on the military side, then, obviously, that
level would be maybe not enough. But somehow it ought to be with
a signoff of somebody when they review the paper.

Mr. KUTZ. The Department currently has some cards that have
$25,000 single transaction limits to pay for things such as training,
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and they also have some $100,000 cards that are used for small
purchases on contract basically. So there is currently a procedure
where they have certain cards with higher limits. Now, again, that
is a little bit different than what you are talking about, which it
sounds like it is giving the entire Department a $25,000 micro-pur-
chase for all the cards.

Mr. HORN. So what are you going to do with that, Ms. Lee? If
the bill goes through, Mr. Davis’, are there going to be blanket
$25,000 cards?

Ms. LEE. If the bill passes, obviously, we will have to put it in
place with strong oversight and make sure that we do all these
things we talk about for the cards, regardless of the limit.

Mr. HORN. Well, that is good to know, but we will just have GAO
looking every other month, right?

So are there any other things you would like to say, any of you
presenters, on the record? Please tell us. If you say something’s
hogwash, I would like to clarify it. So any of you want to? GAO,
any comments? Navy?

Captain BARRETT. No, sir.
Mr. HORN. Department of Defense?
Ms. JONAS. Mr. Chairman, I would just like to say a lot of people

say they don’t want to come up and testify, but this sunshine really
does help us. I mean, as you notice and as the Congressman noted,
it is a big cultural change for the Department. There is a lot of
education that has to go on. A lot of people really truly don’t under-
stand what the responsibilities are of having a card. We need to
get the message down to the very lowest levels. As Greg mentioned
in his testimony, sometimes it is very hard to get the message out
from the highest levels to the lowest levels, but we are committed
to doing that. We really appreciate your work here at this commit-
tee, and we will do our level best to try to correct many of these
problems.

Mr. HORN. Yes, I got a bill through on transitions between Presi-
dencies, and they have various types of material that they bring to
not just the Cabinet members, but also the various 300 to 3,000
Presidential appointees, especially Assistant Secretaries, and so
forth. So they would be looking at the ethics, which has bogged
down every administration, because it takes so long to fill out the
forms and all the rest of it. But somehow we’ve got to get that into
those that get these very honored appointments.

Yes?
Ms. SCHAKOWSKY. Ms. Jonas, I just want to respond to what you

said, that it is clear that there are too many people who don’t un-
derstand how those cards can be used. I think they understand
perfectly. I think what they understand is that they can get away
with these kinds of purchases. I don’t think that anyone in their
right mind would think that they could take a government card
and purchase these luxury items. What they think is that I can do
it and I can get away with it. I think there has to be a much harsh-
er approach to this, that it is fraud and it is abuse, and it has to
stop. If they don’t understand, then they have no place in our
Armed Services, in our Defense Department.

Ms. JONAS. I would agree. I didn’t mention this in my testimony.
One of the things that we are looking at, and are in discussions

VerDate 11-MAY-2000 11:03 Jan 13, 2003 Jkt 000000 PO 00000 Frm 00135 Fmt 6633 Sfmt 6633 C:\DOCS\82566.TXT HGOVREF1 PsN: HGOVREF1



132

with OMB, is a legislative proposal to hold accountable officials fi-
nancially liable. We hope to be sending that over to you. But I
think that would be another significant deterrent, including the off-
set. I apologize if I—I think my comments were meant to intend
that we need to do a very good job at letting every individual in
the Department, every military officer, every civilian who has this
privilege know exactly, clearly, unambiguously, what the respon-
sibilities are with the card.

Ms. SCHAKOWSKY. And what the consequences will be.
Ms. JONAS. Absolutely, yes.
Ms. SCHAKOWSKY. Thank you.
Mr. HORN. That’s good news. It looks like you are getting things

done. I have great affection and feelings for the Secretary of the
Navy. He is a first-rate person. Does he know about all this? Any-
body in Defense, DOD, say, ‘‘Mr. Secretary, you ought to know
what’s going on in your Navy?’’

Ms. LEE. We have been talking with John Young, who is the
AT&L for the Secretary. I don’t know his personal
conversations——

Mr. HORN. Stop the bureaucracy bit. ATL?
Ms. LEE. Oh, Acquisition, Technology and Logistics.
Mr. HORN. Yes. Well, we humans up here don’t always know this

stuff, and we know the rigmarole that tries to get past us. [Laugh-
ter.]

But that is why I stop on everything——
Ms. LEE. Been here too long already, huh, Mr. Chairman?
Mr. HORN. Yes. Stovepipe is my other beef in the bureaucracy.
But, anyhow, I think the Deputy Under Secretary has got it mov-

ing in the right place, but I would think the Secretary of the Navy
ought to know this is going on and not be blindsided when he
comes up here for the Armed Services or whatever.

I thank you very much for that.
I am going to thank the following people who put together this

interesting hearing: J. Russell George is the staff director and chief
counsel, right behind me; Bonnie Heald, to my left, is the deputy
staff director, that put the hearing together. Justin Paulhamus is
the majority clerk, and Michael Sazonoff is the subcommittee in-
tern. We have our court reporter, Joan Trumps. We thank you all
for helping us on this.

Ms. SCHAKOWSKY. And we thank David McMillen for his help.
Mr. HORN. Thank you. With that, we are adjourned.
[Whereupon, at 11:45 a.m., the subcommittee was adjourned, to

reconvene at the call of the Chair.]

Æ
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