S. Hrg. 110-501

ELIMINATING AGENCY PAYMENT ERRORS

HEARING

BEFORE THE

FEDERAL FINANCIAL MANAGEMENT, GOVERNMENT
INFORMATION, FEDERAL SERVICES, AND
INTERNATIONAL SECURITY SUBCOMMITTEE

OF THE

COMMITTEE ON
HOMELAND SECURITY AND
GOVERNMENTAL AFFAIRS
UNITED STATES SENATE

ONE HUNDRED TENTH CONGRESS
SECOND SESSION

JANUARY 31, 2008

Available via http:/www.gpoaccess.gov/congress/index.html

Printed for the use of the Committee on Homeland Security
and Governmental Affairs

&R

U.S. GOVERNMENT PRINTING OFFICE
41-449PDF WASHINGTON : 2008

For sale by the Superintendent of Documents, U.S. Government Printing Office
Internet: bookstore.gpo.gov Phone: toll free (866) 512—-1800; DC area (202) 512—-1800
Fax: (202) 512-2104 Mail: Stop IDCC, Washington, DC 20402-0001



COMMITTEE ON HOMELAND SECURITY AND GOVERNMENTAL AFFAIRS
JOSEPH 1. LIEBERMAN, Connecticut, Chairman

CARL LEVIN, Michigan SUSAN M. COLLINS, Maine
DANIEL K. AKAKA, Hawaii TED STEVENS, Alaska

THOMAS R. CARPER, Delaware GEORGE V. VOINOVICH, Ohio
MARK L. PRYOR, Arkansas NORM COLEMAN, Minnesota
MARY L. LANDRIEU, Louisiana TOM COBURN, Oklahoma

BARACK OBAMA, Illinois PETE V. DOMENICI, New Mexico
CLAIRE McCASKILL, Missouri JOHN WARNER, Virginia

JON TESTER, Montana JOHN E. SUNUNU, New Hampshire

MICHAEL L. ALEXANDER, Staff Director
BRANDON L. MILHORN, Minority Staff Director and Chief Counsel
TRINA DRIESSNACK TYRER, Chief Clerk

FEDERAL FINANCIAL MANAGEMENT, GOVERNMENT INFORMATION,
FEDERAL SERVICES, AND INTERNATIONAL SECURITY SUBCOMMITTEE

THOMAS R. CARPER, Delaware, Chairman

CARL LEVIN, Michigan TOM COBURN, Oklahoma

DANIEL K. AKAKA, Hawaii TED STEVENS, Alaska

BARACK OBAMA, Illinois GEORGE V. VOINOVICH, Ohio
CLAIRE McCASKILL, Missouri PETE V. DOMENICI, New Mexico
JON TESTER, Montana JOHN E. SUNUNU, New Hampshire

JOHN KILVINGTON, Staff Director
KATY FRENCH, Minority Staff Director
MOoNISHA SMITH, Chief Clerk

1)



CONTENTS

Opening statements: Page
Senator Carper 1
Senator Coburn . 4
SeNAtOr LEVIINL ouiiiiiiiiiiieetee ettt st 20

WITNESSES
THURSDAY, JANUARY 31, 2008
Daniel 1. Werfel, Acting Controller, Office of Management and Budget ............ 6
McCoy Williams, Managing Director, Financial Management and Assurance
Team, U.S. Government Accountability Office ..........c.cccceviiiiriiniiiiniiiiieeene, 8
Hon. Charles R. Christopherson, Jr., Chief Financial Officer, U.S. Department
OF AGTICUILUTE ....evveiiiiieeciie ettt e e e e e e te e e sarae e e evae e eaereeesnnaeeensaeas 25

Anthony J. Dale, Managing Director, Federal Communications Commission ... 26
Charles E. Johnson, Assistant Secretary for Resources and Technology and

Chief Financial Officer, U.S. Department of Health and Human Services ..... 28
David A. Rust, Acting Deputy Commissioner for Disability and Income Secu-
rity Programs, U.S. Social Security Administration ...........cccccecvveervverenvieennnns 31

ALPHABETICAL LIST OF WITNESSES
Christopherson, Hon. Charles R., Jr.:

TESEIMOTLY  .oiecviiieeiiieecieeeeieeeeete e e teeeestee e etaeeesataeeesssaeesssaeeessaeeessseeesssneeensseens 25

Prepared Statement ..........coccoeiiiiiiiiiiiiie e 88
Dale, Anthony J.:

TESEIMOTLY  .eeicviieeeiiieecieeeete e eete e e te e e sbee e e taeeesataee e ssaeeessaeesssaeesssseessssseeensseens 26

Prepared Statement ..........coccooiiiiiiiiiiiiie e 96
Johnson, Charles E.:

TESEIMOTLY  .eiicviiieeiiieecieeeecteeeecte e e tte e e tee e e taeeesataeeesssaeesssaeeessaeesnsseesssssesensseens 28

Prepared statement with attachments 102
Rust, David A.:

TESEIMOTLY  .eeicviieeeiiieecieeeete e ee e e e tre e esree e e aeeesataee e ssaeessseeesssaeesssaeeessssesessnens 31

Prepared Statement ..........coccooiiiiiiiiiiiiie e 121
Werfel, Daniel I.:

TESEIMOTLY  .eiicviiieeiiieecireeecieeeecte e e teeeesreeeetaeeesataeeesssaeessseeesssaeesssseeesssseaenssnens 6

Prepared Statement ..........coccooiiiiiiiiiiiii s 47
Williams, McCoy:

TESEIMOTLY  .eeecviiieeiiieeciieeeieeeeere e e tteeesree e e taeeesataeeesssaeeesseeeessaeesssseeessssesensseens 8

Prepared statement 53

APPENDIX

Question and Responses for the Record from:

Mr. Werfel ...oooiiiiiiie e 129

M. DAl et ettt e 137

M. JONTISON  .eiiiiiiiiieiiieeeete ettt ettt s e et e e bt e sbaeeabeesaaeenbeennnas 140

M. RUSE oo 145
Charts submitted for the Record from Senator Carper ..........ccceeeeeeecveeenviveeannns 154

(I1D)






ELIMINATING AGENCY PAYMENT ERRORS

THURSDAY, JANUARY 31, 2008

U.S. SENATE,
SUBCOMMITTEE ON FEDERAL FINANCIAL MANAGEMENT,
GOVERNMENT INFORMATION, FEDERAL SERVICE,
AND INTERNATIONAL SECURITY,
OF THE COMMITTEE ON HOMELAND SECURITY
AND GOVERNMENTAL AFFAIRS,
Washington, DC.

The Subcommittee met, pursuant to notice, at 2:34 p.m., in Room
SD-342, Dirksen Senate Office Building, Hon. Thomas R. Carper,
Chairman of the Subcommittee, presiding.

Present: Senators Carper, Levin, and Coburn.

OPENING STATEMENT OF SENATOR CARPER

Senator CARPER. All right. The hearing will now come to order.
Welcome, one and all, and to McCoy Williams and the real Danny
Werfel. Thank you for joining us today.

And to our second panel of witnesses and others—some of our
colleagues will be coming in and out, and we look forward to their
joining us.

When is Ground Hog Day? Is it in February?

Senator COBURN. It is a movie.

Senator CARPER. I know it is a movie. But when it comes to this
issue of improper payments, I feel a little bit like Ground Hog Day.
Tﬁlis ﬁis something we have continued to visit and revisit, and we
should.

I think the President, this current Administration, decided early
on in their first term to make the issue of improper payments part
of the President’s Management Initiative, and, as I recall, the Im-
proper Payments Information Act was enacted—I want to say
around 2004? Does that sound right? Or was it a little before that?

Mr. WERFEL. 2002.

Senator CARPER. Maybe we came online in 2004 in terms of folks
actually having to comply with it or beginning to comply with it.

And although we made a lot of progress in those last several
years, there is still a whole lot of progress to be made, and I know
that, and I think we all realize that.

We spend a whole lot of time around here talking about num-
bers. We are talking about a stimulus package that might be $140
billion, $150 billion, $160 billion, so, after a while, numbers like
that begin to lose their meaning or impact.

But I want to take just a moment to put in perspective the num-
ber of $55 billion. And $55 billion is what we believe for 2007 was
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the amount of improper payments made by agencies, some of it
overpayments, some of it underpayments, but mostly I think over-
payments.

But when we try to say, well, what does it actually mean, it is
about one-third of what we are discussing for a stimulus package.
And over here, on these charts,! an improper payment imbalance
of about $55 billion would be—it looks like it is more than the GDP
of Croatia, more than the GDP of Slovakia, and about the GDP of
Vietnam.

And if you actually look at the second chart closest to Dr. Coburn
and me, you can see that $55 billion would be the combined GDP
of 44 countries, some of them pretty small countries. But Delaware
is a pretty small State. So they are still countries, and they count.

But in any event, $55 billion is real money, and it is real money
that we are concerned about, and ought to be concerned about.

I think, Dr. Coburn, when we were here about a year ago, we
had a similar kind of hearing. We were looking at improper pay-
ments of closer to $40 billion. And we expected—I expected it
might be bumped up a little bit because we are covering in 2007
some other major programs like Medicaid, the school lunch pro-
gram, and the school breakfast program are reporting for the first
time, so there is more that is really coming under the microscope
here of improper payments, and so we should not be surprised that
it has bounced up a little bit.

But again, it is a lot of money involved, and it is money that we
have to be concerned about, and I am. Dr. Coburn is, and we know
the Administration is, and we want to make sure that we continue
to focus on it and be vigilant on it so that we continue to ratchet
this number down as time goes by.

I think there are some major programs that we have yet to bring
under the umbrella of scrutiny under improper payments. I believe
Temporary Assistance for Needy Families might still be out there.
I want to say that the State Children’s Health Insurance Program
is still outside their surveillance, if you will, and Medicare Pre-
scription Drug Program, which is about a $50 billion a year pro-
gram. These are all actually very substantial programs that are
still outside of the improper payments surveillance. And as they
come on board, I think next year, I would not be surprised to see
the $55 billion bump up again a little bit, but my hope as to what
happens as we go on beyond that is that programs start actually
reducing improper payments. And some of those programs that
have been under the gun since 2004 actually are seeing the inci-
dence of improper payments come down.

So we know that some progress is being made, and we are mind-
ful of that and grateful for that. It is positive, but there is a whole
lot more that needs to be done.

Earlier today, I have introduced legislation, legislation that Sen-
ator Coburn and I and our staffs have worked on. We are calling
it the Improper Payments Elimination and Recovery Act. I wish we
could think of a good acronym for that, Senator. I bet if we put our
hands to it, we could. I-P-E—R-A. I do not know what we call that,

1The charts referred to appears in the Appendix on page 00.
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but we could probably come up with some acronym. We have them
for everything else.

But it is legislation that is designed to make what I think are
some dramatic improvements to the way that agencies identify and
root out their improper payments problems. And it really comes
after a couple of years, maybe 3 years, of our focusing on these
issues as a Subcommittee under Dr. Coburn’s leadership and mine.
It is the stuff we both care about and have worked on together, and
we will continue to do that going forward.

Our bill starts by improving transparency. OMB, right now, has
set the reporting threshold for improper payments too low, mean-
ing that millions of errors go unreported and potentially unad-
dressed each year.

Let us take for example, if we would, the Medicare Part D Pro-
gram. If we use the rubric $10 million or 2.5 percent—it has to be
both—in order for us to be analyzing a program for improper pay-
ments. And 2.5 percent of $50 billion is—what would that be, $1.25
billion dollars. That is a lot of money.

And under the current guideline, we do not trigger improper pay-
ments reporting threshold unless we exceed $10 billion and 2.5 per-
cent. Then unless we are talking about something in excess of
$1.25 billion dollars of improper payments, Medicare Part D would
not be reporting or taking remedial action.

And I do not think that is too smart, and maybe some of the rest
of you do not either. That is about half of the budget of the State
of Delaware on an annual basis for a reference point.

But I think we need to lower the reporting threshold so that Con-
gress and the general public have a better picture of the problem
that we face.

This bill would also help to prevent improper payments from
happening in the first place by requiring that agencies come up
with detailed corrective action plans and error reduction targets. It
would also implement a recent recommendation from GAO—and I
just want to say our thanks to McCoy Williams and others at GAO
who have given us good input as we try to craft this legislation.

But we want to implement a recent recommendation from GAO
that calls on OMB to develop a process whereby agencies would re-
ceive regular audit opinions on the financial controls used to pre-
vent improper payments before they happen.

This bill would also force agencies to be more aggressive in recov-
ering improper payments that they make. I think in an ideal world,
we would like to have no improper payments. We know that we all
are human. We make mistakes, including Federal agencies. So the
goal should be to figure out how we can make fewer improper pay-
ments.

But as long as we are improperly spending $45 billion, $50 bil-
lion, $55 billion, we need to be able to go out and do the recoveries,
too.

Some agencies and most private sector firms regularly go over
their books to identify payment errors and to get back overpay-
ments made to contractors and others that they do business with.
I do not think we have done enough of that in the Federal Govern-
ment, and as you can see from the charts, where we have improper
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payments, which shows that we have bounced between $45 billion
and, say, $55 billion since Fiscal Year 2004.

The chart that reflects overpayments that have been recovered.
And I think we can probably do better than that.

And eventually, we want to do a whole lot better by taking the
top line there and bringing it back down, heading back down to-
wards zero. And in the meantime, while there are these improper
payments, we want to take overpayments recovered and we want
to send that up a little bit higher on the chart.

So there is work to do there. But even as agencies report greater
improper payments, we are seeing actually fewer improper pay-
ments recovered.

And what we propose to do in the legislation is to change this
by requiring that all agencies with outlays of $1 million or more
perform recovery audits on all of their programs and activities, if
doing so is cost effective. I will say that again, if doing so is cost
effective.

If it is not cost effective, then we are not going to insist on that,
and we should not.

Finally, and perhaps more importantly, this bill would hold agen-
cies accountable. Today, as I mentioned, some agencies do not ap-
pear to be taking the responsibility to deal with their improper
payments problems as seriously as we would like to see happen. I
want us to compel agencies to hold top managers accountable for
their progress or the lack of progress and doing something to take
better care of the tax dollars we entrust to them.

I look forward to working with my partner, Dr. Coburn, on this
issue, and we are going to continue to focus on it, and we look for-
ward to working with our witnesses here and the agencies that all
of you represent.

It is not acceptable for us to know the amount of improper pay-
ments that we make every year and then to sit around watching
the payments, improper payments, grow and know that we are not
actually recovering more of those dollars. That is not acceptable.

As I like to say, if it is imperfect, make it better. This is imper-
fect. We can make it better, and, with the efforts of all of us, we
will. Thank you. Dr. Coburn.

OPENING STATEMENT OF SENATOR COBURN

Senator COBURN. Thank you, Senator Carper, for having this
hearing. You all are not the enemy. I understand that.

So as we discuss this, please take our comments in the light that
we are trying to solve this problem. I have a statement for the
record—I would like to have put into the record, if I could.

Senator CARPER. Without objection.

[The prepared statement of Senator Coburn follows:] ???

Senator COBURN. First of all, I do not believe the number that
we have, I think it is about twice that. I sat and looked at Medi-
care and then I looked at what was just recently been documented
in the State of Florida. Just by capturing one ring of people in
Medicare, we dropped the billings $1.4 billion, $1.4 billion just by
breaking up one ring of false billing.
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I do not think our numbers are accurate. We say Medicaid im-
proper payments are $13 billion. I think it is that in New York
State alone based on what I am looking at and what I am seeing.

Do we really have a handle? And what we really know is we real-
ly do not, especially in the bigger programs. And there is some
things we are going to talk about with OMB in terms of, with the
direction that has been given, we allow NASA to use anything
under $500 million is not to be looked at. Well, that cannot be
right. And that certainly is not what we intended.

The impending financial crisis that we are seeing a little peak
right now, as the world looks at the value of our dollar and wheth-
er or not we can repay the borrowings under which we are trying
to operate for the next generation, it is really going to become im-
portant that you all in all your areas of expertise cut no slack in
this area.

And I know each of you are dedicated to that, but I think the
biggest problem is that we do not really yet know how big the prob-
lem is. We still have lots of agencies that are not even about doing
the first things to develop how big the problem is.

So when we look at the number, what we know is the number
is not right. And, the one thing as an accounting major is it is the
old computer adage, if the numbers we are putting in are not right,
the numbers we are going to get out are not going to be right as
well.

So, when we are looking at a portion of the pie, granted we are
looking at a bigger portion of what we did, and that is to all of you,
you should be complimented in terms of we are making progress,
but it is not near to the level that we need to be, and it is not to
the degree we need to be.

And I compliment Senator Carper in working with us on this
new bill. We are not quite comfortable yet, I am not, in terms of
how aggressive I want it to be, and how, because of what we have
seen, how we limit some of the flexibility in this.

But nevertheless, I think it is a very important that we are mov-
ing in that direction, and I thank him for it. And I will redirect
most of my questions and my statement as we get into the ques-
tions. Thank you.

Senator CARPER. Thank you, Dr. Coburn.

Our first witness is Daniel I. Werfel, the Acting Controller of the
Office of Management and Budget. And in that position, I under-
stand that you lead OMB’s efforts to improve government-wide fi-
nancial management improvements and oversee work in priority
management areas such as property management, one that we are
very much interested in, and thank you for your help, and in im-
proper payments, too.

I understand you hold a master’s degree in public policy from
Duke and a J.D. from the University of North Carolina. That is an
interesting juxtaposition—I think I have mentioned that before—
and you were a starting quarterback at the University of Florida.
That is quite a triumph for a guy——

Mr. WERFEL. I get around.

Senator CARPER. You do. You get around—spread pretty thin.
But we are happy you are here. Thank you for being here again
today, and it is nice to see you again.
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And we also are pleased to welcome back McCoy Williams. It is
a good thing you do not charge us by appearance before this Sub-
committee. We would be broke.

But we are happy that you are back, and we appreciate very
much the work that you and your colleagues at GAO do with us
in this effort and others, but I am told you are the Managing Direc-
tor of the Financial Management and Assurance Team in the U.S.
Government Accountability Office. This team is GAQO’s largest unit
with oversight of financial management and audits across the Fed-
eral Government.

Mr. Williams has over 27 years of experience on these issues,
and he has received numerous GAO awards, including the Distin-
guished Service Award for Exemplary Leadership. He holds an
M.S. in Accounting from Virginia Commonwealth and is a CPA.

And with that said, gentlemen, we see you not as the enemy, but
as our colleagues on this initiative, an important initiative, and we
are delighted to have you here today.

I am going to ask Mr. Werfel to be the lead-off hitter, and then
we will turn it over to Mr. Williams.

And your entire statements will be made part of the record. Feel
free to summarize as you wish. Thank you.

STATEMENT OF DANIEL I. WERFEL,! ACTING CONTROLLER,
OFFICE OF MANAGEMENT AND BUDGET

Mr. WERFEL. Thank you. I would like to begin by thanking
Chairman Carper and Ranking Member Coburn for having this
hearing today and inviting me to speak.

Four years ago, the President and Congress charged Federal
agencies to identify, measure, and eliminate improper payments
across government. In each of these areas—identification, measure-
ment, and in elimination of improper payments—significant results
have been achieved.

Today, OMB issued our annual report on improper payments
that summarizes results from Fiscal Year 2004 and outlines a path
forward for addressing ongoing challenges and building on the re-
sults achieved to date.

I would like to begin by briefly going over the results for 2007.

First, in terms of identifying improper payments, under the cur-
rent legislative and regulatory framework, Federal agencies are ex-
panding the universe of high-risk programs that are measured and
are audited each year.

Agencies identified $1.9 trillion in program outlays to be meas-
ured for improper payments and subjected an additional $330 bil-
lion in high-risk contract payments for recovery auditing.

This means that 80 percent of all Federal outlays are being ac-
tively measured and/or reviewed for improper payments.

Second, in terms of measuring improper payments, the Federal
Government is making steady progress toward closing all reporting
gaps so that the full extent of government-wide improper payments
will be available in the next few years.

1The prepared statement of Mr. Werfel appears in the Appendix on page 47.
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Agencies are reporting measurements on 85 percent of all pro-
gram dollars deemed high risk for improper payments, including 14
programs reporting error measurements for the first time this year.

Third, in terms of eliminating improper payments, once an agen-
cy has identified and reported improper payments, it has dem-
onstrated the ability to implement corrective actions and reduce
those errors in subsequent years.

The error rate for the group of programs that first began report-
ing in Fiscal Year 2004 has declined from an original high of 4.4
percent to 3.1 percent today. This represents a $7.9 billion reduc-
tion in improper payments.

Similarly, programs that first reported in Fiscal Years 2005 and
2006 have seen improper payments cut in half, representing a $2.3
billion reduction.

Now, we must look forward to Fiscal Year 2008 and beyond. We
believe that we are well positioned to sustain current progress on
the identification and measurement of improper payments. How-
ever, to eliminate the $55 billion in improper payments reported in
Fiscal Year 2007, Federal agencies need additional tools.

Our top priority going forward is to obtain those tools through
these following strategies.

We must start by maximizing the impact of our program integ-
rity efforts. Nine programs account for 90 percent of the govern-
ment-wide improper payment total. We must ensure that agencies
are implementing effective improvement plans in these programs
before initiating additional activities in lower-risk areas.

Within these nine programs, agencies must target the largest
causes of error and utilize return on investment analyses to inform
on the best uses of program integrity resources.

Where are the largest sources of improper payments? Today’s
OMB report concludes that the largest source of error is the inabil-
ity of programs to verify eligibility information. In fact, program
eligibility errors account for approximately 80 percent of govern-
ment-wide improper payments and are a primary cause of error in
our largest nine programs.

Our report also identifies, thankfully, the most effective approach
for addressing this problem and that is through verifying applicant
data with third-party data sources.

The President’s budget, therefore, proposes several initiatives
that will expand agency access to third-party data sources in pro-
grams such as unemployment insurance, which is one of the nine
programs that I mentioned earlier, and we need Congress to sup-
port these proposals for expanding access to third-party data
sources.

Congressional action is critical, not only for data matching, but
for other tools that agencies need to eliminate payment errors.

Specifically, each year since 2003, the President has proposed
discretionary funding for activities with a proven track record for
reducing error and generated program savings.

These proposals are often referred to as cap adjusted funding.
Despite anticipated savings of nearly $4 billion over 10 years, Con-
gress has enacted only a small portion of these proposals and did
so only in 2006.
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When the cap adjustments are combined with the President’s
other proposed legislative reforms for improving payment accuracy,
the anticipated savings total approximately %18 billion over 10
years.

Thus, for every year that these proposals are not enacted, the
Federal Government and, therefore, the taxpayer loses approxi-
mately $1.8 billion in unrealized error reductions and savings.

The Congress and the Executive Branch must work together to
expand access to third-party data sources to verify applicant eligi-
bility, to fund and implement program integrity activities with a
proven track record for eliminating error, and to enact legislative
reforms that facilitate error reduction in our highest and larger
dollar programs.

Initiating these improvements will be essential if we are to meet
the President and Congress charge to eliminate improper pay-
ments.

Thank you, again, for the opportunity to testify today, and I look
forward to answering your questions.

Senator CARPER. Good. Thanks very much, and I look forward to
coming back and just revisiting, among other things, the things
that you need for us to do at our end of Capitol Hill.

OK. Mr. Williams, your whole statement will be made part of the
record. Feel free to proceed. Thank you.

STATEMENT OF MCCOY WILLIAMS,! MANAGING DIRECTOR,
FINANCIAL MANAGEMENT AND ASSURANCE TEAM, U.S. GOV-
ERNMENT ACCOUNTABILITY OFFICE

Mr. WiLLIAMS. Thank you. Mr. Chairman, Dr. Coburn, thank you
for the opportunity to be here today to discuss agencies’ efforts to
address key requirements of the Improper Payments Information
Act of 2002 and the Recovery Auditing Act.

Since 2000, we have issued a number of reports and testimonies
aimed at raising the level of attention given to improper payments.

In addition, OMB has played a key role in the oversight of the
government-wide improper payments problem. For example, in
2005, OMB established eliminating improper payments as a new
initiative under the President’s Management Agenda.

OMB also continues its commitment to address government-wide
improper payments by working with the agencies to establish cor-
rective action plans and address their root causes.

Mr. Chairman, Fiscal Year 2007 is the fourth year that Federal
agencies were required to report improper payment information.
Agencies reported improper payment estimates of almost $55 bil-
lion in their Fiscal Year 2007 PARs or annual reports, an increase
from the Fiscal Year 2006 estimate of about $41 billion.

The reported increase was primarily attributable to the Medicaid
program reporting improper payments for the first time.

We view this as a positive step to improve transparency over the
full magnitude of improper payments. The $55 billion estimate con-
sists of 78 programs in 21 agencies and represents about 2 percent
of total Fiscal Year 2007 Federal Executive Branch agencies’ gov-
ernment outlays of almost $2.8 trillion.

1The prepared statement of Mr. Williams appears in the Appendix on page 53.
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In addition, the $55 billion largely consists of improper payments
made in eight large programs, such as Medicaid and Supplemental
Security Income. Collectively, the eight programs account for about
88 percent of the total estimate.

Mr. Chairman, while showing progress, major challenges remain
in meeting the goals of the Act and ultimately improving the integ-
rity of payments.

For example, not all the agencies reported conducting risk as-
sessments of all of their programs or activities as required by Im-
proper Payments Information Act (IPIA). Also, for risk assessments
conducted, we and selected OIGs have raised concerns regarding
the quality of the risk assessments performed. Further, the total
improper payment estimate does not yet reflect the full scope of im-
proper payments, as agencies have not estimated for 14 risk sus-
ceptible programs with outlays totaling about $170 billion.

Additionally, non-compliance issues continue to exist. For exam-
ple, some agencies did not measure improper payments for a 12-
month period, as generally required by OMB’s implementing guid-
ance, nor did the estimates reflect improper payments for the en-
tire program.

Agencies also reported that statutory or regulatory barriers may
limit corrective actions to reduce improper payments.

Mr. Chairman, with regards to recovery auditing, 21 agencies re-
ported identifying about %121 million in improper payments for re-
covery and actually recovering about $87 million, a decrease of
about $217 million when compared to the reported amount identi-
fied for recovery in the prior year.

Most of the decrease can be attributed to DOD’s decision to stop
reporting voluntary refunds received from contractors.

Mr. Chairman, I would like to emphasize that effective internal
control calls for a sound ongoing invoice review and approval proc-
ess as the first line of defense in preventing unallowable contract
costs. Prevention is always preferred to detection and collection.

In closing, we recognize that measuring improper payments and
designing and implementing actions to reduce them are not simple
tasks. Further, while internal control should be maintained as the
front line of defense against improper payments, recovery auditing
holds promise as a cost effective means of identifying contractor
overpayments.

We are pleased that agencies are identifying and reporting on
more risk susceptible programs and have reported that overall pro-
gram error rates have decreased since IPIA implementation. Yet
we also note that both we and agency auditors continue to identify
deficiencies in agencies’ efforts to comply with IPIA.

Successfully meeting the requirements of IPIA and the Recovery
Auditing Act will require sustained attention to implementation
and oversight to monitor whether desired results are being
achieved.

Mr. Chairman, this concludes my statement. I would be pleased
to respond to any questions that you or other Members of the Sub-
committee may have. Thank you.

Senator CARPER. Thank you very much, Mr. Williams.

Mr. Werfel, I think you said in your testimony that about 80 per-
cent of the outlays are now covered. What was—$1.7 trillion?
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Mr. WERFEL. One point nine trillion dollars in outlays are cur-
rently identified as high risk on the program side. And on the con-
tract side, we are reviewing an additional $330 billion in contracts
each year.

Senator CARPER. OK. So under the law, do you have to look at
high-risk program sources, is that the way it works?

Mr. WERFEL. Yes. The law basically establishes a requirement
that agencies break up their outlays into two buckets. One are the
low risk and the other are the high risk. And, as you mentioned
in your opening remarks, OMB in our guidance indicates that the
definition of a high-risk program is one that has a 2.5 percent error
rate and $10 million in error each year. That is the assessment
that the agency makes, and if they make that assessment, then all
the requirements of the law trigger, going out and statistically
sampling and measuring those programs, implementing corrective
actions, etc. And under that framework, even with the $10 million
and the 2.5 percent, we are still seeing agencies identify a tremen-
dous amount of programs and outlays and activities as high risk,
as { mentioned $1.9 trillion out of the $2.8 trillion in total Federal
outlays.

Senator CARPER. All right. What is still out there that we have
not covered? You said 80 percent of our high-risk outlays are now
covered? Just describe for us the ones that are not. I seem to recall
it is Temporary Assistance for Needy Families (TANF) and

Mr. WERFEL. Yes. Well, those programs have been identified as
high risk. The $1.9 trillion figure that I provided are all those pro-
graans that are in a universe of programs that need to be meas-
ured.

Now, we have not measured all of them. We have measured 85
percent of all those outlays. And the remaining 