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(1)

ELIMINATING AND RECOVERING IMPROPER 
PAYMENTS 

THURSDAY, MARCH 29, 2007

U.S. SENATE,
SUBCOMMITTEE ON FEDERAL FINANCIAL MANAGEMENT,

GOVERNMENT INFORMATION, FEDERAL SERVICES,
AND INTERNATIONAL SECURITY, 

OF THE COMMITTEE ON HOMELAND SECURITY
AND GOVERNMENTAL AFFAIRS, 

Washington, DC. 
The Subcommittee met, pursuant to notice, at 10:48 a.m., in 

room 342, Dirksen Senate Office Building, Hon. Thomas R. Carper, 
Chairman of the Subcommittee, presiding. 

Present: Senators Carper, Coburn, and McCaskill. 

OPENING STATEMENT OF SENATOR CARPER 
Senator CARPER. The hearing will come to order. I just want to 

start off by apologizing for Senator Coburn, myself, and our col-
leagues for starting about 45 minutes late. The Senate has been 
voting on the supplemental appropriation to provide largely for ad-
ditional money for our forces in Iraq and Afghanistan and we have 
just finished the bill a few minutes ago, so now we are here start-
ing late, but we are grateful to each of you for your patience and 
for those of you who have come to testify and to respond to our 
questions. 

When I first arrived in the Senate about 6 years ago, we were 
debating just what to do with a very large budget surplus. Just a 
few short years later, we find ourselves wrestling with record budg-
et deficits and wondering how we were ever going to get our heads 
above water again. 

I think we took an important step toward addressing our serious 
fiscal problems last week with the passage of what I thought was 
a sound budget resolution. Going forward, however, we are going 
to need to do a lot more difficult work to close the budget deficit 
and put ourselves on stronger footing in preparation for the dif-
ficult fiscal period ahead when the baby boomer generation—that 
is my generation—begins to retire. 

We are going to need to find a way to collect some of the hun-
dreds of billions of dollars in taxes that are owed to the Treasury 
that are uncollected each year, and we actually began to address 
that a bit in the budget resolution itself. We are going to need to 
control spending in some areas and in others to cut or maybe elimi-
nate it altogether. And I am certain we will have a healthy debate 
about how best to do all of this, but I am equally certain that we 
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can get just about everyone to rally around an effort to reduce 
what we call improper payments. 

When my staff and I first began our work on this Subcommittee 
more than 2 years ago, working with Senator Coburn and his staff, 
we held meetings with, among others, OMB, GAO, and various 
agencies to learn about some of the financial management chal-
lenges that the Federal Government faces and what was being 
done about them. We were shocked—outraged, even—to learn that 
at such a difficult time in our Nation fiscally, some Federal agen-
cies were making literally tens of billions of dollars in avoidable 
improper payments year in and year out. 

In fiscal year 2006, agencies made some $42 billion in improper 
payments, according to OMB’s estimates. Most of these improper 
payments were overpayments. Similar amounts of money were 
wasted in fiscal year 2004 and fiscal year 2005, the first 2 fiscal 
years that agencies were required to report on the improper pay-
ments that they make. 

What Senator Coburn and I have learned through our oversight 
work is that, unfortunately, these estimates aren’t always very 
meaningful. In fact, to a large extent, they are only the tip of what 
could be a pretty large iceberg. The true cost of a number of agen-
cies’ inability to implement the kind of sound financial manage-
ment practices that could prevent improper payments, is likely bil-
lions of dollars higher than OMB’s estimates. 

The official improper payments estimates that OMB releases 
each year do not include any estimates for Medicaid. They don’t in-
clude estimates for the Medicare Advantage Program, the Medicare 
Prescription Drug Benefit, Temporary Assistance for Needy Fami-
lies, or the school lunch program. They don’t include estimates for 
a number of programs in the Department of Homeland Security, 
Department of Justice, NASA, and elsewhere that have not even 
been examined to determine their susceptibility to improper pay-
ments. 

While we clearly have our work cut out for us, I applaud the 
focus that OMB and the Administration have placed on the im-
proper payments problem. Eliminating improper payments is now 
a major initiative under the President’s Management Initiative and 
progress is clearly being made as a result of that emphasis. More 
programs are reporting improper payments each year, and some 
programs have seen a sustained reduction in their annual improper 
payments estimates. 

That said, we need to step up our efforts, and by ‘‘we,’’ I mean 
this Subcommittee, OMB, and more importantly, those agencies out 
there that still don’t appear to take their responsibility under the 
law seriously when it comes to eliminating improper payments. 

About 2 weeks from now, taxpayers in Delaware, Oklahoma, and 
across this country will be rushing to post offices to submit their 
tax returns just as the filing deadline arrives. I suspect a good por-
tion of them will be none too pleased. They would be even less 
pleased if they knew that the Federal agencies entrusted with their 
hard-earned dollars, including some who are represented here 
today and many who are not, have proven incapable of complying, 
at least to this point, with even the most basic elements of the Im-
proper Payments Information Act—the main tool that we use to ad-
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dress the improper payments problem. Taxpayers also would not be 
pleased to learn that agencies, including some that report signifi-
cant amounts of improper payments each year, may not be doing 
all that they can to recover overpayments that they have made. 

A number of agencies are required under the Recovery Auditing 
Act to review their books each year, identify overpayments, and at-
tempt to collect those overpayments. According to data compiled by 
GAO, however, less than a third of the overpayments identified by 
auditors each year are actually recovered. On top of that, the only 
overpayments made subject to collections under current law are 
those made to contractors. 

It should be clear, then, there is a lot more work to be done. I 
think we have the leadership now from the Administration. Sen-
ator Coburn and I have been working hard, along with our staffs, 
to provide constructive oversight. We have been joined by Members 
of our Subcommittee, most especially Senator McCaskill, former 
Auditor of the State of Missouri. 

But what we need to do now is to get agencies to be more trans-
parent about the mistakes they are making, start cleaning up the 
management and internal controls problems that lead to improper 
payments, and to work aggressively to recover those improper pay-
ments that can be recovered. 

I think I speak for all of my colleagues, and I don’t need to speak 
for Dr. Coburn, but I will try to for a moment, when I say that this 
Subcommittee stands ready to help in the effort to eliminate im-
proper payments in any way that we can. I know that the Adminis-
tration has already submitted some suggested legislative fixes that 
we are going to be considering. Senator Coburn and I have already 
been working together to get two amendments, including this last 
week in the Senate-passed fiscal year 2008 budget, that would 
allow us to dedicate the revenues generated from reducing im-
proper payments and increasing recovery auditing to deficit reduc-
tion. 

My thanks again to our witnesses for taking the time to partici-
pate in our hearing this morning to help us find a way to bring 
agencies into compliance with the Improper Payments Information 
Act and to reduce as much as we can the amount of money that 
we waste each year through improper payments. 

Senator Coburn. 

OPENING STATEMENT OF SENATOR COBURN 

Senator COBURN. Senator Carper, thank you so much for having 
this hearing. Before we start, I want to commend Linda Combs and 
OMB. They have been highly cooperative. I think from her efforts, 
we have seen a lot of progress on improper payments. I have some 
real disagreements with some of the decisions associated with that, 
but nevertheless, the cooperative nature and the way in which we 
have been able to work together is very much appreciated. 

I also want to thank GAO, and particularly Comptroller General 
David Walker and McCoy Williams, for their outstanding, fantastic 
work for the Congress. We would be imminently less effective with-
out both these agencies’ help. I think it points to the fact that the 
Executive and the Administrative Branch, in conjunction with 
GAO, can have an impact. 
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I would just like to make a couple of comments. This is our fifth 
hearing on improper payments and I think we ought to assess what 
we are seeing. I disagree with Senator Carper. If you do real ac-
counting, one time in the last 50 years, we have had a surplus, 
other than $3 billion one year in the 1990s, if you do real account-
ing. The rest of the time, we have never had a surplus and it is 
the game. It is just like this year we reported a $175 billion deficit. 
If you use that same accounting technique, we have never had a 
surplus, if you use the same combined accounting technique. 

So the national debt now stands at almost $8.9 trillion. We 
added $400 billion to it last year. Medicare and Social Security are 
likely bankrupt for our children and certainly for our grand-
children. Congressional restraint has not improved. As a matter of 
fact, you don’t even have to worry about improper payments. We 
tried to put some teeth in it with an amendment on the 9/11 bill 
and the Senate won’t enforce it. So consequently, even though we 
were going to have this hearing, there is not a will in the Senate 
yet to make sure that there are teeth associated with enforcing the 
law, not a desire, not a rule, but a Federal law that says the agen-
cies have to comply. 

We also see that there is a lack of Congressional restraint. We 
have an emergency bill that just passed. Although it is controver-
sial, we added $20 billion outside of the budget that will go straight 
to the deficit with a bill that we just passed that is getting ready 
to be conferenced with the House. 

Mr. Chairman, I have a rather lengthy statement and I think 
what I would like to do is submit that for the record, since we are 
late. I would say, and I will get into the area, there are rulings by 
OMB that go directly against what the law states. The law states 
that a risk assessment will be formed every year, not every 3 years, 
but every year. That is what the law states. And I don’t believe 
that, although the spirit of cooperation is great, I think we have 
a real problem there. I am especially concerned with NASA. 

I also would make one final point, as I ask for this to be placed 
into the record. 

Senator CARPER. Without objection. 
Senator COBURN. The three testimonies we received, two late 

yesterday afternoon, one last night—I asked the Chairman that 
those people not be able to actually give their testimony and just 
be here, as we do in several other committees within Congress. I 
think it is highly important—and there is no excuse, this hearing 
has been on the docket for a long time—for us not to have had that 
testimony. Whether that is OMB holding it up or who, it doesn’t 
matter to me. The fact is, it is inappropriate for Congress to get 
testimony the night before a hearing and expect for us to stay up 
and prepare all night because the Administration doesn’t want to 
get its job done in a timely fashion. 

So I would suggest if that happens in the future, I would kindly 
ask the Chairman that those who are late with their testimony are 
not allowed to give their testimony and just have to respond to 
questions. 

Senator CARPER. Thank you, Dr. Coburn. 
[The prepared statement of Senator Coburn follows:]
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OPENING STATEMENT OF SENATOR COBURN 

INTRODUCTION
I want to commend OMB and Linda Combs in particular for their efforts to tackle 

the problem of payment errors. Ms. Combs, your efforts have been Herculean and 
I appreciate your work. We may not always agree on everything, but I can’t thank 
you enough for how well your office has worked with this subcommittee. It has been 
a model for how the legislative and executive branches ought to work together to 
do the very best for the American people. 

I also want to thank GAO, particularly Comptroller General David Walker and 
Mr. Williams, who is with us today. As new Members and their staffs come into the 
Congress, we would be infinitely less effective on technical issues such as today’s 
topic without the hand-holding and painstaking analysis you all provide us. 
CONTEXT

As we embark on our fifth hearing on improper payments in the past two years, 
let’s review the nation’s fiscal outlook.

• The national debt stands at $8.8 trillion. 
• Medicare and Social Security are likely to bankrupt for our children and cer-

tainly for our grandchildren. 
• Congressional restraint has not improved since the elections—‘‘exhibit A’’ is 

that the House recently passed an emergency war spending bill, but not be-
fore saddling this $100 billion spending with $20 billion more of pork and 
carve-outs for special interests such as spinach and peanut storage.

PROGRESS ON PAYMENT ERRORS
That’s the big picture. Let’s look at today’s part of that picture—payment errors. 
The Improper Payments Information Act of 2002 requires the following:

• Perform a risk assessment to determine whether or not programs and activi-
ties are susceptible to making ‘‘significant improper payments,’’ (defined by 
OMB as program where at least 2.5% of all payments are improper AND the 
absolute dollar figure associated with that 2.5% or more totals at least $10M.) 

• Develop a statistically valid estimate of improper payments for all programs 
and activities identified as susceptible to significant improper payments in 
the risk assessment. 

• Develop a corrective action plan for all programs where the statistical esti-
mate exceeds $10 million in annual improper payments, The remediation plan 
must contain annual targets for reducing improper payment levels. 

• Report the results of IPIA activities on an annual basis to Congress, and in 
the DHS Performance and Accountability Report.

So that’s what the law requires. Where are we?
• In the third year of IPIA reporting, only 18 of the 36 agencies have reported 

even reviewing all programs and activities as part of the risk assessment 
process. 

• In other words, only half of all Federal agencies have completed their re-
quired risk assessment. 

• Twelve agencies provided enough details that indicated some level of review. 
• Another six agencies have yet to report ANY information on their risk assess-

ment. 
• We have also made little progress in finding a proven, reliable methodology 

to determine accurate risk assessment data. 
• Some agencies still use non-statistical sampling, while others use single au-

dits to identify risk assessments. Others, including witnesses today, are in-
correctly claiming that their recovery audits are valid proxies for the statu-
torily required statistically valid risk assessment. 

• Both methods lack the depth and detail required to determine adequate 
risk assessments.

So how does this status translate into dollars? 
This year, the government-wide improper payment estimate totaled $42 billion, 

up from $38 billion last year. Yet, given that only HALF of the agencies have pro-
vided complete risk assessments and that there is a lack of consensus on the meth-
odology used to determine improper payment estimates, we’re still in the dark when 
it comes to understanding the total magnitude of the problem.
RECENT DEVELOPMENTS
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One of the more troubling discoveries this year is the fact that OMB revised IPIA 
implementing guidance in a way that is fundamentally at odds with the law and 
Congressional intent. 

Despite the overwhelming evidence that we’re not yet properly identifying risk-
susceptible programs, the revised guidance lightens the burden and allows for agen-
cies to perform risk assessments every 3 years for those programs not deemed sus-
ceptible to significant improper payments. 

This is alarming for several reasons. First, the IPIA is still in its infancy. GAO 
reported that for fiscal years 2004 through 2006, ‘‘some agencies still had not insti-
tuted systemic methods of reviewing all programs and activities or had not identi-
fied all programs susceptible to significant improper payments.’’ GAO also reported 
further that ‘‘agencies employ different sampling methodologies to estimate im-
proper payments and certain agencies risk assessments appear questionable.’’ These 
facts suggest that there’s not a consensus that we’ve got the risk assessment process 
well-in-hand enough to go easier on agencies in risk assessment.
For instance:

• In 2005, the Department of Agriculture’s Marketing Assistance Loan Program 
had an error rate of 0.7%. This year, it skyrocketed to 20.3%. 

• Another example is the Department of State’s International Information Pro-
gram-US Speaker and Specialist Program. In 2005, the improper payment es-
timate totaled $1.9 million, with an error rate of 81.2%. In 2006, the error 
rate dropped to 23.8%, HOWEVER, the improper payment amount tripled to 
$6.7 million.

I don’t think we need to spend energy weakening the law and figuring out which 
programs should be exempt from annual risk assessments until a consistent, statis-
tically valid method is established government-wide to identify payment errors. 
RECOVERY AUDITS 

I am encouraged by the potential that recovery audits can bring to the problem 
of payment errors. A provision in the National Defense Authorization Act for FY 
2002 requires that agencies that enter into contracts in total excess of $500 million 
in a fiscal year must carry out a cost-effective program for identifying and recov-
ering amounts erroneously paid to contractors. Recovery audits are a win-win. First, 
they recapture lost payments. In Fiscal Year 2006, $256 million was recaptured. 

Unfortunately, that’s only about a third of the amount that was identified as 
needing to be recovered. But the amount we’re talking about here isn’t even a billion 
dollars. With payment mistakes totaling over $40 billion, we need to do more than 
just recover a billion, which is why the second benefit of recovery audits is so useful. 

These audits help us determine weaknesses in our financial systems responsible 
for the payment errors in the first place. Agencies should pay close attention to the 
recovery audit reports as they provide useful insights about where their 
vulnerabilities exist and what effective internal controls can be implemented for pre-
vention. 

I do want to note however, that recovery audits are only required on contracts 
larger than $500 million. They are also generally retrospective beyond the most re-
cently ended fiscal year. In other words, under no circumstances can they serve as 
legal ‘‘proxies’’ for the statutorily required statistically valid risk assessments for the 
sake of estimating likely rates of payment errors for agency estimates for previous 
fiscal years. I am dismayed that some agencies seem to be in error on this point. 

Ultimately, transparency and risk assessment data are only the beginning of ac-
countability, not the end. We can conduct oversight hearings until we all turn blue 
in the face. Exposing the true scope of the problem has been hard enough, and we’re 
still not there with any sort of methodological rigor.
LACK OF POLITICAL WILL

However, even if we were, it grieves me that so far, this Congress has not had 
the political will to address the problems that have been exposed. I have offered nu-
merous amendments to bills in the past 2 years to address payment errors and most 
of them have failed. 

Things are different here in Washington. If an employee at a private firm made 
a major payment error, he would probably face disciplinary action, and might even 
be fired or forced to pay for the lost funds. But if a government official makes a 
major payment error, or oversees a program which routinely makes payment errors, 
there is a strong possibility he would face few consequences, and that’s assuming 
that the mistake were even discovered. 

Much of our Federal spending is too incoherent to be audited, much less pass an 
audit. If Members of Congress had to vouch for the integrity of our financial state-
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1 The prepared statement of Ms. Combs appears in the Appendix on page 47. 

ments the way we require private firms to do under Sarbanes-Oxley requirements, 
we’d either have to admit we couldn’t do it, or else go to jail for deceiving the public. 

Although progress has been made by this President, and he inherited the accumu-
lated mess of decades of out-of-control government growth, still, the status quo is 
shameful. I hope that this Congress will be the Congress that finally finds the cour-
age to bring the painful, but necessary accountability to address this problem. 

I want to thank our witnesses for coming today.

OPENING STATEMENT OF SENATOR MCCASKILL 

Senator MCCASKILL. Thank you. I do not have an opening state-
ment. I do, however, have to leave and preside at noon. I am hop-
ing that—I am anxious to talk to the second panel about their fail-
ure to provide risk assessments. I know you all have worked on 
this for years and I appreciate both of your work on it and I want 
to just add to your chorus on this that it is unacceptable that we 
do not have risk assessments from these departments. If I am not 
here to hear it, I know that you all will do a great job of asking 
the questions for me as to what in the world their excuse could be 
not to have risk assessments in those departments. 

Thank you, Mr. Chairman. 
Senator CARPER. I hope you will have that opportunity to ask the 

second panel. Thanks. 
Again, I am not going to introduce at any length Ms. Combs and 

Mr. Williams. We are delighted that you are here. Thank you for 
your good work that you do and for the spirit of cooperation that 
you bring to this effort. Ms. Combs. 

TESTIMONY OF HON. LINDA M. COMBS,1 CONTROLLER, OFFICE 
OF FEDERAL FINANCIAL MANAGEMENT, U.S. OFFICE OF 
MANAGEMENT AND BUDGET 

Ms. COMBS. Mr. Chairman and Members of the Subcommittee, I 
am very pleased to be here to speak with you today on the progress 
being made in implementing the Improper Payments Information 
Act and the Recovery Auditing Act. 

Today, I am glad we can discuss accomplishments in imple-
menting the IPIA, the government progress we have made, and 
how Congress can assist us in achieving our shared objective of 
eliminating improper payments. The Federal Government is 
achieving measurable results in meeting the President’s goal to 
eliminate improper payments and fulfilling the requirements of 
IPIA. Since the first reporting under IPIA in fiscal year 2004, our 
efforts to eliminate improper payments have been centered on 
three primary requirements of IPIA: Identifying the risk-suscep-
tible programs, eliminating the annual amount of improper pay-
ments in those risk-susceptible programs, identifying the root 
causes of those improper payments, and correcting the errors. 

In fiscal year 2006, agencies strengthened their methods for risk 
assessing their programs and activities for improper payments. As 
a result of these improvements, the amount of Federal outlays de-
termined to be susceptible to improper payments increased from 
$1.4 trillion to $1.7 trillion. This increase reflects the continued 
commitment of Federal agencies to ensure that all potential 
sources of error are reported. 
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1 The prepared statement of Mr. Williams appears in the Appendix on page 51. 

Efforts are continuing to move the Executive Branch to full re-
porting under IPIA by 2008. Eighty-one percent of all risk-suscep-
tible outlays are being measured for improper payments, and when 
the fiscal year 2008 results are reported, almost 100 percent of 
risk-susceptible dollars will report an error measurement. 

The amount of improper payments in programs originally re-
ported in 2004 were reduced from a baseline of approximately 
$45.1 billion to $36.3 billion this year, a nearly $9 billion or 20 per-
cent reduction. These original programs continue to represent a 
significant majority of the 2006 improper payments. The overall 
Federal 2006 improper payment rate was 2.9 percent and total im-
proper payments equalled $40.5 billion. 

Let me take this opportunity to express my sincere appreciation 
to the Senate for providing over a billion dollars in adjustments to 
the discretionary caps for program integrity and tax compliance ef-
forts in the Senate budget resolution, as reported out of the Budget 
Committee. We would, of course, encourage the House to include 
these cap adjustments in their budget resolution, as well, and we 
welcome your leadership, along with ours, in helping to make this 
happen. 

Additionally, we are most appreciative of the Senate’s interest in 
including language to newly authorized bills that stress the impor-
tance of program integrity. We also invite your leadership in assist-
ing in the enactment of the other program-specific reforms that are 
included in the President’s fiscal year 2008 budget. Those are listed 
in my written testimony, which I submit for the record. 

This Administration will continue to hold agencies accountable 
under our tool of the President’s Management Agenda Eliminating 
Improper Payments Initiative, and further build upon recent re-
sults to address remaining challenges. We are optimistic that our 
current efforts, complemented by the enactment of the program in-
tegrity reforms proposed in OMB’s annual IPIA report, and full 
funding of the President’s request for program integrity efforts will 
continue to pave a path forward in achieving our shared objectives 
to eliminate improper payments. 

And I will add that the success that we have had to date and 
the success that we will have in the future would not have been 
possible without the cooperation of both the Legislative Branch, my 
colleagues at GAO, as well as our colleagues here on the Hill, and 
we look forward to continuing to work with you in ways that will, 
indeed, do the best for every taxpayer and that will focus our re-
sources on the very best return for each dollar we put into this pro-
gram. Thank you. 

Senator CARPER. Thank you, Ms. Combs. Mr. Williams. 

TESTIMONY OF McCOY WILLIAMS,1 DIRECTOR, FINANCIAL 
MANAGEMENT AND ASSURANCE, U.S. GOVERNMENT AC-
COUNTABILITY OFFICE 

Mr. WILLIAMS. Thank you, Mr. Chairman, Members of the Sub-
committee. I am pleased to be here today to discuss the govern-
ment-wide problem of improper payments and agencies’ efforts to 
address key requirements of the Improper Payments Information 
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Act and Recovery Auditing Act. Our work over the past several 
years has demonstrated that improper payments are a long-
standing, wide-spread, and significant problem in the Federal Gov-
ernment. 

At the outset, let me commend this Subcommittee for continuing 
to hold oversight hearings on this important issue. Also, OMB has 
played a key leadership role in addressing this problem. For exam-
ple, OMB continues its commitment to identify and eliminate all 
improper payments government-wide by working with the agencies 
to establish corrective action plans to address their root causes. 
OMB also annually reports on agencies’ efforts to address IPIA and 
Recovery Auditing Act requirements. 

Mr. Chairman, my testimony today will focus on three areas: 
Trends in agencies reporting under IPIA for fiscal years 2004 
through 2006, challenges in reporting improper payment informa-
tion, and agencies’ reporting of Recovery Auditing efforts to recoup 
improper payments. 

First, since 2004, agencies have made some progress in reporting 
improper payment information. The total number of programs re-
porting improper payment estimates for fiscal year 2004 totaled 41, 
compared to 60 programs for fiscal year 2006. The total improper 
payment dollar estimates was $45 billion for fiscal year 2004, $38 
billion for fiscal year 2005, and about $42 billion for fiscal year 
2006. The increase in the estimate from 2005 to 2006 was pri-
marily attributable to 15 newly reported programs totaling about 
$2.4 billion, and a $1.6 increase in USDA’s Marketing Assistance 
Loan Program estimate due to improvements in how it measures 
improper payments. In addition, several programs experienced in-
creases in their improper payment estimates as a result of lax up-
front eligibility controls related to benefit delivery to victims dev-
astated by Hurricane Katrina. 

Now I would like to highlight some of the major challenges that 
remain in meeting the goals of the Act and ultimately improving 
the integrity of payments. First, some agencies have not yet re-
ported for all risk-susceptible programs. For example, the fiscal 
year 2006 total improper payment estimate of about $42 billion did 
not include any amounts for 13 programs that had fiscal year 2006 
outlays totaling about $329 billion. 

Second, certain methodologies used to estimate improper pay-
ments did not result in accurate estimates. 

Finally, GAO noted that internal control weaknesses continued 
to plague programs susceptible to significant improper payments. 
For example, in the Department of Education’s fiscal year 2006 
PAR, the OIG reported that identifying and correcting improper 
payments remains a challenge for the agency due to ineffective 
oversight and monitoring of policies, programs, and participants. 

With regard to recovery auditing, Mr. Chairman, again, we have 
seen some progress. For fiscal year 2004, 12 agencies reported re-
covering about $53 million, compared to 18 agencies that reported 
recovering about $256 million for fiscal year 2006. Given the large 
volume and complexity of Federal payments and historically low re-
covery rates for certain programs, I would like to emphasize that 
it is much more efficient and effective to pay bills and provide ben-
efits properly in the first place. 
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In closing, Mr. Chairman, we recognize that measuring improper 
payments and designing and implementing actions to reduce them 
are not simple tasks and will not be easily accomplished given to-
day’s budgetary pressures and the American public’s interest and 
increasing demand for accountability over taxpayer’s funds. Over-
sight hearings such as this one today help keep agencies focused 
on the goals of IPIA and being accountable for results. 

I look forward to continuing to work with this Subcommittee as 
well as Federal agencies and the Administration to address this 
problem. This concludes my statement. I will be pleased to respond 
to any questions you or Members of the Subcommittee may have. 
Thank you. 

Senator CARPER. Thank you very much. I think we are going to 
take 7 minutes for questions and I will try to keep us close to that. 
I will certainly stay close to that myself. 

Thank you very much for your testimony. Let me start, Ms. 
Combs, with a question for you, if I may. Speaking on behalf of 
OMB and the Administration, what do you feel is especially good 
that you all have been doing over the last 3 or 4 years since the 
law was passed in 2002? What do you feel especially good about 
and where is the heavy lifting that still remains to be done? 

Ms. COMBS. Thank you, Mr. Chairman. I think the thing I feel 
especially good about is that the trends that Mr. Williams just 
spoke about are continuing to go the right way. We obviously still 
have an awfully lot to do. It is clear when we look at the challenges 
with particularly State administered programs, that is where our 
challenges remain. 

We have some very good things to be proud of. They are included 
in my written testimony as well as GAO’s, so I won’t go over those. 
But probably it serves us all best to concentrate on where the chal-
lenges are. 

Senator CARPER. If you would, please. 
Ms. COMBS. I think that the federally-funded programs that are 

State administered pose the greatest challenge for our agencies and 
departments as well as for the work that we are all doing in a more 
collective way. 

Senator CARPER. Can you give me some examples of those? Med-
icaid and what else? 

Ms. COMBS. Well, there are several of those and let me just say 
where I think the critical challenges are. 

Senator CARPER. OK. 
Ms. COMBS. The critical challenges, I think, are to make sure 

that the roles and responsibilities for what is a State responsibility 
versus what is a Federal responsibility is very important. I think 
a lot of States have situations where they really need to under-
stand how the money is distributed. They have their own require-
ments. I think what we have done with meeting with some of the 
State agencies and some of these State representatives, I person-
ally have met with some of them to try to ferret out what we can 
do individually with States and collectively and I appreciate the 
partnerships that we have had with the Association of Government 
Accountants, for example. We have had additional meetings con-
tinue as we work with those groups of people. 
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And I think that one of the things that we have talked with you 
and your staff about that we will continue to do and that continues 
to help all of us is that when statutes are enacted, making it very 
clear to have the authorization in there that lets the Federal com-
ponents do what needs to be done in order to work with the agen-
cies and put in program integrity roles and responsibilities, making 
sure those are clearly defined and that the program integrity funds 
are set aside so that we can, indeed, assure that we don’t have im-
proper payments like we have now. 

Senator CARPER. Mr. Williams, it is clear to me, at least, that 
when you look at the major high-risk programs that have not yet 
reported improper payment estimates, that some of them have a lot 
in common. They all spend a lot of money. Many of them seem to 
involve grants or some shared administrative responsibilities with 
States, as Ms. Combs has just said. Why do you suppose programs 
like this have had so much trouble reporting improper payment es-
timates? What does OMB do to help them along and what can Con-
gress do to help make that job easier? Do we need to make it clear 
to States or to grant recipients in some way that they have a re-
sponsibility to help agencies make sure the program funds are 
spent properly? 

And as sort of an adjunct to that, one of our later witnesses talks 
about incentivizing States. It is hard, as an old governor, to expect 
States to do a whole lot of extra work if they don’t get something 
out of it. If there is a shared responsibility to administrate in re-
covering these funds, I think as sort of an adjunct to that, common 
sense would be that they ought to share in some of the gain. 

So if you could sort of reflect on those series of questions, I would 
be grateful. Thank you. 

Mr. WILLIAMS. Mr. Chairman, we issued a report last year, I be-
lieve it was in the spring—I don’t remember the exact month—but 
it looked at those particular programs and we basically reported 
that there is about $400 billion in grants that the Federal Govern-
ment issues each year. I think our bottom line message was that 
this is going to take a coordinated effort between the Federal Gov-
ernment and the States to address this improper payment issue. 
Everyone has a responsibility to make sure that the funds make it 
to the intended recipient. 

So I think that needs to be taken into consideration, and I think 
that one of the other components of your question related to why 
this is such a difficult area to get a handle on. I think OMB has 
basically stated in its reports, and we would agree, that if you look 
at the Medicaid program, for example, within the Federal Govern-
ment framework, each State has its own rules and regulations as 
to how it operates, so you have to work with these individual 
States and see if you can come up with the method where you can 
actually identify a methodology that you can come up with a num-
ber that is reasonable and that will give you that baseline that you 
need to begin identifying and reporting so that the ultimate job of 
reducing the improper payments can get underway in these par-
ticular grant programs. 

Senator CARPER. Ms. Combs, you stated that certain methodolo-
gies used to estimate improper payments that did not result in ac-
curate estimates. Could you just take a moment and explain to us 

VerDate 0ct 09 2002 08:47 Mar 21, 2008 Jkt 034416 PO 00000 Frm 00015 Fmt 6633 Sfmt 6601 P:\DOCS\34416.TXT SAFFAIRS PsN: PAT



12

1 Public Law 107–300 appears in the Appendix on page 163. 

what that means and what needs to be done to help ensure that 
amounts reported by agencies are, indeed, accurate? 

Ms. COMBS. The rationale is that any of our guidance documents, 
we try to ensure that the cost of requirements that we impose on 
agencies are justified by the benefits that are realized. I think that 
one of the things that we have an opportunity to do here is, as we 
mentioned earlier, to do what is best for the taxpayer and to focus 
our resources on what is the best return possible. 

Senator CARPER. We may come back to that one after we go one 
time through. Dr. Coburn. 

Senator COBURN. Thank you, Mr. Chairman. 
Do you want to reflect back now and answer the Chairman? 
Ms. COMBS. OK. 
Senator COBURN. I will give you some of my time. 
Ms. COMBS. I was going to mention the 13 programs. They have 

been mentioned here earlier. And all I wanted to say was that we 
have all 13 of those programs scheduled to report an error meas-
urement and they all have a timeline for reporting. You have men-
tioned TANF. That has a component rate coming in this year. One 
of the components is going to report in 2007, and then the full rate 
will be in 2008. And CCDF will report a component rate in 2008. 
Medicare Advantage, Medicare Prescription Drug Benefit are all 
going to report component rates in 2008. I just wanted to get that 
on the record. 

Senator COBURN. Thank you. Mr. Chairman, I have several ques-
tions I would like for us to be able to submit in writing to the wit-
nesses, if we can——

Senator CARPER. Without objection. 
Senator COBURN [continuing]. And have a prompt response. 
I also want to enter into the record, Public Law 107–300, and 

here is what it says in Section 2.1 The head of each agency shall, 
in accordance and with guidance prescribed by the Director of 
OMB, annually review all programs and activities that it admin-
isters and identify all such programs and activities that may be 
susceptible to significant improper payments. Estimation: With re-
spect to each program and activity identified, the head of the agen-
cy shall estimate the annual amount and submit those estimates 
to the Congress. It couldn’t be more clear. 

Ms. COMBS. A proven track record of low rate of improper pay-
ments. 

Senator COBURN. Like what? 
Ms. COMBS. National Science Foundation, education and research 

programs. They reported in 2004 and 2005 and they have a 0.02 
error rate. 

Senator COBURN. OK. 
Ms. COMBS. VA insurance programs reported in 2004 and 2005 

a 0.02 percent error rate. EPA Clean Drinking Water and State Re-
volving Fund Programs reported in 2004 through 2006, 0.18 per-
cent. 

Senator COBURN. OK. I just wanted one. 
Ms. COMBS. OK. 
Senator COBURN. That’s fine. 
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Ms. COMBS. I realize that there has been some contention over 
this and we are certainly—we have an open book, as you know. 

Senator COBURN. I know you do. 
Ms. COMBS. We have offered many times that if there are specific 

programs that we need to scrutinize more closely, we will do so. 
Senator COBURN. Here is the point I am going to. IPIA has only 

been reporting 3 years, so how do you have a proven track record 
if we have only been doing this for 3 years. 

Senator Carper and I were successful, along with several other 
Senators, in passing the Transparency and Accountability Act. In 
2009, all this stuff is going to be on computer. All this stuff is going 
to be on a website. There isn’t going to be a reason why something 
can’t be reported or followed. 

Is all these contracts and all these State-run programs that we 
supposedly have problems with, like TANF, Medicaid, CDBG, Child 
Care Block Grant, Food Stamps, and everything else, has to come 
online at the same time? Otherwise, we are going to be out of com-
pliance with that law like we are this one. So what assurance can 
you give me that we are on track on the others and staying on 
track as far as the payment error problem? 

Ms. COMBS. Well, I just want to say, Dr. Coburn, I certainly com-
mend the Senate and your efforts, and the Chairman’s efforts, in 
making these things possible because it is through our collective ef-
forts that all of us have been able to work together to give the 
kinds of pushes that we have needed to make these things happen. 

I think all of these new technologies that are coming into play 
will do nothing but accelerate our efforts. All I am appealing to you 
today to let happen is let us get the very best dollars we possibly 
can for the American taxpayer by using the resources we have to 
make sure that there aren’t any huge holes in there like we saw 
in 2004. I am convinced of that and I do believe that the statistics 
that we have and that we have worked through play out to that 
effect, not that we are where we need to be. We can all do more. 

Senator COBURN. Right. I understand. We are shooting at a mov-
ing target, but we are getting better, and——

Ms. COMBS. Yes, we are. 
Senator COBURN [continuing]. I have no complaints with OMB 

other than on some of the decisions they have made with what is 
in compliance and what is not. 

Explain to me, Mr. Williams, if you will, how you all can find 
NASA out of compliance and OMB can find them in compliance. 
How does that happen? I mean, we have 2004 from you all saying 
they are not in compliance and OMB is saying on the basis of the 
look-back 10 years ago on a recovery audit that they are in compli-
ance. How does that fit with the law? 

Mr. WILLIAMS. Let me just speak for GAO. We took the basic re-
quirements of the law, which basically states that you are supposed 
to do your risk assessment and then develop your statistically valid 
estimates, come up with some corrective action plans, and report. 
We are basically saying that they are not in compliance because 
the review that was done by the auditors, it questioned the risk as-
sessment. So in our opinion, if you did not do all four of those re-
quirements, then you are not in compliance. So that is how we 
came up with the non-compliance. 
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Senator COBURN. So the auditors had a question about the risk 
assessment that was made——

Mr. WILLIAMS. Yes. On a lot of these agencies that we are talking 
about, we basically refer to the work that the auditors performed 
in the area of IPIA while they were performing their financial 
statement audit. As you know, the law itself basically does not re-
quire the IG or an IPA to do an independent review to see as far 
as the quality is concerned. As you probably noticed in my testi-
mony, we kind of referred to that, that might be a good idea to 
have that independent set of eyes, because we view the risk assess-
ment as the basic foundation for making sure that you are actually 
carrying out the steps——

Senator COBURN. So if you have a questionable risk assessment, 
then, what that means is you can’t comment on whether or not you 
are in compliance or not. 

Mr. WILLIAMS. I guess an analogy is kind of like if you miss out 
on the introduction to accounting, you are probably lost the rest of 
the way through accounting. 

Senator COBURN. I have got you. Thank you. My time is expired. 
Senator CARPER. Thank you, Dr. Coburn. Senator McCaskill. 
Senator MCCASKILL. Thank you. The estimates that we are using 

for improper payments, I am uncomfortable with those estimates. 
I know that there is appropriate back-padding going on as it re-
lates to progress, but if we are using estimates that we know are 
too low, I don’t know that we are really doing anyone a service on 
this. I want to make sure I understand correctly, Mr. Williams, I 
think that your testimony is what touches on this because GAO is 
the one who has done this work—that there are 13 risk-susceptible 
programs that have outlays of $329 billion in fiscal year 2006 that 
are not even included in these estimates. Is that correct? 

Mr. WILLIAMS. That is correct. That number is approximately 
$329 billion, and what we are basically saying is that—and I guess 
our overall message is that, yes, progress has been made, but we 
are not at the point where we have our hands around the entire 
picture and these 13 programs are the ones that we are talking 
about that over the next couple of years, it appears that they will 
have these risk assessments in place. But until then, we are not 
for sure what the total number is. 

We are using some baseline data based on those agencies that re-
ported in those years, but at no point in time up to now do we have 
a number that represents the entire Federal Government. 

Senator MCCASKILL. And how confident are you of the baseline 
data? Are you confident of the baseline data? It makes me nervous. 

Mr. WILLIAMS. The baseline data is a first step. We have identi-
fied problems over the last 2 years with some of the risk assess-
ments, some of the sampling, and we have reported on situations 
in which agencies have basically said one thing and the inde-
pendent auditors have gone in and contradicted that statement. 

So I think that while there has been progress, there is still a lot 
of room for improvement. There are a lot of things to be done be-
fore I am comfortable with saying that I think we know what we 
are dealing with. I think we still have work to do in identifying 
what is our universe of improper payments? 
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Senator MCCASKILL. Ms. Combs, the significant designation guid-
ance from OMB, the significant improper payment, that you all 
have indicated that to be significant, it has to exceed $10 million 
and 2.5 percent of outlays. The ‘‘and’’ in that phrase—I am curious 
why we need the ‘‘and,’’ because we are talking about potentially 
hundreds of millions of dollars that could not be significant if you 
are dealing with some of these programs, and frankly, some of the 
programs that right now are not even part—I mean, we are talking 
about $329 billion that we haven’t even gotten any kind of indica-
tion yet. 

Ms. COMBS. Well, if we start from the universe of the $2.7 trillion 
of outlays and we know now that we have a high-risk outlay of $1.7 
trillion of that $2.7 trillion, and we look at where are the best 
places to put our resources in taking care of that $1.7 trillion in 
high-risk that is currently being tracked today, we decided that the 
basis for the $2.5 trillion was to make sure that Federal agencies 
indeed focused on the resources for the programs that would pro-
vide the most return on investment for the taxpayer. If you look 
at the first seven programs we came out with in 2004, those seven 
programs are still the most significant programs in our 2006 re-
porting where we have the most improper payments. 

So in order to help you with your confidence level a little bit, 
hopefully, if you look at those and realize that is 95 percent of that 
$1.7 trillion, then most of that is encapsulated in that. So that is 
some confidence. Granted, there is still a lot out there, as Mr. Wil-
liams just talked about. There are still some things that we don’t 
know. But we do have risk assessments. We have 81 percent of 
these high-risk programs have measurements today, and by 2008, 
100 percent of them will have. 

So those are the kinds of things that we know we are making 
progress on. We are not there yet and we welcome the opportunity 
to work with you and the Subcommittee to work on specific pro-
grams. If you know of some that are out there, we have an open 
invitation that we will be glad to monitor and follow those——

Senator MCCASKILL. That is a dangerous invitation to extend to 
me. Very dangerous. [Laughter.] 

Calling something that might be more than $10 million insignifi-
cant just kind of sticks in my craw and I think that is problematic. 

Let me ask both of you about the recovery audits, my experience 
has been that there are all kinds of companies out there that are 
willing to do this and absorb the costs in return for a cut of the 
money. I assume that is the case in the Federal Government, that 
these contractors that are being used on these recovery audits are 
being paid a percentage of what they recover? 

Ms. COMBS. Yes, that is correct. 
Senator MCCASKILL. Well, then why is it not cost effective for ev-

erybody to do it? 
Ms. COMBS. Cost effective for every agency to do it? 
Senator MCCASKILL. And every program. I mean, if the recovery 

audits are all being done on contingency, in other words, if we don’t 
have to put any money out of our pocket and we hire people and 
they are the ones that are taking the risk and they are the ones 
that have to have the overhead, and if they recover money, we get 
what they recover and they take a piece of it, then why in the 
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world are we waiting until 2010 in CMS and other places to make 
it system-wide? Why do we want to do pilot programs? Why don’t 
we say, come one, come all. If you are in the private sector and you 
think you can recover money for us, sign up, and if you do, we will 
give you part of it and the taxpayers are the winner there. 

Ms. COMBS. Well, I think that those are some things that we 
could sit down and talk about. There are, as I mentioned earlier, 
some very complicated issues when it comes to trying to address 
a one-size-fits-all. It does not one-size-fit-all, so we welcome your 
suggestions and look forward to meeting with your staff and talk-
ing about that. 

Senator MCCASKILL. If I could tell one story—when there was a 
flood in Kansas City and I was a prosecutor, I saw people lined up 
to get Food Stamps in an area of town where water had not come 
near. I sent my investigator down to interview people in the line—
the line stretched around the block—and started asking people in 
line if they had flood damage. People readily admitted, no, they 
just told you to come and sign up and you got Food Stamps. 

So I held a press conference the next day and said, if you got 
Food Stamps and you didn’t deserve them, if you turn them in in 
the next 2 days, we won’t prosecute you. It was kind of a recovery 
program. And we had hundreds of thousands of dollars of Food 
Stamps that were turned in voluntarily. Now, someone from the 
Federal Government called me and asked me what the heck I 
thought I was doing. They wanted to make it complicated. They 
wanted to know where I asked the people to turn them in and what 
kind of authority I had to ask them. Well, I just asked people if 
they got them and they didn’t deserve them and they thought they 
had done it illegally, they should turn them in. I just worry some-
times that we make this more complicated than it needs to be, and 
that gets in the way of just going after it. Thank you, Mr. Chair-
man. 

Senator CARPER. Thank you very much. I think maybe we will 
take a couple of minutes apiece for follow-up and then we will turn 
to our second panel. 

A number of high-risk programs have had trouble reporting esti-
mates on the Improper Payments Act. Thus far, they have goals in 
place to begin reporting, I believe in 2007 and 2008. There are, I 
think, at least four major programs—we have talked about them 
already—the Child Care Development Fund, Medicare Advantage, 
Medicare Prescription Drug Program, and the Temporary Assist-
ance for Needy Families Program—that are not reporting and, as 
I understand it, don’t yet have a timeline in place for coming into 
compliance with the Act. 

This is probably more for Ms. Combs than not—what progress, 
if any, has been made in bringing those four specific programs into 
compliance and when you think that we can expect estimated im-
proper payments from them? 

Ms. COMBS. TANF will report a component rate by 2007 and a 
full rate by 2008. CCDF will report a component rate in fiscal year 
2008. Medicare Advantage——

Senator CARPER. Say that again. 
Ms. COMBS. Fiscal year 2008. 
Senator CARPER. For what? 
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Ms. COMBS. CCDF, Child Care——
Senator CARPER. Yes, but what will they do by 2008? 
Ms. COMBS. Child care. 
Senator CARPER. What will they do—what will be accomplished 

by 2008? 
Ms. COMBS. They will report a component rate. One of their divi-

sions will report, so they will be reporting what we would call a 
partial rate. 

Senator CARPER. Alright. 
Ms. COMBS. Medicare Advantage and Medicare Prescription Drug 

Benefits will both report component measurements in fiscal year 
2008. 

Senator CARPER. Mr. Williams, should we take some comfort 
from that, what Ms. Combs has just responded? 

Mr. WILLIAMS. Well, anytime that you have an agency or compo-
nent within an agency that is not reporting and there is a timeline, 
that is better than some that we have seen in the past in which 
there was no information at all, that we were not for sure when 
anything was going to be reported. So yes, there is some progress 
there, but as I have stated earlier, the sooner that you are able to 
get your hands around the entire universe, the better I think we 
will all be in looking at this particular issue of getting that good 
base of improper payments government-wide. 

Senator CARPER. Alright, thanks. And the only other question I 
have, I want to go back to how do we incentivize States. When we 
have these partnership programs, how do we incentivize the States 
to work with us so they can come out ahead, the Federal Treasury 
comes out ahead, the taxpayers come out ahead, both in the States 
and at the Federal level? 

Ms. COMBS. I think you are going to hear from the next panel 
one of the very good success stories of how we incentivize States 
to do that. Rather than stealing their thunder, maybe you should 
hear directly from them. But there are some very good ways. When 
we work collectively with States and hear their concerns, know 
what it takes for incentives for them to work through these situa-
tions, which are very complicated, in their own individual States 
with their State-administered programs, we really can have some 
good, positive lessons learned, and I think you will hear that in the 
next panel coming up from particularly one or two of these. 

Senator CARPER. Mr. Williams, I want to ask you the same ques-
tion. How do we incentive States, more broadly? I appreciate the 
fact that we are going to hear from at least one witness in the next 
panel, but how do we do it more broadly, because there are a num-
ber of programs where there is this shared partnership, as you 
know. 

Mr. WILLIAMS. Yes. 
Senator CARPER. It is those programs where we have some of the 

biggest problems in recovering improper payments. 
Mr. WILLIAMS. Yes. I think we have to look at that particular 

process, and one of the things that I have seen in the past is that 
if you take these programs and if money is recovered, for example, 
and you are able to keep that rather than it going back to another 
fund or going to another operation, then if there is some incentive 
there that if I get this money back, I can use it to carry out this 
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program further, and I think that type of an incentive is something 
that you really want to have in place. But if you have a program 
in which there is an improper payment, for example, and if the 
money is collected it goes back into a fund that cannot be used for 
the purpose of carrying out that particular program, then there is 
no incentive there. So you need that type of incentive. 

Just from an overall accountability standpoint, one thing that, if 
I could add to all of this, as far as not just the incentives are con-
cerned, but as I stated in the testimony, the recovery component 
of it is your second choice. You really want to have systems, poli-
cies, and procedures in place——

Senator CARPER. You make that point in your testimony——
Mr. WILLIAMS [continuing]. To prevent this from happening in 

the first place. 
Senator CARPER. Good point. And I am going to come back and 

ask each of you to reply to that same question again in writing be-
cause I want you to think it through. How do we take these specific 
results that we are going to hear in the next panel and how do we 
broaden that application throughout this shared partnership. 
Thank you. 

Senator COBURN. Well, first of all, I want to say how pleased I 
am Senator McCaskill is on this panel. 

Senator CARPER. Me, too. 
Senator COBURN. It is refreshing and greatly needed to have the 

help and thank you for being here. 
The thing you will notice is that you did not get an answer to 

your question, and that is not a criticism of Ms. Combs. She doesn’t 
have the ability to agree with you because of the constraints that 
she operates under. But that is the question that ought to be an-
swered for the American public. 

The Recovery Act limits it to $500 million or more, so the first 
question is how do we change that Act to where we move that 
down the scale, which is one of the things that needs to be done. 
But I agree with you, it needs to happen. 

I am going to ask almost a rhetorical question, because I think 
I know the answer, but I would like for both of you to respond. 
Other than two small programs in the Defense Department, right 
now, the Defense Department as a whole really isn’t reporting 
under the Improper Payments Act, is that correct? 

Mr. WILLIAMS. I will take it. Dr. Coburn, as you know, in last 
year’s legislation, there was a mandate for GAO to take a look at 
DOD’s compliance in the area of travel because of the various re-
ports that we had been issuing about the travel issue. That work 
is currently underway and we are looking at it very closely from 
the standpoint of, again, using those basic four criteria that we 
have talked about here. And we will take those criteria and we will 
go through and we will look at each one to see what is DOD doing 
in that particular area. But in addition to that, we are also looking 
at the Recovery Auditing Act. We got a request from the Sub-
committee or the full Committee—I am not sure right now which 
one—to take a look at the Recovery Auditing Act with DOD and 
look at other IPIA reporting. 

At first glance, you look at an agency that large and I think it 
would raise the point that was brought up earlier when you talk 
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about whether this is in compliance or not. You have to take into 
consideration that there are probably some very large numbers, but 
when you throw in the 2.5 percent criteria, that might put some 
of those programs under the radar. So it is difficult for us to say 
at this particular point in time. 

Senator COBURN. So there is no question, I think Senator Carper 
and I have come to some agreement that we need to modify the 
IPIA Act to a little degree to address one of the areas that Senator 
McCaskill raised, and this is this 2.5 percent and $10 million. Con-
gress didn’t set that. OMB set that, and there are some practical 
reasons for why they set it, but I am not convinced that is the 
threshold that we need to have and I think we need to address 
that. 

Senator CARPER. Thanks very much. Senator McCaskill. 
Senator MCCASKILL. I will yield to the Chairman and let these 

folks go and maybe get a chance to hear from the second panel be-
fore I have to leave, Senator Carper. Thank you. 

Senator CARPER. OK, fair enough. Alright. Ms. Combs, Mr. Wil-
liams, thank you for joining us today. Thank you for your testi-
mony. Thank you for responding, and we will be providing some 
additional questions and would appreciate your prompt response. 

Mr. WILLIAMS. Thank you. 
Senator CARPER. Clearly, some progress is being made here. 

There is a good deal of work for us all to do, as you know. I always 
like to say, if it isn’t perfect, make it better, and this is not a per-
fect situation and we need to work hard to make it better and obvi-
ously we need to work together to make it better. But our job is 
to try to provide some oversight to hold someone’s feet to the fire 
and we will be endeavoring to do that. When people are doing a 
good job, agencies are doing a good job, we put a spotlight on them 
and applaud them. Those that aren’t, we will put a spotlight on 
them, as well, and let the lack of action or inaction speak for itself. 
Thank you both very much. 

Mr. WILLIAMS. Thank you. 
Ms. COMBS. Thank you. 
Senator CARPER. Mr. Williams, I am just going to ask you if you 

would take a seat in the front row, if you could. 
Mr. WILLIAMS. OK. That is fine. 
Senator CARPER. Just don’t go away too far. We may want to call 

you back to the table to respond to some further questions. Thank 
you. 

Mr. Williams, Lee White, who is Executive Vice President of U.S. 
Operations for PRG-Schultz, is going to testify on a third panel, so 
he is not going to be needing this seat right now, so we have an 
extra spot there and just feel free to take that one. We appreciate 
your flexibility here. 

We want to welcome each of our witnesses for our second panel 
today. I am not going to provide lengthy introductions, but I will 
say that John W. Cox, who is the Chief Financial Officer of the De-
partment of Housing and Urban Development, we are grateful that 
you are here. We appreciate your presence and your work. 

David Norquist is the Chief Financial Officer of the Department 
of Homeland Security. Mr. Norquist, one of the things we are going 
to be asking you is why we didn’t get your testimony on time. I am 
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sorry that Dr. Coburn is not here to hear that response, but I am 
sure his staff will convey the message. But when you speak, one 
of the first things I want you to do is to explain that. 

We want to welcome Timothy Hill, who is the Chief Financial Of-
ficer of CMS. Thank you for coming. 

And Terry Bowie, Deputy Chief Financial Officer at NASA. Mr. 
Bowie, thank you for coming, as well. 

I am just going to ask Mr. Cox, if you will, just to lead it off. You 
have about 5 minutes. Your entire statement will be made part of 
the record. We welcome your presence and your testimony. Thank 
you. 

TESTIMONY OF JOHN W. COX,1 CHIEF FINANCIAL OFFICER, 
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 

Mr. COX. Thank you very much, Mr. Chairman and Senator 
Coburn, and distinguished Members of the Committee, my name is 
John Cox, the Chief Financial Officer for Housing and Urban De-
velopment. I want to thank you for inviting me here to appear be-
fore this Subcommittee today to speak about the results of HUD’s 
efforts to reduce improper payments. 

The Department has aggressively complied with the Improper 
Payments Information Act of 2002 and was the first agency to 
achieve green status on the President’s Management Agenda Ini-
tiative for Eliminating Improper Payments. I would like to go over 
a few of the Department’s accomplishments since my office last tes-
tified before this Subcommittee on this very topic in September 
2005. 

We are in the process of updating our Fourth Annual Improper 
Payment Risk Assessment. Our most recently completed risk as-
sessment covered $58.8 billion in payments made by the Depart-
ment in fiscal year 2005, and no new high-risk programs activities 
were identified. Over the past 3 years, the results of HUD’s annual 
risk assessments called for the measurement of improper payment 
levels in 11 major program areas with the risk potential to exceed 
the $10 million high-risk program threshold. Those 11 programs 
constitute about 65 percent of the Department’s annual budget and 
payment activity. Five of the 11 programs measured exceeded the 
$10 million threshold to require corrective action planning, annual 
reporting, measurement, and follow-up efforts to reduce improper 
payment levels. 

We completed and verified corrective actions to reduce improper 
payments to an acceptable level in two of the five programs origi-
nally determined to be at risk of significant improper payment lev-
els, payments under the Single Family Acquired Asset Manage-
ment System and the Public Housing Capital Fund. 

We exceeded our internal goals for reducing improper payment 
levels for HUD’s three remaining at-risk program areas, the Public 
Housing Tenant-Based Assistance and Project-Based Assistance 
Program, collectively referred to as HUD’s Rental Housing Assist-
ance Programs. This reduction, and more importantly the under-
lying internal control components, was one of the key reasons 
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HUD’s Rental Housing Assistance Program area was removed from 
the GAO high-risk list in January 2007. 

The reductions in housing subsidy determination errors resulted 
from HUD efforts to work with its public housing industry partners 
and multi-family housing projects through enhanced program guid-
ance, training, oversight, and enforcement. The reduction of erro-
neous payments due to tenant under-reporting of income resulted 
from improved income verification efforts by housing program ad-
ministrators, increased voluntary compliance by tenants due to pro-
motion of the issue, HUD’s initiation of improved computer-match-
ing processes for up-front verification of tenant income, and an im-
proved methodology for reviewing income discrepancies identified 
through computer matching to better determine actual cases of 
under-reported income which impact subsidy levels. 

In fiscal year 2006, HUD implemented its new Enterprise Income 
Verification System for use by public housing agency program ad-
ministrators in conducting improved verifications of tenant income 
during the annual recertification process. I want to thank our agen-
cy partners at the Department of Health and Human Services and 
the Social Security Administration for their assistance in this 
project. This new web-based secure verification system will be ex-
panded to the multi-family housing project-based assistance pro-
grams during the current fiscal year. This computer matching 
capability has the potential to eliminate the majority of the re-
maining estimated improper rental housing assistance payments. 
This system is not only fast and more efficient, but just as impor-
tantly, it affords more privacy to tenants by eliminating the pre-
vious paper income verification letter that was formerly mailed to 
the assisted tenant’s employer. 

HUD’s long-range strategic goal is to reduce improper rental as-
sistance payments to less than 2.5 percent of total payments by the 
end of fiscal year 2008. That would be quite an accomplishment 
given the high degree of complexity of the housing subsidy deter-
minations and the decentralized nature of the program administra-
tion. 

In conclusion, Mr. Chairman, I want to thank Secretary Jackson, 
Deputy Secretary Bernardi for their leadership, the employees of 
HUD, our industry and agency partners for working together to 
tackle the tough issue of improper rental housing assistance pay-
ments. These efforts not only reduced improper payments, which 
allows more funds to be able to serve HUD’s mission, but we also 
proved that by working together, we could correct these long-
standing issues. 

I am now pleased to answer any questions you may have. 
Senator CARPER. Mr. Cox, thanks very much. 
Senator McCaskill, I know you have to go preside at noon. Did 

you want to ask a question of this panel before you leave? That is 
a little bit out of order, but I want to afford you that opportunity 
if you would like. 

Senator MCCASKILL. Well, I would appreciate, Mr. Chairman—
thank you for this opportunity. Just quickly, I want to make sure 
that anybody who doesn’t have a risk assessment, I would like to 
know specifically for the record, and you don’t need to answer it 
now, but anyone who has not done a complete risk assessment, and 
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I know there are several departments represented here who 
haven’t, I would like to know why, and if the law requires it, why 
it hasn’t been done. 

And second, specifically for CMS, why wait? If the three pilot 
programs have been successful, why wait until 2010? Why not just 
put them all open for contract now and say, go to it? 

Mr. HILL. That is what the RFI requires. The 2010 date is in 
statute, so we are sort of benchmarking ourselves against the stat-
ute——

Senator MCCASKILL. You are not supposed to do it until 2010 in 
the statute? 

Mr. HILL. The statute requires it by 2010, and so that——
Senator MCCASKILL. But is there any rule that says you can’t do 

it earlier? 
Mr. HILL. Nope, and we would like to get it done earlier if we 

can. 
Senator MCCASKILL. Well, wouldn’t that just mean like opening 

it up for contracts and saying, we want you to propose coming in 
and doing a contingency recovery audit, like now? 

Mr. HILL. The RFI for that contract is on the street as we speak. 
Senator MCCASKILL. For system-wide? 
Mr. HILL. Yes. 
Senator MCCASKILL. And when does it have to be responded to? 
Mr. HILL. I can get back to you for the record on that. I don’t 

have all the details with me——
[The information provided for the Record follows:]

INFORMATION PROVIDED FOR THE RECORD 

CMS released a Request for Information (RFI) on March 16, 2007. The RFI in-
cluded a draft Statement of Work (SOW) and capability statements for small busi-
nesses. Responses to the RFI are due to CMS on April 9, 2007.

Senator MCCASKILL. The idea that we know that these are going 
to be successful and we know they are going to recover hundreds 
of millions of dollars, it seems to me that the minute you have a 
pilot program—frankly, I don’t even know why the pilot was done. 
Once you know you can do it and it is legal to do it, I don’t under-
stand why every department isn’t signing up immediately for these 
recovery audits, because there is absolutely no cost, right? 

Mr. HILL. You will get no argument from me. We are very happy 
with the recovery audit process. The history here was some of the 
arcania in the Medicare statute not allowing us to do it before we 
had the demo, but we are very excited about it and we are ready 
to move forward. 

Senator MCCASKILL. Is there any other department that is rep-
resented here that does not see the light in terms of recovery au-
dits and how important they are and that they don’t cost us any-
thing to do, but they have the potential of recovering lots of money? 
Is there any other department that is represented here that wants 
to express some kind of reluctance or reticence to engage in those 
kinds of contracts? 

Mr. NORQUIST. We use those types of contracts and they are ef-
fective and they don’t cost the taxpayer, and to be clear, we use 
them even on low-risk programs. The answer is you use high-risk 
assessments, but even on programs that are low-risk, those organi-
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zations bring in teams to go through and look for cases even within 
a low-risk program where there is an opportunity to recover funds. 

Senator MCCASKILL. And, Mr. Cox, do you do it at HUD? 
Mr. COX. We do not, Senator. I am very familiar with that from 

the private sector. Our experience at HUD, we actually had an out-
side party look at the potential for that and the potential, if I recall 
from a couple years ago, was very low. It was a couple hundred 
thousand dollars. And the reason for HUD is most of our contracts 
are firm fixed-price contracts. We have a a government transaction 
specialist (GTS), on each one. So we actually did a study to look 
at the potential, and at least in our case, an outside party con-
ducted that and found that there was very little evidence. In fact, 
of the $200,000, on further review, the actual number was reduced 
to zero. 

So the potential, and again, I am very familiar with it from the 
private sector, the potential at HUD, given the nature of our con-
tracts and our funding, was very small. We will certainly look at 
it again, but it was very small at that time. 

Senator MCCASKILL. Well, to me, it would be something that you 
wouldn’t even need to study. I mean, if somebody is willing to do 
this work at no cost to the government and we get the money back, 
I don’t know what there is to study. Now, maybe if you put it out 
for proposal and nobody makes a proposal, it seems to me the mar-
ket has told you——

Mr. COX. Right. That is right. 
Senator MCCASKILL [continuing]. That there is no chance for re-

covery. 
Mr. COX. Right. 
Senator MCCASKILL. It doesn’t seem to me we need to hire any-

body or have an outside consultant because the market is going to 
look at what the program is. All of the privatization that has gone 
on in our Federal Government under the guise of more efficiencies, 
and it just is amazing to me that there is any kind of reluctance 
anywhere just to let the private sector have a whack at this. 

Thank you, Mr. Chairman, for giving me that opportunity. 
Senator CARPER. You bet, and thanks for being with us today. 

Good luck in the Chair. 
Senator MCCASKILL. Thank you. 
Senator CARPER. They will be pretty quiet over there. 
Senator MCCASKILL. They will be very quiet. 
Senator CARPER. Alright. Mr. Norquist, we have a policy here, as 

I think the other witnesses know, that testimony should be sub-
mitted 48 hours before our hearings begin. Not everyone complied 
with that. A number of our witnesses did. The most egregious of-
fender was the Department of Homeland Security, and I would just 
ask why? 

TESTIMONY OF DAVID M. NORQUIST,1 CHIEF FINANCIAL 
OFFICER, U.S. DEPARTMENT OF HOMELAND SECURITY 

Mr. NORQUIST. Sir, there is no acceptable answer. We know the 
timeline you gave us. We know that OMB needs to review it. It is 
our responsibility to get it to them enough in advance and we 
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didn’t do that. That is my responsibility because the folks working 
on it worked for me and I apologize to you for that. We will not 
do that again. 

Senator CARPER. Thank you. You are recognized. Proceed with 
your testimony. 

Mr. NORQUIST. Thank you, sir. Thank you, Chairman Carper, 
Ranking Member Coburn, and Members of the Subcommittee for 
this opportunity to testify before you regarding the Department of 
Homeland Security’s efforts to reduce improper payments. Sec-
retary Chertoff and I are committed to strengthening the processes 
needed to implement the Recovery Auditing Act of 2001 and the 
Improper Payments Information Act of 2002. 

I also want to thank you for S. Res. 94. Your statement of sup-
port and recognition for the DHS workforce is greatly appreciated. 

In 2005, the Department’s improper payment testing and report-
ing was limited. However, in 2006, we improved our process and 
executed statistically valid sample test plans. They identified two 
high-risk programs, FEMA’s Individuals and Households Program 
and their vendor payments. We also conducted sampling on 16 
other programs across the Department, totaling over $7.3 billion in 
payments, and determined that these programs were not high-risk. 

This year, we expand the scope and quality of our testing, and 
to ensure the long-term effectiveness of this program, our 2008 
budget requests some additional resources so my office can evalu-
ate the components’ testing procedures. We are a new department. 
We will be doing these tests for a long time, and I want to make 
sure that as we do these tests that we are confident that they have 
done rigorous risk assessments and they have done quality testing. 
So while we have outside folks helping us, we are looking to be 
able to evaluate those and confirm the quality of them. 

I would like to now briefly touch on our two high-risk programs. 
In the wake of Hurricane Katrina, FEMA tested and identified two 
programs under the Disaster Relief Fund as being high-risk for im-
proper payments, the Individuals and Households Program and 
vendor payments. This evaluation was designed to determine if im-
proper payments occurred, assess the cost of improper payments, 
and develop corrective action plans to mitigate the risk of future 
occurrences. 

For the Individuals and Households Program, FEMA selected a 
statistical sample covering the period of September 2005 through 
March 2006, the days immediately following the hurricane, result-
ing in an estimate of 8.6 percent for improper payments. FEMA 
initiated corrective action plans to address the root causes, and this 
included preventing duplicate registration, confirming applicant 
identity, handling a high volume of transactions, and an enhance-
ment to the post-payment reviews. Moving forward, FEMA has 
taken steps to strengthen compliance with IPIA and to implement 
OMB guidance, and so a second round of IPIA testing and risk as-
sessment is currently underway for the payment period of March 
to November 2006. 

Regarding vendor payments, FEMA’s statistical sampling over 
the same period estimated 7.4 percent of total payments as im-
proper and they have initiated corrective action plans to include 
enhanced training guidance for invoice processing, developing a 
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vendor payment quality assurance program, and reviewing contract 
language for consistency of similar goods and services. 

In conclusion, DHS has made progress on IPIA and we are on 
track to make more progress this year. We will continue to work 
closely with Director Paulison and FEMA to strengthen their core 
capabilities and capacity to manage payments. We will also con-
tinue to work closely with the Office of Management and Budget 
to ensure continued progress in eliminating and recovering im-
proper payments. 

I appreciate the support we have had from the Congress and this 
Subcommittee. Thank you for your leadership and your continued 
support of the Department of Homeland Security. I would be happy 
to answer any questions you may have. 

Senator CARPER. Thanks, Mr. Norquist. Mr. Hill. 

TESTIMONY OF TIMOTHY B. HILL,1 CHIEF FINANCIAL 
OFFICER, CENTERS FOR MEDICARE AND MEDICAID SERVICES 

Mr. HILL. Good morning, Chairman Carper, distinguished Mem-
bers of the Subcommittee. I am honored to be here today to discuss 
with you CMS’s efforts to measure and reduce improper payments 
in Medicare, Medicaid, and the SCHIP program. 

When I last testified before this Subcommittee about 18 months 
ago, I discussed CMS’s aggressive targets for reducing improper 
payments in our programs and I am pleased to be here today to 
tell you that our efforts are showing substantial results. I want to 
use my remarks this morning to briefly discuss the status of our 
measurement programs for Medicare, Medicaid, and SCHIP, de-
scribe for you some of our corrective actions, and briefly touch on 
what I believe is our biggest challenge to continuing our efforts. 

On the measurement front, much has been accomplished over the 
last 18 months. For Medicare, last year, we reported an error rate 
of 4.4 percent, a significant decrease from the 5.2 percent reported 
in 2005 and a reduction of greater than 50 percent from the error 
rate we reported in 2004. This is a cumulative savings to Medicare 
and the taxpayers of over $10 billion. With continued monitoring 
and error reducing efforts, our goal is to achieve an error rate of 
4.3 in 2007 and 4.1 by 2009. I am happy to report that our prelimi-
nary data indicate that we are on track to meet our 2007 goals. 

In the coming year, we will be adding payments for Medicare 
Part D and C into this calculation to bring all of Medicare into full 
compliance with IPIA. We have completed preliminary risk assess-
ments and are in the process of developing pilot areas to test pay-
ment risks across C, D, and the retiree drug subsidy program. We 
plan to use this information from the risk assessment and pilots to 
report component level error rates for these programs in the 2008 
PAR next November. 

In Medicaid and SCHIP, we have made much progress since I 
was last before the Subcommittee. Last August, we published final 
regulations creating the Payment Error Rate Measurement Pro-
gram (PERM), which requires States to assist us in measuring and 
reducing improper payments in Medicaid and SCHIP. We began 
implementing this program in 17 States across the country this 
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past year and will be reporting an error rate for Medicaid claims 
in the 2007 PAR, which will be issued this fall. Our efforts will con-
tinue through the coming fiscal year as we extend our error rate 
calculation to Medicaid Managed Care and to the SCHIP program, 
and we are on track to have a fully compliant report in the 2008 
PAR next November. 

Let me now turn to our remediation efforts. As you know, calcu-
lating the error rates is only one step in the process. Remediation 
is the key to IPIA compliance. The cornerstone of our remediation 
efforts in Medicare is our error rate reduction plan, which includes 
agency-level strategies to clarify CMS policies and implement new 
initiatives to reduce improper payments. It lays out how we use im-
proper payment information to manage our contractors that process 
our claims and to target our activities in particularly error-prone 
benefit-type areas. 

We are also using new tools to recover improper payments. In 
2004, we implemented a recovery audit contract demonstration to 
identify improper payments. Based on early results, we see the 
RAC program is an indispensible tool in reducing and eliminating 
future improper payments. To date, the RACs have identified more 
than $400 million in improper payments and have collected $144 
million. We have an aggressive time table to meet the statutory re-
quirements for implementing RACs nationwide. 

We expect our remediation efforts in Medicaid to be equally ro-
bust. To reduce Medicaid improper payments that are identified 
through the PERM program, we will require States to submit cor-
rective action plans that describe the actions they will implement 
to address major areas of concern. We expect that the corrective ac-
tions taken by States as well as our active monitoring and over-
sight of States will lead to reductions in the reported Medicaid 
rates over time. 

Finally, let me turn to what I foresee is our biggest challenge as 
we continue our efforts in this area, and that is allocating scarce 
resources to fund our activities. Under the PMA, Federal agencies 
are mobilizing people, resources, and technology to identify im-
proper payments. Consistent with these efforts, CMS is firmly com-
mitted to ensuring the highest measure of accountability. Unfortu-
nately, since funding for our efforts has been capped since 2003, we 
have sustained a huge degradation of our purchasing power rel-
ative to inflation. Thus, to preserve our commitment to program in-
tegrity, the President’s 2008 budget requests an additional $183 
million in discretionary funds to build upon our programs so that 
we can continue our proven record for accountability. 

We are proud of our results. CMS is setting the standard in iden-
tifying, reducing, and recovering improper payments. But while we 
continue to make great strides, there is more room for improve-
ment. We look forward to continuing to work cooperatively with 
this Subcommittee and to strive to protect the taxpayers we serve 
and ensure financial management of Medicare and Medicaid pro-
grams. 

I look forward to answering any questions you might have. 
Senator CARPER. Mr. Hill, thank you very much. Mr. Bowie, you 

are recognized. Thank you. 
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TESTIMONY OF TERRY BOWIE,1 DEPUTY CHIEF FINANCIAL 
OFFICER, NATIONAL AERONAUTICS AND SPACE ADMINIS-
TRATION 
Mr. BOWIE. Chairman Carper, Senator Coburn, and Members of 

the Subcommittee, thank you for the opportunity to appear today 
to discuss NASA’s progress in identifying, eliminating, and recov-
ering improper payments. In my testimony today, I will outline the 
steps NASA has taken to address improper payments, including 
complying with the Improper Payments Act. 

I would like to briefly explain the composition of NASA’s con-
tracts and how that affects our payments. Contractors support the 
execution of many of NASA’s research and development programs. 
The variable and often unpredictable nature of this complex R&D 
work leaves NASA to use cost versus fixed-price contracts. While 
both contracts are used in various NASA programs, cost contracts 
represent approximately 88 percent of payments made and fixed-
price contracts represent the remaining 12 percent. 

NASA has implemented a multi-pronged approach to oversee in-
tegrity of the payments for its R&D programs and associated con-
tracts. Effective contract and financial process controls represent 
one element of our approach and are the cornerstone of NASA’s ef-
forts to ensure proper payments. 

As an important second element to our approach, the Defense 
Contract Audit Agency (DCAA), reviews cost contracts and our con-
tractors’ adherence to accounting controls and requirements. For 
cost contracts, the DCAA also conducts contract close-out audits 
that may identify questionable costs. Any questionable costs are 
then reviewed by the NASA contracting officer for resolution. 

As a third element complementary to our program integrity ac-
tivities, the agency has established an Acquisition Integrity Pro-
gram. This program was formally launched in December 2006 by 
NASA’s Deputy Assistant Administrator, Shana Dale, and this is 
a collaborative effort among the Office of the Inspector General, the 
Chief Financial Officer, General Counsel, and procurement. 

Finally, in accordance with the Improper Payments Act and con-
sistent with OMB guidance, NASA, as well as other agencies, is re-
quired to complete an Improper Payments Risk Assessment. For its 
fiscal year 2006 risk assessment, NASA used the results of the 
prior year’s recovery audit. Through that process, NASA reviewed 
approximately $57 billion of cost and fixed-price contracts across all 
programs dating back to 1997. Based on the results of that assess-
ment, NASA found the total value of improper payments that had 
not already been identified and reported in prior years to be 
$256,255. This formed the basis for the amount reported in our fis-
cal year 2006 Performance and Accountability Report. In that docu-
ment, NASA reported that the agency’s risk assessment and 
actuals represented for the past 3 years had shown NASA’s im-
proper payments to be less than a benchmark 2.5 percent of pro-
gram payments and less than $10 million. 

There have been several observations regarding questioned ques-
tions and the relationship to improper payment figures reported in 
NASA’s PAR. Questioned costs are not analogous to improper pay-
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ments. Rather, they are costs that NASA’s Office of Inspector Gen-
eral recommends be reviewed by NASA to determine validity. 
There are more categories of possible questioned costs than exist 
for improper payments, and since these audited questioned costs 
are not always sustained, the IG report would have a higher figure 
for questioned costs than the amount that would be reported in 
terms of improper payments. 

For fiscal year 2007, NASA’s risk assessment approach incor-
porates all the lessons learned from the prior year’s audit, recovery 
activities, and incorporates OMB’s instructions in their memo-
randum dated August 10, 2006. This risk assessment addresses 
disbursement activities on programs based for both cost and fixed-
price contracts. A statistically valid sample of payment trans-
actions will be obtained and tested, after which NASA will report 
the results. 

We have taken steps to bring our program into compliance with 
OMB guidelines for implementing improper payments, the Im-
proper Payment Act. We will continue to adopt lessons learned for 
future recovery audits to make sure that we are making the most 
of those efforts. 

In closing, NASA is fully committed to ensuring that the agency’s 
payments are properly made and that the agency fully complies 
with the Improper Payments Act. Mr. Chairman, I am pleased to 
respond to any questions you or other Members of the Sub-
committee may have. 

Senator CARPER. Thanks, Mr. Bowie. 
We have at this table a number of agencies whose improper pay-

ments are measured annually not in the millions of dollars or the 
tens of millions of dollars, but literally hundreds of millions of dol-
lars. We have heard of the efforts that have been launched particu-
larly in HUD and CMS to go out there to identify those improper 
payments and to reduce them, to recover monies that have been 
improperly paid. 

When I read your testimony and listening to it again today, what 
I take away from it is that you have identified in your agency—
roughly what is your agency’s budget on an annual basis? 

Mr. BOWIE. Roughly $16 billion. 
Senator CARPER. How much? Sixteen billion? 
Mr. BOWIE. Sixteen billion, yes. 
Senator CARPER. What I took away from it was the belief that 

there is really not much, given the way that you award contracts 
and the work of your contracts, in the way of improper payments 
that are made, and I think I heard the figure $250,000. I don’t 
want to put words in your mouth, but it sounds like you have 
looked at your payments and you just don’t think, at least with re-
spect to your agency, that it is a problem. 

Mr. BOWIE. I believe that we have to always be vigilant in terms 
of ensuring that taxpayer dollars are properly accounted for and we 
will look and judge every dollar based upon that. We would not 
automatically assume that there are no problems. There always 
could be an issue and we will always be vigilant to tackle those 
issues as they arise. 

Senator CARPER. But as you look back at 2004, 2005, 2006, what 
I take away from your testimony is that you don’t believe there are 
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any really material problems with respect to mispayments, over-
payments, or improper payments? 

Mr. BOWIE. In looking at the criteria as established by OMB for 
reporting, the 2.5 percent or over $10 million, that would be the 
conclusion. 

Senator CARPER. Mr. Williams, let me just ask you to reflect on 
that for a moment, if you would. 

Mr. WILLIAMS. Mr. Chairman, in listening to the testimony, as 
I was reflecting back to the 1980s when President Reagan and 
President Gorbachev used to get together and President Reagan 
used to always tell President Gorbachev to trust but verify, and I 
have this professional skepticism, I guess, that is just basically in-
grained in the work I do. 

In reflecting back on the point that I made earlier, in listening 
to some of the statements and looking at what the auditors had re-
ported, it makes me want to reiterate the other point that I made, 
that while not required, it would be a good idea at each one of 
these agencies that independent set of eyes would be required to 
take a look at this process, because I am looking at a couple of the 
agencies and I think the auditors basically stated that there was 
a potential non-compliance at NASA, I believe, because of the sup-
porting documentation that they questioned. I think at Homeland 
Security, the auditors basically stated that the risk assessment was 
not performed for all of the programs and I also think that there 
were some questions raised about the sampling at that particular 
agency. 

And I think, in conclusion, we kind of get back to this issue that 
we talked about earlier, also, of this $10 million and 2.5 percent 
criteria. As I have stated in previous testimonies before this Sub-
committee on that particular issue, I was involved, or I was asked 
to take a look at the original drafting of the legislation, and as I 
have stated, it originally started out at $1 million. It was any agen-
cy that had improper payments of $1 million would be required to 
go through the steps that are listed on the board up there. Looking 
at it from a cost-benefit standpoint, we did suggest, and our sug-
gestion was taken into consideration, to raise it to $10 million. 

So I have a little bit of institutional knowledge of what the Con-
gress was intending in this area and I think that not just members 
on this panel now, but if you look at some of the other agencies 
that have looked at this issue, I think when you throw in the 2.5 
percent criteria and the word ‘‘and,’’ it kind of takes some of these 
issues below the radar screen. 

Senator CARPER. Alright. Thank you. 
Mr. Cox, if I could come to you. In Ms. Combs’ testimony earlier 

today, I think she held out HUD as an example of an agency that 
has done a good job in trying to identify improper payments and 
eliminating them. I just want to ask you to briefly sketch for us 
some of the best practices and processes you think that you have 
adopted over the years to address improper payments, to try to re-
duce them, and is there something in that list that you all have 
done that maybe some other agencies, including some at the table, 
but a number who aren’t at the table, could emulate? 

Mr. COX. Thank you, Mr. Chairman. I think if you look at the 
large area for us of improper payments, it centers around our Rent-
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al Housing Assistance Program, and there are really three areas 
that we look at to determine improper payments. The first is, is 
this subsidy itself calculated correctly? Second, is the tenant’s in-
come reported correctly? And third, once we have determined one 
and two, have we been billed correctly for what was determined in 
step one and two? 

The biggest efforts—and I will set aside No. 3 for just a second, 
but the biggest efforts we have made is to, first of all, educate the 
public housing authorities and the multi-family owners on the com-
plexity of those calculations. They are very complex. There are over 
40 income deductions and exclusions, so that is a very complex, not 
unlike the tax code. 

No. 2, probably our biggest success, and I would say, Mr. Chair-
man, where other agencies could use it, is our income verification 
system. Working with the Department of HHS and Social Security, 
we actually get secure data off-line but then put on-line on a public 
housing authority by public housing authority basis, and they are 
able to verify what the tenant has told them is their income, which 
is a key component of determining what the subsidy could be. 

Senator CARPER. Excuse me for interrupting. A long time ago 
when I was a member of the House of Representatives and served 
on the Banking Committee Housing Subcommittee, one of the 
things that I focused on was tenant income verification and we 
were trying to make sure that, given the fact that you had a lot 
of people in waiting lines to get into public housing, we wanted to 
make sure that the folks that were there were actually income-eli-
gible. We tried to figure out, working with the State and local folks, 
how best to make that verification, do so in a way that was respect-
ful of people’s privacy rights but also in a way that would enable 
us to quickly and regularly make an identification of who was ap-
propriately there and eligible and who was not. 

My recollection is that we used Department of Labor data from 
folks who were employers that were paying, had people on their 
payrolls, and submitted on a regular basis employment data, and 
I don’t think you mentioned that. I think you said that you were 
doing it through a couple of other things. How do you do it today? 

Mr. COX. We used the National Registry of New Hired Data, 
which is now captured by HHS, and so we used to use Department 
of Labor data, but there were some delays in reporting on a quar-
terly basis and in some cases even on an annual basis. So the infor-
mation that we have today, Mr. Chairman, is actually more cur-
rent, or is the most current that we can get. 

Senator CARPER. Alright. Do you want to add anything? I inter-
rupted you. Do you want to complete your thought from earlier? 

Mr. COX. I would just say, again, any program that is based on 
income—ours clearly is, the majority of ours, but I would say—you 
asked the specific question, what can other agencies look to, I 
would say this is a good example of both interagency cooperation 
as well as working with our industry partners and that is a big 
success story here to reduce improper payments by over $2 billion 
since 2001. 

Senator CARPER. Alright. That is a lot of money. 
Mr. COX. It is a lot of money. 
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Senator CARPER. Thank you. Again, if I come over to Mr. Hill for 
a moment, if I could. We are going to hear, I think, on the next 
panel some testimony that CMS serves as an example of how a suc-
cessful government audit recovery program can be run and should 
be run. I just want to ask you to provide us with your perspectives 
on why the recovery work underway in Medicare has been success-
ful and describe your plans to expand this program. I know you 
spoke just a little bit in response to Senator McCaskill’s questions, 
but how do you plan to expand this program beyond the three 
States which are now underway? And also, do you have any sense 
for how much money could be saved once you are doing this nation-
ally, not just in three significant States, but in all 50 States? 

Mr. HILL. Thank you. We plan on having our national RACs up 
and running. We are going to chunk the country up a bit. We are 
not going to have one contractor do the entire country. We will sort 
of set up some regions and describe in a general way who will be 
responsible for which area. 

There is a procurement, a request for comment on the street. It 
is a little special in terms of the work that has to be done. It is 
not like looking at a vendor payment or an invoice. We are looking 
at actual medical records and claims that are coming in from pro-
viders and beneficiaries and so we want to be sure the RACs have 
the appropriate medical skills on staff to be able to review those 
claims and to be able to do that work, and so there will be some 
review of the contracts as they come in. 

We expect to be able to have those contracts out and let and be-
ginning to run in calendar 2008. That is our timeline. 

A significant issue for us as we roll this out nationally is edu-
cating and working with the providers and the beneficiaries we 
serve, because this is a new entity that is sort of going to interject 
themselves into the Medicare system, and physicians and hospitals 
are going to be getting letters from companies that they have never 
heard of before saying you owe the Federal Government some 
money, and so we want to be sure that we have done all the appro-
priate leg work there to be sure that there is no surprises. 

In terms of the money to be saved, I mean, we have identified 
just in the three States in the short time that we have been doing 
it, $400 million in overpayments, and I think a lot of that has——

Senator CARPER. Say that again? How many? 
Mr. HILL. Four-hundred million dollars. 
Senator CARPER. And was that for 1 year or several years? 
Mr. HILL. Since January 2005, so it is over several years. But 

again, it has taken a while for them to get up, get familiar with 
the data, get familiar with the areas that they are going to be 
working in, so we have seen that grow over time. Month to month, 
it gets higher and higher. I expect that the recoveries will, I am 
hoping, certainly get into the ‘‘b’’s, out of the millions and into the 
billions, over time. When that will start and how soon we can get 
there remains to be seen, but we are anxious of get started and we 
are anxious to continue the relationship we started with these con-
tractors. 

Senator CARPER. Thank you. Talk with us again a little bit about 
improper payments with respect to Medicaid and the SCHIP pro-
gram. What kind of timeline are you on there? 
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Mr. HILL. Right now, we are out in the field collecting data and 
measuring rates in 17 States. We had some sort of fits and starts 
getting going with Medicaid. We finally got our final regulations 
out in the summer of 2006, sort of articulating exactly how we are 
going to implement the IPIA for the State programs, and the way 
we are doing it is in a phased, cyclical approach. So we will do 17 
States each year to get to all 50 over a 3-year cycle. We began the 
first 17 this past year. 

We will be reporting on those rates in this year’s PAR and that 
is for one component of Medicaid, the biggest component, the fee-
for-service component. For the Medicaid Managed Care piece, 
which in some States is big but nationally it is a smaller piece, and 
SCHIP will be done beginning in fiscal year 2008 for a report next 
year, in next year’s PAR. 

The challenge for us here has been, of course, as folks have iden-
tified already, is dealing with 50 different States and 50 different 
entities and setting up a process that ensures we get the data we 
need to do the appropriate calculations but sort of does it in a way 
that the State is sort of working cooperatively and has the incen-
tive to be sure that they give us that data. Quite frankly, some of 
the comments that we got from some of the States on the regula-
tions that we put out were less than favorable in terms of them 
viewing this as a State activity versus a Federal activity, so it has 
become quite a challenge to sort of convince them that, yes, this is, 
in fact, in their best interest to do this measurement and help us 
do the assessments. 

Senator CARPER. Alright. Dr. Coburn is back, so why don’t you 
just jump in and take as much time as you would like. 

Senator COBURN. Thank you. 
Senator CARPER. We have, I think, one more panel. 
Senator COBURN. Mr. Bowie, in your statement, you described 

that NASA conducted last year’s risk assessment—let me put the 
poster up here—for its 2006 risk assessment, NASA used the re-
sults of the prior year’s recovery audit. Through that process, 
NASA reviewed approximately $57 billion of cost and fixed-price 
contract payments across all programs dating back to 1997. Based 
on the results of that assessment, NASA found the total value of 
improper payments that had not already been identified and re-
ported in prior years to be $256,000. This formed the basis for the 
amount reported in the fiscal year 2006 PAR document. You also 
reported in that document that the agency’s assessed risk and ac-
tual results for the past 3 years have shown NASA’s improper pay-
ments to be less than the benchmark of 2.5 percent of program 
payments and less than $10 million. 

I have some concerns with this risk assessment on several levels. 
First of all, I am kind of fuzzy on how you conducted this assess-
ment. So what I would like for you to do is break that down for 
me sentence by sentence. First is, NASA used the result of the 
prior year’s recovery audit. First of all, how is that a valid risk as-
sessment for present? We already had the GAO testify that recov-
ery audits are the more expensive way to do that. The least expen-
sive is have the program integrity there in the first place. It lacks 
the depth and detail necessary to carry out a thorough and com-
prehensive review of the entire agency because you are limiting 
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that to programs of $500 million to begin with. That is what the 
recovery audit requirements are. 

So the IPIA mandates that the entire agency and all of its pro-
grams perform an improper payment risk assessment. Do you be-
lieve the results of an improper payment, this passes muster for a 
valid risk assessment? 

Mr. BOWIE. For 2007, we will be doing a very robust risk assess-
ment. For 2006, since we did have the recovery audit that exam-
ined basically all contracts dating back to 1997 and there was no 
dollar threshold imposed on that, so it was open, that we felt that 
if we had, even in doing a risk assessment, we would have still pro-
jected similar results as the actual results of the audit themselves. 

Senator COBURN. What was found in the recovery audit? How 
much money was found in the recovery audit? 

Mr. BOWIE. For the recovery audit, it was approximately that 
$256,000. 

Senator COBURN. That is all that you found going back to 1997? 
In your recovery audit, you found $256,000 in payment errors? 

Mr. BOWIE. That had not already been resolved or corrected. 
Senator COBURN. I know, but that is my whole point. What was 

the amount that had already been resolved or collected? 
Mr. BOWIE. For 2004, it was $70,000. For 2005, it was $617,442. 
Senator COBURN. OK. So your testimony is that for NASA, your 

total payment errors, your estimate of your total payment errors is 
this $256,000 plus $70,000? 

Mr. BOWIE. And the $617,000. 
Senator COBURN. Six-hundred-and-seventeen thousand dollars. 
Mr. BOWIE. Those are for past years. 
Senator COBURN. OK, but your risk assessment by law has to be 

for every year. So you are using a recovery audit to state an assess-
ment of 2006. Mr. Williams, what do you think about that? 

Mr. WILLIAMS. Dr. Coburn, as you know, this Subcommittee has 
requested GAO to take a look at NASA and the scope of that par-
ticular work is basically looking at how well did they go about 
doing their risk assessment. From looking at the numbers and 
what we have in our report, in 2004, there was no report, and the 
$70,000, I guess, is the number, while it wasn’t reported. 

But when you add these two numbers together—and as I stated 
earlier, we believe that the risk assessment is the foundation of 
this whole exercise that we are going through, and using recovery 
auditing, as I stated in my written testimony, even using the single 
audits, we don’t think that those are good bases for going about 
doing a thorough risk assessment that is needed in order to do the 
things that need to be done to properly identify those programs 
that are susceptible to significant risk. 

Senator COBURN. Don’t get me wrong. I love NASA, OK. I just 
hate waste. I have trouble believing that on a $56 billion program, 
that is the amount of waste that was there in terms of improper 
payments when I look across all the rest of the Federal Govern-
ment and don’t find hardly anybody that can compare to that. And 
I know that NASA is good, but they are not that good. So I have 
real doubts about the accuracy of what you are reporting and also 
whether or not—and I would tell you, by law, a recovery audit does 
not pass muster with what the law states on the Improper Pay-
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ments Act. You can read that. I have introduced that into the 
record. You heard me do that. 

Is it possible that NASA could commit to fulfilling what GAO 
would like to see in terms of a recovery audit for next year? 

Mr. BOWIE. That is our intention. 
Senator COBURN. OK. So you are going to do a true risk assess-

ment next year? 
Mr. BOWIE. Correct. 
Senator COBURN. Well, that is great to hear. 
Mr. BOWIE. That is already in place and we have already done 

the first phases of that risk assessment by program and we are 
moving to the test phase. 

Senator COBURN. That is great. Mr. Chairman, I have heard 
what I wanted to hear. 

I would like to submit the rest of my questions so that these peo-
ple don’t have to wait such an extended period of time, and I apolo-
gize for my absence during your testimony. 

Senator CARPER. That is quite alright. 
I want just to follow up on what Dr. Coburn said. I hope the 

amount of improper payments are as low as you have suggested 
here, and if they are, maybe we will ask you to come back and we 
can figure out how the rest of the Federal agencies and States can 
learn from what you are doing. 

Mr. Williams, we look forward to the closer scrutiny that you all 
are going to take with respect to NASA and we will see what we 
can find. 

A couple of questions, if I could, for Mr. Norquist from Homeland 
Security. First of all, one of the issues that has been raised by 
GAO, and I think by your auditors, is that your Department has 
not yet performed risk assessments on all of its required programs 
to determine whether they are susceptible to improper payments. 
When do you expect that work is going to be completed? 

Mr. NORQUIST. Sure. That is a great question. Two years ago, 
they asked the components to look at the risk and basically every-
one answered, we are not high risk. That was considered not an 
adequate answer, so last year, they simply used a dollar threshold. 
Whether you think you are high-risk or not, if you are spending in 
certain areas over a certain amount of money, do the sample test-
ing, and there were 16 more programs where we did that. The 
numbers came in with error estimates of less than $1 million, but 
we felt it was worthwhile to do that test even where people weren’t 
asserting it. 

This year, we have issued the guidance to do a proper risk as-
sessment. We will be working with our organizations to make sure 
they do that. We understand the dollar threshold alone is not an 
adequate substitute for risk assessment. My predecessor thought it 
was better than accepting the answers he had been receiving pre-
viously about what was risk. But we are going to work with the 
components to ensure that the risk assessment is done consistent 
with the law. 

Senator CARPER. Alright. Thanks. I understand that as a sec-
ondary measure to help improve the Department’s improper pay-
ments, that recovery audits were being performed at three of the 
Department’s components. At the time of your improper payments 
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reporting for the last fiscal year, fiscal year 2006, however, the re-
covery auditing work had progressed but was not yet at a point 
where it could yield any kind of conclusive results. Discuss with us 
for a minute or so, if you could, the current status of that work and 
the results that have been yielded. 

Mr. NORQUIST. I would be happy to, sir. At the end of last year, 
they had a challenge getting some of the recovery audit teams on 
board. There was a clearances issue. In most of those cases, they 
are on board and operating, and while we only have them in a few 
components, those components are service providers and do the fi-
nance and accounting for a number of other organizations in DHS, 
so it is a much broader group. 

Those efforts are ongoing at Coast Guard and ICE, and I will 
have to get the number for the record, but there are several hun-
dred thousand, I believe, that was being reviewed at Coast Guard 
as potential candidates for recovery. Again, not enormous sums, 
but sums worth following. These are not high-risk programs, but 
as I mentioned to the Senator before, they are programs that are 
worth looking into because there is the opportunity to recover as 
long as you have the recovery audit teams working alongside you. 

We expect to have all those teams in place for this year, and 
again, they are going back over 2004 and 2005 payments, as well. 

Senator CARPER. Alright. A couple of people made the point in 
their testimony, I think Mr. Williams among them, that it is all 
well and good that we do risk assessments. It is good that we iden-
tify improper payments that were made. It is good that we go out 
and recover after the fact monies that have been misspent, inap-
propriately spent. But the best thing we could do is to make sure 
that we don’t make the mistake in the first place. Take a moment 
and talk to us about what Homeland Security is doing in that re-
gard. 

Mr. NORQUIST. OK. Well, let me do a couple of things. The big-
gest area, the highest-risk area was in FEMA’s Individuals and 
Households payments. That was the program that last year’s sam-
ple fell right during the start of the response to Hurricane Katrina, 
and so you had a number of issues that contributed to that. 

First of all, given the immediacy of responding to people’s needs 
and the sheer volume of people they had to assist, they relaxed 
some of the controls to put an emphasis on helping people, in addi-
tion to which some of the controls one would like to have in place—
a person goes and visits the individual, visits the location—were 
not possible because of the extent of the damage. So that resulted, 
when we tested that, as clearly showing up on our high-risk list. 

FEMA has put in corrective action plans. We have published 
those in our PAR. They also include putting in—when you have 
this surge in applicants, people started coming in registering on the 
phone and on-line and not all of those had the appropriate controls 
to check, was it the right individual, were we getting duplicate reg-
istrations, and so FEMA has been putting in the controls in those 
places to both put the strong controls in up front, recognizing they 
are going to happen during a surge in activity, during a point of 
urgency, and still trying to strike that balance but yet——
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We have a process underway to recoup those funds, but again, 
it is a long, slow process and it is much more effective to be able 
to have those controls in place on the front. 

Senator CARPER. Alright. Mr. Williams, any comment in response 
to what Mr. Norquist just said? 

Mr. WILLIAMS. Mr. Chairman, it seems like after each one of 
these, I make the same statement, but we do have a review under-
way also looking at improper payments at the Department of 
Homeland Security. That job is currently underway and we are 
looking at the basic steps that we have talked about up there. 

I would like to add that in talking about the last point that you 
made there, about it is better to prevent improper payments from 
occurring, I would also like to add to that statement that in our 
previous testimonies, we have always talked about that if you trace 
down the root cause of these improper payments, it goes back to 
a breakdown in internal controls. 

There is also another component to that and that is also you get 
improper payments when programs are poorly designed. So that is 
something that we also need to take a look at, and by that I mean 
that if you have got a program that is set up in such a way that 
you basically open yourself up to improper payments from occur-
ring, we need to take a look at some of those designs, also. 

Senator CARPER. Alright. Thanks. 
Mr. NORQUIST. If I can join in, that is an excellent point. The en-

tire control environment matters. One of the initiatives that we 
have started at Homeland Security in our financial field is every-
one who is a new hire, regardless of whether they are hired by my 
office or one of the components, we brought them in last week for 
a week of training and we gave them, among other things, training 
on fiscal law and internal controls because they need to be aware 
of their responsibilities in that area, and if you can do up-front 
training of the employees, if you can have adequate controls in 
place, you dramatically reduce the amount of effort we have to put 
on the recoupment and recovery side, and I think that is a very 
good recommendation to respond to and that is one we have tried 
to tackle. 

One quick correction. I misquoted on the Coast Guard. It was 19 
cases and $134,000 that their recoupment team had identified so 
far. 

Senator CARPER. Alright. Thanks. The last question I will ask, 
and I will start it with Mr. Hill. Last week when we were debating 
the budget resolution in the Senate, Senator Coburn and I offered, 
and it was adopted, legislation that says that to the extent monies 
are recovered in the next several years from improper payments, 
those monies should be used for deficit reduction. It was unani-
mously accepted, without objection. 

When I think about our efforts to try to get States to be our part-
ner in some of these programs, Medicaid, SCHIP, and others. I 
don’t want us to be saying that we have somehow tied your hands 
or the hands of the States or others that are administering these 
joint programs with States. I don’t want to feel that we have tied 
your hands by saying, none of the monies that have been recovered 
can be used to incentivize the States to be our partners. I just want 
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to ask if that is a fear that may be misfounded or not, and Mr. Wil-
liams, I would ask you to respond, as well. 

Mr. WILLIAMS. I would like to start with it, and I would like to 
refer to the Food Stamp Program, in which there are bonuses and 
there are penalties in this particular area. States receive bonuses 
if they get that number down and there are also penalties that 
have been mandated by the Federal Government, that if your im-
proper payment rate is above the national average, I believe it is. 
So the Congress has put some things in place that will, in my opin-
ion, bring the States to the table to realize that we are in this to-
gether. 

Senator CARPER. As a former governor, I remember full well how 
those carrots and sticks work. [Laughter.] 

Mr. Hill, let me ask you to respond. 
Mr. HILL. As Mr. Williams said, I think the carrot and stick ap-

proach is one that we have to employ. Unfortunately, I think that 
to the extent that, say, for example, we have an improper payment 
recovery in Medicaid and now under the resolution it is going to 
deficit reduction. The State’s first reaction to me is going to be, 
well, it is not my deficit. It is a State dollar that is now going some-
where else. 

So I think the real trick for us is going to be, and it has been 
and will continue to be sort of being sure the States understand—
let us use Medicaid for a minute—a dollar saved on Medicaid or 
a dollar recovered in improper payments, on average, 50 percent of 
it is going back to the State and 50 percent of it is going back to 
us. The more we can sort of build that into the relationship and 
be sure that the States are seeing the incentive and the pay-back 
that they are going to get from investing in these kinds of activi-
ties, the more likely they are that they are going to invest in them. 

At the same time, I do think, ultimately, there will need to be 
a stop-gap, because you will get a State out there or somebody will 
say they don’t want to make the investment, or they may think 
that the recoveries that we are getting aren’t big enough to make 
the investment, and I think at some level, the Federal Government 
is going to need to be able to step in with the stick, if you will, and 
say, well, you need to. Whether it is a penalty or however we build 
that policy, there needs to be some of that sort of pain going back 
the other way if there is not the appropriate reaction, and unfortu-
nately, that is not in the IPIA now. It is the sort of Federal—it is 
going to require some unique solutions by program to be sure we 
can be compliance by program. 

Senator CARPER. Alright. Thanks. Anybody else want to respond 
on this particular point? Mr. Cox. 

Mr. COX. Senator, I would just say that we have a similar issue, 
except instead of dealing with States we are dealing with 4,100 
public housing authorities and over 22,000 individual private prop-
erty owners. So again, it is going to be challenging to incent them. 
Now, we do have, as others have mentioned, Mr. Hill mentioned, 
we do have some sticks. We believe, like Mr. Williams, the best 
way to do this is on the up-front and it is a process, an internal 
control issue, and we do have a couple of sticks there where we can 
actually monitor use of the Enterprise Income Verification, the new 
web-based system, and if you are not using it, actually, we can re-
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duce some of their administrative fees that they receive. So there 
is a little bit of a stick there that we can use. 

But I would say, in general, your general question of can we as-
sume that they will take some of that or not sit back while we take 
the rest for deficit reduction, as much as I support it, I think our 
industry partners and private owners are not going to sign up for 
that. 

Senator CARPER. Alright. My last question for this panel would 
be, and this is a question I ask of a lot of panels, we expect a lot 
of the agencies in terms of complying with the law. I think in terms 
of being able to comply with the law, it has to be a reasonably law, 
reasonably explained. We need enforcement and someone like GAO 
looking over the shoulders of the agencies to make sure that you 
are doing what you are supposed to under the law. There have to 
be some incentives for you to comply. You need strong leadership 
in order to comply and you need the kind of systems that will en-
able you to comply. 

And we have a role to play, too, in oversight, in putting a spot-
light on those agencies that are doing a particularly good job and 
to ask of you, how can we learn from your good performance, and 
from those agencies that aren’t doing the kind of job that we want 
or, frankly, that they know they ought to do, to put them on really 
a little bit of a hot seat. 

The last question that I want answered is what further do we 
need to do, not just this Subcommittee, not just this Committee, 
but the Congress and the Legislative Branch? What do we need to 
do? Mr. Hill, I think you may have spoken to this a little bit in one 
of your comments, but let me just close by asking, what further do 
we need to do to better ensure that the Improper Payments Act is 
complied with, that the monies that are being inappropriately 
spent, misspent, that we will continue to reduce that, in some cases 
start reducing it in certain agencies? 

Mr. HILL. Right. Two things I think I would say. The first is, I 
think, your continued oversight is needed. I think it is very helpful. 
Anybody who sits in a CFO job will tell you that in many ways, 
our job is as much persuasion as anything else, getting folks in pro-
gram components or States or others to pay attention to things 
that we believe they need to pay attention to, even if it is in the 
statute, and to the extent that the Congress is taking an active role 
in overseeing and ensuring we comply, that makes our jobs that 
much more easy to implement this law that needs to be imple-
mented. 

The other piece I would mention and I mentioned in my testi-
mony, this is not a cost-less exercise. It is an expensive exercise. 
The recovery audit contracts are a tool that are helpful when you 
are recovering overpayments, but they are not a tool that is helpful 
when you are trying to comply with the other pieces of the statute. 
The President’s budget, as Ms. Combs mentioned and I mentioned, 
includes some requests for additional funds to continue these ac-
tivities over time. I know that in both the House and Senate budg-
et resolutions, there has been room included for those activities and 
I would encourage you to encourage your colleagues to continue to 
look upon that favorably. 
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Senator CARPER. Is there anybody at the table who agrees with 
that? [Laughter.] 

Mr. COX. I would just say, Mr. Chairman, we would not have 
been able to reduce improper payments 60 percent without the use 
of technology. It just simply would not have happened. And if you 
look at how we do risk assessments, we have to use technology. So 
I would echo Mr. Hill’s comments. For a relatively low investment, 
in our particular case in our working capital fund, we get a huge 
payback for that. So that is one thing that Congress can help us 
out with. 

Senator CARPER. What would be helpful here, and I don’t know 
who to direct this to, I will just direct it to you, what would be 
helpful in trying to make the point when we get into the back-and-
forth on the appropriations bills and how much to actually appro-
priate in accordance with the budget resolution that we have 
adopted would be to know what that payback is. For, what did you 
say, $160 million that the Administration was asking for, for every 
one of those dollars, what is the return to the Treasury? That 
would be very helpful. If you could help us with that, I would be 
grateful. 

Mr. COX. Alright. 
Mr. NORQUIST. Senator, on that theme, this is—those of us who 

work on this, this is why we do this for a living. We get to protect 
the homeland, in my position, and we also get to help protect the 
taxpayers’ dollars. It is sort of the passion we bring to this work. 

But the description of the initiatives does not come across as 
sexy. I mean, phrases like ‘‘acquisition workforce training’’ in a 
budget request will not grab attention, but it is the front end of the 
type of controls that GAO and others are talking about. And you 
will see them in accounts with unexciting names like ‘‘manage-
ment,’’ and so as you are working through this, particularly things 
like appropriation and authorization bills, keep in mind that some 
of the initiatives that have these payoffs have relatively unexciting 
titles and to be able to help ensure that as they go through, that 
people recognize the payoff there. That would be greatly appre-
ciated by everyone. 

Senator CARPER. My colleagues and I don’t always appreciate 
some of the terms that you may have just mentioned, but we do 
appreciate a $20 return for $1 invested, so that is the kind of thing 
that could be very helpful as we debate these issues going forward. 

This is a work in progress. As you know, we have been working 
on this for about, I guess this is about the fifth year since the law 
was adopted. In some respects, I am encouraged here today by the 
work, the good work that is being done that is represented by a 
number of your agencies. I think for some of you, you have got a 
whole lot of work ahead of you, but I am encouraged that you are 
beginning to take those responsibilities seriously, not seriously 
enough to help all those folks who are going to be mailing in their 
tax payments on April 15, but it is good to know that some help 
is not just on the way, but some help has actually turned up some 
dollars that we can use to reduce budget deficits and our tax bur-
den. 

As I said at the beginning, everything I do, I know I can do bet-
ter, and I think that is probably true for all of us. We appreciate 
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1 The prepared statement of Mr. White appears in the Appendix on page 51. 

the work that you are doing and we just urge you to continue it 
and to go from those three States with Medicare to another 47 and 
let us get started on Medicaid and SCHIP, and Homeland Security, 
you have got your work cut out for you. Mr. Bowie, I hope that 
NASA is as good as you guys think you are. We will find out in 
the times going forward. Mr. Cox, thank you for giving a trip down 
memory lane to recount an old war tale on tenant income 
verification. Thank you all. 

We are now pleased to welcome our very patient third witness, 
Mr. White. Thank you all. 

Lee White, you are a good man to come and to have been as pa-
tient as you have been and to share with us your testimony. The 
room has begun to empty out, but I think in reading the testimony, 
a lot of it was valuable for me, but I think maybe the most valu-
able and instructive testimony that I read in preparing for this 
hearing was your own testimony. While there may not be many 
people in the room right now, believe me, I very much look forward 
to what you are about to share with us and you are recognized for 
7 minutes. You are the Executive Vice President for U.S. Oper-
ations of PRG-Schultz, is that right? 

Mr. WHITE. Yes. 
Senator CARPER. First of all, tell us a little bit about that, about 

your firm and what you all do, and after that we will start the 
clock and you can present your testimony. But thank you for com-
ing and thank you for your patience. 

TESTIMONY OF LEE WHITE,1 EXECUTIVE VICE PRESIDENT 
FOR U.S. OPERATIONS, PRG-SCHULTZ INTERNATIONAL, INC. 

Mr. WHITE. Thank you, Mr. Chairman and other distinguished 
Members of the Subcommittee. PRG-Schultz is the largest recovery 
audit firm in the United States. 

Senator CARPER. How long have you all been around? 
Mr. WHITE. Well over 20 years. 
Senator CARPER. OK. 
Mr. WHITE. And recovery audit has become an accepted part of 

American business. Large corporations as well as mid-sized cor-
porations have embraced the process and it has evolved over time. 
It used to be that people audited literally out of boxes, looking at 
invoices and contracts, but now it has become quite sophisticated 
and we literally evaluate billions of transactions that are very data-
intensive and we use proprietary methods and approaches for how 
we do that. 

Each year, we audit many of the Fortune 100 and other compa-
nies and we review over $1 trillion of their spending transactions 
representing approximately 7 percent of GDP, and for them, we re-
cover over $1 billion. So it is quite significant and it has evolved, 
as we discussed. Our corporate clients have really found that the 
effort that they expend to support this process is justified, and as 
my testimony indicated, they view that the juice is worth the 
squeeze. 

Senator CARPER. Now, when I read that, the juice is worth the 
squeeze, where did that come from? Is that yours, or is that——
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Mr. WHITE. It has been going around our company and our in-
dustry for a while, and I think it has everything to do that if you 
squeeze an orange, you are really looking for the juice. 

Senator CARPER. Well, I am going to use that one. I guess I don’t 
have to attribute it to you, though, so——

Mr. WHITE. Absolutely not. You may feel free to use it any way 
that you see fit. 

Senator CARPER. Thank you. Alright. Thanks. 
Mr. WHITE. Recovery auditing in government, I think equally 

represents a great potential. I think the opportunity is to apply the 
same principles and practices that we have been applying in the 
commercial marketplace, along with state-of-the-art technology, to 
the incredible complexity and also volume of spend that is rep-
resented by the government agencies, both that previously testified 
here and then the rest that exist. 

We also recognize that recovery auditing is a tool and it is not 
a panacea. I think that the agencies as well as the GAO and OMB 
did a good job of describing the other efforts that they are expend-
ing. Even the IPIA obviously speaks to the risk assessment and 
other vehicles that need to be employed to truly get your arms 
around the totality of the issue. So we are only one tool and cer-
tainly should not be viewed as a panacea. 

With our successful corporate clients, we find that a number of 
different things have to be available to create a rich program. They 
include massive databases of their transaction history. They usu-
ally have large and complex spending environments and they do 
have central management of that spend. The same characteristics 
exist in government, and therefore, I think that they lend them-
selves to the same type of approach. 

We have entered into contracts with GSA, HHS, the Depart-
ments of Justice, Transportation, Defense, Interior, State, and Ag-
riculture, so we do have quite a bit of experience in the government 
sector, and to date, we estimate that contingency recovery auditors 
government-wide have returned over $600 million to the taxpayer. 
However, we believe we could have done much better and we be-
lieve that the greatest success will come when agencies make re-
covery of overpayments a significant priority and where they are 
willing to provide us access to data and then the support we need 
to successfully do our jobs. Where that prioritization is not there 
and where the access to data has been lacking, we haven’t had 
good results. 

Our experience is that motivation is key and incentives are really 
an important part of that motivation. We find that with the profit 
motivation most of our corporate clients have, and their obligation 
is to serve their shareholders, they really look to get the money 
back and it is a very important part of it. So even if they are not 
trying to do anything else, just recovering the money is a sufficient 
motivation and causes the behavior that you would expect. If we 
want the agencies to have that same sort of motivation to use re-
covery audits as a tool, we believe they need to be incentivized as 
well. 

We did highlight in the written testimony that we believe that 
to be a very successful program, although it was a pilot program, 
it was exemplified by CMS. There, as Mr. Hill testified, they identi-
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fied over $400 million in recoverable overpayments and they actu-
ally have recovered $144 million of that so far. That is only oper-
ating in three States, and as a participant in one of those States, 
there is a significant ramp-up period to get started and to create 
the relationships, analyze the data, actually identify potential over-
payments, and do all the things associated with recovering it. We 
would be happy to tell you that we have not yet hit our stride, and 
therefore we don’t believe that we’re necessarily close to the total 
potential that exists. 

CMS officials have proven to be very motivated and willing part-
ners and they have helped reduce the normal start-up kinds of 
things that you would expect as well as other impediments that 
might have kept us from being as successful as we would like to 
be. 

So incentives are a very important element, but they are not the 
only element, and we believe that access to data, recovering valid 
claims, and helping resolve any disputes are the rest. 

Because I am running short on time, I would really like to bridge 
to the recommendations we made. 

Senator CARPER. Let me say, my time is yours, so if you need a 
little extra time, you have got it. 

Mr. WHITE. Well, thank you very much. I will try to keep it brief. 
As part of the Improper Payments Information Act, we think it 

would be good for agencies to be required to report on their recov-
ery audit efforts; where they have contracts in place, whether they 
are using internal or external resources, what their results are, 
what efforts they have made to remove impediments, and then fi-
nally, what instances have happened where overpayments were 
identified but, for one reason or another, they elected not to pursue 
them. We think that would add teeth and clarity to the Act and, 
therefore, provide more information for analysis. 

We suggest establishment of a joint industry and OMB task 
force, which would be comprised of key agency officials and recov-
ery audit firms, like ourselves, so that we could establish the scale 
of collectable overpayments, overpayments that are conducive to re-
covery audits, to look at standardized protocols that could be ap-
plied, contracting vehicles, those types of things, and then ulti-
mately to develop a road map for removing those impediments that 
might exist so that everybody could benefit from the experience 
that each group may be having individually. 

We also believe that the recovery audit process should be institu-
tionalized as part of the traditional internal government erroneous 
payment identification techniques. We think it augments the other 
sampling and risk analysis techniques that exist and can provide 
collaboration and validation of the amounts that are being identi-
fied and may help address some of the questions that were raised 
about the NASA numbers to see if they could be independently 
verified as they use recovery audit to generate them in the first 
place. 

Along these lines, we think that a contract vehicle and a stand-
ard set of protocols could be developed which could lead to a gov-
ernment-wide disbursement audit of all centralized payment facili-
ties. 
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Picking up on the CMS theme, we did suggest that we believe 
the same approach being used in Medicare can be applied to Med-
icaid. We think the key thing there is to provide incentives to the 
States. Although in aggregate 50 percent of the dollars that may 
be recovered could accrue to the States or could accrue to the Fed-
eral Government, in practice, sometimes the amount recovered ac-
tually accrues directly to the Federal Government and the cost as-
sociated with us as well as any resources necessary to support the 
program accrue to the State. So they actually are hindered and not 
rewarded for their recovery efforts and we think there are ways to 
create incentives that would ameliorate that concern. 

To provide the incentives we think are so critical for motivation, 
we believe that agencies should be allowed to keep a portion of the 
funds that are recovered in order to be able to be reinvested in ef-
forts to reduce erroneous payments. One mechanism would be to 
create a Government Efficiency Fund, where recovered money 
would be made available for government efficiency initiatives that 
would be reported. We would advocate they would be reported for 
Congressional oversight annually, but they would be earmarked for 
new programs either around process improvements, policy improve-
ments, new technology, or whatever could be applied directly to re-
ducing improper payments. 

We also recommend removal of the restrictions of the Paperwork 
Reduction Act. Some of those impede the issuance of appropriate 
documentation requests or payment demand letters. I think this is 
an area where one well-intended legislative action could be imped-
ing another. 

Last but not least, we recommend examination of the Single 
Audit Act to facilitate recovery audits for programs such as grants 
to States by Federal agencies that currently are prohibited from a 
secondary audit under that Act. The provisions of the Act should 
be reviewed to see if programs where there is evidence of intoler-
able levels of erroneous payments should be subjected to a sec-
ondary audit. 

Thank you, Mr. Chairman. I am prepared to answer any ques-
tions you might have. 

Senator CARPER. Thank you for your excellent testimony. 
Let me return to a theme that was sounded a number of times 

in the course of this hearing, and that is incentives, and particu-
larly with respect to Medicaid borne partly by the Federal tax-
payers, borne partly by State taxpayers as we attempt to provide 
health care to low-income folks, in some cases nursing home assist-
ance for our elderly. The comment I think you made was that as 
we look at efforts to recover improper payments or monies allocated 
inappropriately, States tend to bear the costs and the Federal Gov-
ernment tend to keep the dough. Is that a fair characterization of 
what you said? If it is, there is no wonder not a whole lot is being 
recovered and I certainly think I see a road map there for changing 
that. 

Mr. WHITE. Not trying to put too fine a point on it, what I said 
was that although the characterization was made that if there were 
overpayments, frequently, they were split 50–50. It is not quite al-
ways that simple, and in some instances, it is split 50–50. In some 
instances, it may be that the State recoups the entire amount, and 
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in other instances, it may be that the Federal Government recoups 
the entire amount. So what we were advocating was setting up a 
system where if a State has a good productive recovery audit pro-
gram, perhaps through some sort of a rate adjustment or some-
thing, they would get a better recoupment or keep a better portion 
of the split for those funds that are recovered. 

Senator CARPER. OK. Good. We might want to explore that with 
you a little bit more. 

Mr. WHITE. Sure. 
Senator CARPER. Thank you. You have given us a pretty good to-

do list for those of us here in Washington, in the Executive and 
Legislative Branchs, of things that we need to do differently. I am 
going to ask you to go back and just reiterate those again, if you 
would, please. 

Mr. WHITE. Sure. I really made a series of six recommendations. 
The first one had to do with the reporting in the IPIA itself, and 
what we were encouraging Congress to evaluate is whether you 
could augment that reporting by not only reporting the statistics of 
what had been identified and what steps have been taken to pur-
sue it, but whether there was a recovery audit program at all. 
Whether there were impediments that had been identified, and 
then what steps have been taken to ameliorate them. One of the 
issues that we have seen is where overpayments are identified, but 
for one reason or another, they are not pursued and we would re-
quest and think it would be wise to get an explanation for why 
they were not pursued. 

The second recommendation was the joint task force with OMB, 
or OMB leading the task force between the agencies and the indus-
try. The third was basically a standard contracting vehicle to make 
it easier for agencies to employ recovery audit firms as well as 
standard protocols and a government-wide disbursement audit. 

We talked about the CMS Medicaid extension of their current 
efforts, and then we talked about incentives quite a bit with the 
Government Efficiency Fund, the reduction of the Paperwork Re-
duction Act, and then last but not least, the Single Audit Act and 
its sometimes effect on not being able to audit grants. 

Senator CARPER. Dwell on that one for a little bit. If you had 
been here at our last hearing, I turned out to be, I think, the au-
thor in the House of Representatives when I was a Congressman 
for the Single Audit Act, encouraged by State auditors like former 
State Auditor McCaskill. What kind of changes do you think we 
ought to make in the Single Audit Act? 

Mr. WHITE. I think the one that we are recommending is to re-
view particular grant types for high degrees of erroneous pay-
ments, and if those thresholds are exceeded, then waive the Single 
Audit Act and allow a secondary audit. 

Senator CARPER. OK. A couple more questions, if I could. You 
mentioned at a couple of points in your written testimony that you 
believe that private sector auditing firms can do a better job and 
be more efficient in recovery auditing than agencies’ internal audi-
tors can be. 

Mr. WHITE. Yes. 
Senator CARPER. I just want to know why you think that is the 

case. 
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Mr. WHITE. For a number of different reasons. First, it is all we 
do. Second, we are used to dealing with the size of the spend cat-
egories and the data. Third, we are independent and sometimes 
just a fresh point of view where you don’t have as much ingrained 
history can be refreshing. This is a standard practice also in the 
commercial world. I think it has become accepted because of the 
reasons that I just expressed. 

Senator CARPER. OK. Thank you. Senator McCaskill raised the 
question when we were talking with our earlier question from CMS 
and we were talking about the pilot work that is being done in 
three States with respect to recovery of Medicare improper pay-
ments. I think you indicated that your firm is involved in one of 
them. Which State are you all involved in? 

Mr. WHITE. We are involved in California. 
Senator CARPER. OK. Senator McCaskill asked, well, we are get-

ting such good results in these three States, why don’t we just do 
the other 47? I remember the old, what was it, Nike ad——

Mr. WHITE. Just do it. 
Senator CARPER [continuing]. Let us just do it. Why don’t we just 

do it? 
Mr. WHITE. I agree with you. I think we should move as rapidly 

as possible. One of the points that Senator McCaskill made was 
that basically we bear all the cost and risk, and that is partially 
true. We do bear the majority of the cost and risk, but these pro-
grams are not cost-less nor risk-less for the States and/or for CMS, 
HHS, or any of the other agencies. They do have to invest re-
sources to put the programs in place. They need to be supported. 
They have to provide data. They have to help us setting up regula-
tions and protocols. They have to deal with the provider education 
and all the things that they described. It does take a little bit of 
time. 

Senator CARPER. I can see that. 
Mr. WHITE. I do think that CMS, by their approach to the legis-

lation that was passed in December, is moving very aggressively. 
They do have the RFI already out. It is due April 9. The bid proc-
ess would ensue apparently shortly thereafter. So I think they are 
moving very expeditiously and I think their intent is to be in all 
50 States ahead of the deadline. 

Senator CARPER. OK. Another question, I understand that some 
agencies that have employed maybe you or a competing firm and 
sometimes wall off entire portions of their budgets to keep the 
auditors away and maybe even decline to recover some overpay-
ments that you have uncovered. Let me just ask, how often does 
that kind of thing happen? Why does it happen, and how can we 
push agencies to be more open and more aggressive in collecting 
what is owed to them? 

Mr. WHITE. Well, I think we have talked about the incentive side 
of it enough, so I probably should put that aside. 

Senator CARPER. OK. 
Mr. WHITE. Why they do it, I think that they perceive there are 

some areas and programs that are particularly sensitive, and 
therefore either for security reasons, privacy reasons, or other rea-
sons, they have to be very judicious in who they allow to look at 
it, and I think is a viable and valid concern. 
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I think they also, with the OMB interpretation of the legislation 
that exists, set thresholds, and then whether it is $10 million and 
2.5 percent, whether that is exactly the right threshold, I am not 
really here to comment on it one way or the other, but thresholds 
do make some sense because if the agency is incurring some effort 
and if we are incurring some effort, you have to have a reasonable 
amount of spend in order to make it worthwhile. You can’t go look 
at every dollar cost effectively. 

So I can understand why some of those things exist and they are 
very practical. On the other hand, I think that, frequently, people 
perceive either people from the outside as being a threat or they 
perceive any examination of erroneous or improper payments as 
being critical of their previous efforts and they are naturally pro-
tective of their previous efforts and therefore, they may take that 
to a bit of an extreme. 

Senator CARPER. OK. Well, there is an old saying about saving 
the best for last. I don’t know that this testimony and these re-
sponses are the best, but they are really good and very helpful. I 
want to say for myself, for our staff, for the Members that were 
here and those that had to leave, thank you for sticking around 
and for your patience today and——

Mr. WHITE. Thank you for all the work that you are doing. 
Senator CARPER. Oh, no, we get paid for this, and as it turns out, 

I guess you do, too. [Laughter.] 
But you gave us some really good insights, and as I said, a very 

helpful to-do list, as well. We thank you for coming and for being 
with us this morning and this afternoon. There is still plenty of 
work to do for all of us, but I think we are maybe better informed 
now as we approach those responsibilities. 

The hearing record is going to be open for 2 weeks for the sub-
mission of additional statements and questions. I would ask you 
and our other witnesses who have been kind enough to join us 
today for your cooperation in getting some prompt responses to any 
questions that we may submit for the record. 

Again, thank you very much for your input and for your patience, 
and for that of the witnesses that preceded you. 

With that, the hearing is adjourned. Thanks very much. 
[Whereupon, at 1:13 p.m., the Subcommittee was adjourned.] 
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