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DOD’S IMPROPER USE OF FIRST AND
BUSINESS CLASS AIRLINE TRAVEL

THURSDAY, NOVEMBER 6, 2003

U.S. SENATE,
PERMANENT SUBCOMMITTEE ON INVESTIGATIONS,
OF THE COMMITTEE ON GOVERNMENTAL AF FAIRS,
Washington, DC.

The Subcommittee met, pursuant to notice, at 2:02 p.m., in Room
SD-342, Dirksen Senate Office Building, Hon. Norm Coleman,
Chairman of the Subcommittee, presiding.

Present: Senators Coleman, Levin, and Pryor.

Staff Present: Raymond V. Shepherd, III, Staff Director and
Chief Counsel; Mary D. Robertson, Chief Clerk; Kristin Meyer,
Staff Assistant; Jay Jennings, Detailee, General Accounting Office;
Laura Stuber, Counsel to the Minority; Gita Uppal (Senator Pryor);
gatrgck) Hart (Senator Lieberman), and Brian McLaughlin (Senator

urbin).

OPENING STATEMENT OF SENATOR COLEMAN

Senator COLEMAN. This hearing of the Permanent Subcommittee
on Investigations is called to order. Good afternoon and welcome to
today’s hearing.

This afternoon, we are holding this hearing to address a serious
challenge to the credibility of the travel system and controls at the
Department of Defense. In particular, we will focus on a system
where the controls have failed, and this has led to the loss of mil-
lions of taxpayer dollars. The current system allows for abuse. It
must be fixed. To paraphrase an old adage, watch the millions and
the billions take care of themselves.

Our goal today is to ground the so-called high flyers, those who
abuse the system, and to ensure that DOD is committed to imple-
menting long-term solutions to this costly problem.

The fact is, many government employees are required by virtue
of their job to travel great distances, and oftentimes, many employ-
ees are required to travel with great frequency. Our policy should
not be to require those who must travel as part of their govern-
ment job to do so in discomfort or extreme inconvenience. However,
our policy must certainly ought not to be one that provides govern-
ment employees with the type of travel conditions that the public
reasonably feels are excessive in cost to the taxpayers.

I am pleased today to be joined by my colleague, the esteemed
Senator from Iowa, Senator Chuck Grassley, and also by Congress-
woman Janice Schakowsky. Welcome. We are very pleased to have
you at this hearing. Their work on travel and purchase card abuses
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in the Federal Government has highlighted continued abuses gov-
ernment-wide and has focused our attention on the need to conduct
continuing Congressional oversight on these issues to ensure that
they are corrected.

An investigation recently completed by the General Accounting
Office found that almost three-quarters of DOD’s first and business
class airline travel was improper. This accounts for tens of millions
of taxpayer dollars inappropriately spent by DOD. In fiscal years
2001 and 2002, DOD spent almost $124 million on over 68,000 pre-
mium airline tickets. Among DOD’s 28 most frequent first and
business class flyers, GAO found problems with almost all of the
justifications for premium class travel. This lack of accountability
cannot be tolerated. Under government travel regulations, govern-
ment employees are also allowed to upgrade their accommodations
by1 using their frequent flyer miles or paying the difference them-
selves.

Let me outline some of the most egregious and outrageous
abuses of the system. A DOD employee flew first class on a round-
trip ticket from Los Angeles to Washington, DC, for $3,253, com-
pliments of the Federal Government. A coach fare for the same trip
would have cost $238, a difference of $3,015.

Another employee flew business class on a round-trip ticket from
Washington, DC, to Taiwan for $4,319 when a coach fare ticket for
the same trip would have cost $1,450, a difference of $2,869.

A family of four relocated from London and Honolulu and flew
first and business class nonstop at a cost to the taxpayers of
$20,943. Had they simply made the effort to reduce costs and fol-
}$0W travel procedures, they would have saved the taxpayers

18,443.

Other cases involved a traveler who took 14 trips at a cost of
$88,000 to taxpayers because he inappropriately claimed that he
needed to be upgraded to first class and business class because of
a medical condition.

In each of these and dozens of other cases, it appears that travel
orders were either not authorized or not justified and premium-
class tickets should not have been issued.

The passage of the Travel and Transportation Reform Act of
1998 brought with it the promise of millions of dollars in Federal
travel savings. These savings were to be realized through Federal
employees’ use of Federal travel cards that would reduce the gov-
ernment’s administrative costs and provide rebates to Federal
agencies.

However, these anticipated savings will not simply materialize
because we have provided Federal employees with credit cards. Re-
alizing the full potential of these savings requires that Federal
agencies and departments provide clear guidance and effective
management oversight of their travel programs.

The focus of today’s hearing is DOD’s use of premium class travel
accommodations that include first and business class travel that
was paid with a travel card from a centrally billed account. Over
the last 2 years, Congressional hearings and reports by the General
Accounting Office and the Inspector General have highlighted con-
tinuing abuses, including individuals’ late or nonpayment of travel
card debt and using the card to purchase personal goods and serv-
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ices or obtain improper cash advances. But today, we will focus the
hearing on the use of premium class travel accommodations.

The Department of Defense’s Joint Federal Travel Regulations
for military personnel and Joint Travel Regulations for civilian per-
sonnel do not prohibit the use of first and business class airline ac-
commodations, but they do require authorization by an appropriate
official and justification by the traveler. Otherwise, DOD’s regula-
tions require the use of coach class accommodations for domestic
and international travel.

Given the increased costs of premium class travel, DOD has very
specific restrictions on the use of first and business class airline ac-
commodations. DOD’s travel regulations provide three circum-
stances when an employee can be authorized to travel first class
and eight circumstances where an employee can be authorized to
travel business class. I will have my full statement entered into the
record where I walk through that.

Let me just make an observation. The DOD, I understand, has
clarified its regulations with regard to the use of premium travel,
and I want to commend them for their prompt attention to these
issues. But I want to reiterate our deep concern for the abuses that
we have noted.

As we begin this hearing, I want to reiterate my commitment to
use this Subcommittee to find solutions to problems in government
as well as use it as an opportunity to provide positive, constructive
oversight. Where we find fraud and abuse, we must not only root
it out, but we must fix it and stop it from occurring again.

This afternoon, we will hear from representatives of the General
Accounting Office on their recently completed investigation of
DOD’s use of premium travel that was paid from a centrally billed
account. We will also hear from DOD concerning the actions it has
taken or plans to take to ensure full compliance with their travel
regulations.

[The prepared statement of Senator Coleman follows:]

PREPARED OPENING STATEMENT OF SENATOR COLEMAN

Good afternoon and welcome to today’s hearing.

This afternoon we are holding this hearing to address a serious challenge to the
credibility of the travel systems and controls at the Department of Defense. In par-
ticular, we will focus on a system where the controls have failed—and this has led
to the loss of millions of taxpayer dollars.

The current system allows for abuse. It must be fixed. To paraphrase an old
adage—“watch the millions and the billions take care of themselves.”

Our goal today is to ground the high flyers who abuse the system and to ensure
DOD is committed to implementing long-term solutions to this costly problem.

The fact is, many government employees are required, by virtue of their job, to
travel great distances—and often times, many employees are required to travel with
great frequency.

Our policy should not be to require those who must travel as a part of their gov-
ernment job to do so in discomfort or extreme inconvenience. However, our policy
most certainly ought not to be one that provides government employees with the
type of travel conditions that the public reasonably feels are excessive in cost to the
taxpayer.

I am pleased to be joined today by my colleague, the esteemed Senator from Iowa,
Senator Chuck Grassley and also by Congresswoman Janice Schakowsky.

Their work on travel and purchase card abuses in the Federal Government has
highlighted continuing abuses government-wide and has focused our attention on
the need to conduct continuing Congressional oversight on these issues to ensure
that they are corrected.
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An investigation recently completed by the General Accounting Office found that
almost three-quarter of DOD’s first and business class airline travel was improper.
This accounts for tens of millions of taxpayer dollars inappropriately spent by DOD.
In fiscal years 2001 and 2002, DOD spent almost $124 million on over 68,000 pre-
mium airline tickets. Among DOD’s 28 most frequent first and business class fliers,
GAO found problems with almost all of the justifications for premium class travel.
This lack of accountability cannot be tolerated.

Under government travel regulations, government employees are also allowed to
upgrade their accommodations by using their frequent flier miles or paying the dif-
ference themselves.

Let me outline some of the most egregious and outrageous abuses of the system:

e A DOD employee flew first class on a round trip ticket from Los Angeles to
Washington, DC, for $3,253 compliments of the Federal Government. A coach
fare for the same trip would have cost $238, a difference of $3,015.

e Another employee flew business class on a round trip ticket from Washington,
DC to Taiwan for $4,319 when a coach fare for the same trip would have cost
$1,450, a difference of $2,869.

A family of four relocated from London to Honolulu and flew first and busi-
ness class non-stop at a cost to taxpayers of $20,943—had they simply made
the effort to reduce costs and follow travel procedures, they would have saved
taxpayers $18,443.

e Other cases involved a traveler who took 14 trips at a cost of $88,000 to tax-
payers because he inappropriately claimed that he needed to be upgraded to
first-class and business class because of a medical condition.

In each of these and dozens of other cases it appears the travel orders were either
not ac;lthorized or not justified and premium class tickets should not have been
issued.

The passage of the Travel and Transportation Reform Act of 1998 brought with
it the promise of millions of dollars in Federal travel savings. These savings were
to be realized through Federal employees mandatory use of Federal travel cards
that would reduce the government’s administrative costs and provide rebates to
Federal agencies.

However, these anticipated savings will not simply materialize because we have
provided Federal employees with credit cards. Realizing the full potential of these
savings requires that Federal agencies and departments provide clear guidance and
effective management oversight of their travel programs.

Over the last 2 years, Congressional hearings and reports by the General Account-
ing Office and the Inspectors General have highlighted continuing abuses including
individuals’ late or nonpayment of travel card debt, and using the card to purchase
personal goods and services or obtain improper cash advances.

The focus of today’s hearing is DOD’s use of premium class travel accommodations
that include first and business class travel that was paid with a travel card from
a centrally billed account.

The Department of Defense’s Joint Federal Travel Regulations, for military per-
sonnel, and Joint Travel Regulations, for civilian personnel, do not prohibit the use
of first and business class airline accommodations, but they do require authorization
by an appropriate official and justification by the traveler.

Otherwise, DOD’s regulations require the use of coach class accommodations for
domestic and international travel. Given the increased cost of premium class travel,
DOD has very specific restrictions on the use of first and business class airline ac-
commodations. DOD’s travel regulations provide three circumstances where an em-
ployee can be authorized to travel first class and eight circumstances where an em-
ployee can be authorized to travel business class.

For example, first class accommodations are permitted if no other class is avail-
able, or if the traveler has a handicap or physical impairment that requires the use
of first class accommodations and the condition is substantiated by a competent
medical authority, or if there are exceptional security circumstances.

These abuses occurred because effective management oversight was nonexistent
and DOD’s travel guidance was inadequate or contradictory.

Many of the abuses we will hear about today can be traced to the lack of manage-
ment oversight and a lack of familiarity with DOD’s travel policies and regulations.
For example, DOD’s first class travel records were incomplete and there were no
records at all for business class travel. Without complete records, DOD can hardly
be expected to conduct effective oversight.
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Further, DOD has two sets of travel regulations that are augmented by DOD di-
rectives and individual service policies. The layering and multiplicity of policies and
regulations have confused both travelers and officials who approve their travel. I
understand that DOD has clarified its regulations with regard to the use of pre-
mium class travel and I want to commend DOD for their prompt attention to these
issues.

As we begin this hearing, I want to reiterate my commitment to use this Sub-
committee to find solutions to problems in government—as well as use it as an op-
portunity to provide positive, constructive oversight.

Where we find fraud and abuse, we must not only root it out, but we must fix
it and stop it from occurring again.

This afternoon we will hear from representatives of the General Accounting Office
on their recently completed investigation of DOD’s use of premium travel that was
paid from a centrally billed account. We will also hear from DOD, concerning the
aftions it has taken or plans to take to ensure full compliance with their travel reg-
ulations.

Our first witnesses will be Senator Charles Grassley and Congresswoman Janice
Schakowsky to whom we are indebted for their tireless efforts to expose and correct
travel and purchase card abuses.

Senator COLEMAN. Our first witnesses will be Senator Charles
Grassley and Congresswoman Janice Schakowsky, to whom we are
indebted for their tireless efforts to expose and correct travel and
purchase card abuses.

With that, I will turn to my colleague, Senator Grassley.

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

Senator GRASSLEY. Thank you, Mr. Chairman, and I am glad to
be here with Representative Schakowsky, as well. First of all,
thank you for that commitment you just made for the use of this
Subcommittee to follow through on some of these extravagant and
wasteful uses of taxpayers’ money.

I think that follows on with the work that Chairman Horn did
in the House over the last few years through the Government Re-
form Subcommittee, and now that he has retired, I am thankful
that you are picking up the ball and running with it. By agreeing
to hold this hearing, you are helping shine the light, the public
spotlight, on the problem, and usually I find that the glare of spot-
light helps bureaucrats to see the need for reform.

I think it is impossible to fully appreciate the dangers of credit
card explosion until you understand that internal controls in the
Pentagon are broken. Over the last 15 years, I have worked hard
to understand what broken controls really mean. My concerns are
reinforced by the continued stream of audits issued by the GAO
and the Inspector General. These reports consistently show that
sloppy bookkeeping and poor internal controls leave the Depart-
ment’s financial resources vulnerable to theft.

In 1997 and 1998, as Chairman of the Judiciary Subcommittee
on Administrative Oversight, I conducted my own review of inter-
nal controls at Defense. I conducted an in-depth examination of
several hundred transactions and I issued a report. I came away
from that experience convinced that stealing money at the Depart-
ment of Defense was a piece of cake. Fraudulent activity, if discov-
ered, was detected by chance and not as a result of internal con-
trols that are very necessary.

1The prepared statement of Senator Grassley appears in the Appendix on page 39.
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This whole experience taught me one very important lesson:
Good bookkeeping is the key to controlling money. If, on the one
hand, your books of account are in shambles, as the Pentagon situ-
ation 1s, then it is easy to steal money. Money needs to be con-
trolled at the transaction level. Unfortunately, that is exactly
where the Department of Defense lost it. The Department of De-
fense transactions are not recorded in the books of account as they
occur. Sometimes it takes days to make an entry, sometimes
months, sometimes years, and sometimes a transaction never
makes it into the books. That is why the Department of Defense
books don’t balance and that is why the Department of Defense
cannot provide a satisfactory financial statement as required by the
Chief Financial Officers Act.

So, Mr. Chairman, these vulnerabilities are the reasons for my
concern about the credit card explosion. By providing direct access
to the cash, credit card transactions bypass standard controls. They
make it easier to steal money. That makes the independent check-
ers the last and only line of defense. All the evidence that we have
seen so far tells me they are asleep at the switch. A credit card ex-
plosion of this magnitude in a zero-controlled environment is a rec-
ipe for disaster. It is like leaving the doors to the bank vault wide
open with no guards on duty.

In the face of what I feared was an impending disaster 3 years
ago, I asked the General Accounting Office to begin an in-depth ex-
amination of Defense credit card transactions. The GAO has issued
at least six separate reports. The audit and investigative work done
by the General Accounting Office I think is very first rate. The re-
ports provide an unending litany of horror stories. The abuse docu-
mented by the GAO was disgraceful.

Since our first hearing on July 30, 2001, however, I feel like
there has been a modest improvement. I don’t know if it is accurate
to say that the Department of Defense has turned the corner, but
things are better I am told. For starters, the bank and the Depart-
ment of Defense agreed in October 2001 to initiate a salary offset
program.

Another important development involves the new Department of
Defense Inspector General, Joe Schmitz. When we began our re-
view, the Department of Defense IG was AWOL on credit card use.
Under Joe Schmitz, that is changing. He has placed an Army Colo-
nel by the name of Bill Kelly in charge of an aggressive data min-
ing operation to help search transaction records and identify sus-
picious purchases. Colonel Kelly’s data mining operation is helping
apprehend criminals and sending them to jail.

So this is a good beginning. Once the cardholders know and un-
derstand that their transactions could be under surveillance, the
abuse will come to a halt.

Last year, Senator Byrd and I teamed up on a credit card
amendment on the Defense appropriations bill. Our amendment
did several things. It put a lid on the total number of cards at 1.5
million. It made credit checks mandatory. It required disciplinary
action for abuse and prohibited the use of credit cards in places
like Bottoms Up Lounge and gambling casinos.

Drawing on my experience and the experience of the GAO and
agency IGs, I recently introduced legislation that requires all Fed-
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eral agencies to put in place specific safeguards and internal con-
trols. Mr. Chairman, I believe that mandatory credit reporting is
critical to curbing abuse. The checkers and overseers must also be
minding the store to make sure that all charges are legitimate.

That brings us to the subject of today’s hearing, the General Ac-
counting Office’s latest report on defense travel card abuse. In the
last 2 years, the General Accounting Office reports that DOD em-
ployees charged $124 million on centrally-billed travel card ac-
counts to buy 68,000 premium class airline tickets. The General
Accounting Office estimates that 72 percent of the Department of
Defense personnel who flew premium class on the taxpayer’s dime
didn’t even have proper authorization to do it, much less a valid
justification for why they needed to fly premium class.

Premium class travel is considered permissible for those per-
sonnel only in certain limited circumstances, for instance, if it is
necessary because of a traveler’s disability, coach class accommoda-
tions are not available, or the travel is to an overseas destination
and at least 14 hours long.

According to the government-wide and DOD regulations, a trav-
eler must get specific authorization to use premium class travel,
and a premium class ticket should not be issued unless it is prop-
erly authorized. Unfortunately, the large majority of the time, the
tickets are issued and billed to the Department of Defense travel
card account with no questions asked.

So how was this allowed to happen? The General Accounting Of-
fice found that DOD performed no monitoring or oversight activi-
ties to make sure that premium class travel was authorized accord-
ing to regulation. In fact, the Department of Defense does not even
maintain a central accounting of premium class travel so it did not
even have the basic data necessary for monitoring and oversight.
In order to conduct this oversight investigation, the General Ac-
counting Office collected data directly from the Bank of America
and started from scratch.

The General Accounting Office also found that higher-ranking ci-
vilian and military officials accounted for a large part of the pre-
mium class travel. In fact, the General Accounting Office considers
travel by high-ranking officials to be a sensitive payment area be-
cause of its susceptibility for abuse and non-compliance with the
law. Apparently, some high-ranking bureaucrats feel they are enti-
tled to luxury air travel. We have got people who are supposed to
be public servants stretching their legs with hot towels and a cock-
tail, even if it costs the taxpayers thousands of dollars more.

The General Accounting Office discovered through data mining
that a GS-14 relocated his family of four from London to Honolulu,
flying first and business class at a cost of $20,943, despite the fact
that the travel order did not authorize premium class travel. The
General Accounting Office estimated that a coach fare for the same
trip would have cost $2,500, so a waste of $18,000.

Using statistical sampling and data mining, GAO found other ex-
amples—a GS-15 who flew first class without authorization, cost-
ing $3,200, while a coach ticket was $238; an officer who flew busi-
ness class without authorization for $1,300 when it could have cost
$672; another GS—15 whose $4,500 business class ticket was au-
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thorized but not properly justified, costing the taxpayers $3,955
over a coach ticket.

The General Accounting Office also identified a number of high-
ranking officials who repeatedly used premium class travel without
proper authorization, including Presidential appointees requiring
Senate confirmation. One example that I find particularly telling
has to do with 15 trips made by Assistant Secretary of Defense for
International Security Policy J.D. Crouch at a cost of $70,000.
While some of these flights were authorized, the justification given
was that premium class travel was mission essential so that he
could be ready for meetings upon arrival. However, Department of
Defense regulations do not list this as a proper basis for that type
of travel.

According to a summary on page 19 of the report, Mr. Crouch’s
assistant told the General Accounting Office that he flies premium
class travel to minimize time away from the office. Yet, his assist-
ant could not demonstrate overall cost savings by lost productivity.
Mr. Crouch’s assistant also apparently told the General Accounting
Office that even though the flights did not exceed the 14 hours nec-
essary to justify that type of travel, Mr. Crouch should be able to
fly premium class because of the importance of his work.

Although these are the words of Mr. Crouch’s assistant and not
Mr. Crouch himself, this attitude is disturbing and helps to shed
some light on the reason why improper premium class travel is es-
pecially prevalent among high-ranking officials.

I don’t mean to pick on him. He is not the only Presidential ap-
pointee involved in this type of problem. Mr. Stenbit, the Assistant
Secretary of Defense for Command, Control, Communications, and
Intelligence is also described on pages 20 and 21 of the report as
having taken 17 premium class flights at the cost of $68,000, as
compared with the estimated $17,000 had he flied coach. Mr.
Stenbit’s justification was based on an unspecified medical condi-
tion but no documentation. While the General Accounting Office re-
view of the records indicate that no effort was made to accommo-
date Mr. Stenbit’s needs in a coach seat for these 17 flights, he ap-
parently flew coach at other times. Also, his travel was approved
by a (siubordinate, which is essentially the same as not being ap-
proved.

In this case, the aide who made the reservations stated that she
will seek approval of the Deputy Secretary in the future for first
class travel and only schedule Mr. Stenbit for premium class travel
when less-expensive alternatives are not available.

These are just examples. Of 44,000 premium class travelers, the
General Accounting Office reviewed transactions by only 177 indi-
viduals, nine of whom were political appointees.

So, Mr. Chairman, leaders must lead by example. If the highest-
ranking officials don’t feel they need to comply with regulations,
what kind of message does that send? No wonder no one in the De-
partment of Defense seemed to notice or care that 74 percent of the
premium class travel was not authorized. There is no leadership at
the top.

Mr. Chairman, the General Accounting Office has made a num-
ber of excellent recommendations to the Department of Defense
about how to get its house in order, but unless the Department of
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Defense gets serious about internal controls and enforcement of its
own regulations, we will continue to find this sort of waste. Every
time we peel back another layer of abuse, we find another just
below it.

While the Department of Defense has started to fix some of the
problems revealed to date with purchase cards and travel cards, I
see no sign that the Department of Defense has made a concerted
effort to implement a positive control environment throughout the
Department. The Department of Defense shouldn’t wait for Chuck
Grassley or Representative Schakowsky or Chairman Coleman or
the General Accounting Office to undercover instances of waste,
fraud, and abuse and tell them what needs to be fixed.

Make no mistake about it, I intend to keep digging, but I look
forward to the day when I find nothing to report. Thank you.

Senator COLEMAN. Thank you, Senator Grassley.

Senator Grassley, I know that you are involved in some Con-
ference Committees and some delicate negotiation. I am not sure
what your timing is. What I would like to do, if I can, is just ask
you one question and then turn to Congresswoman Schakowsky. I
understand that you may have to leave.

First, I do want to thank both of you for your dogged determina-
tion in looking after taxpayer dollars and dealing with these issues.
You noted, Senator Grassley, that the GAO has made a number of
excellent recommendations to address this. I believe that the bill
that you have authored, S. 1744, the Credit Card Abuse Prevention
Act, covers many of these recommendations. But in the review that
we have done in preparation for this hearing, we have noted that
centrally billed accounts are not presently included in the defini-
tion of travel cards as it appears in the bill. Many of the abuses
today focus on centrally billed accounts, so I would simply ask if
you would be willing to work with this Subcommittee and work
with this Chairman and others on the Subcommittee to have a
more expansive definition so that we eventually cover some of the
abuses that we are talking about today.

Senator GRASSLEY. The answer is absolutely yes with only this
explanation of why it wasn’t included, and that is because we are
looking for another General Accounting Office report before we
went that far. But if you know what to do and exactly what to do,
or maybe by the time we get to that point it will be out. The obvi-
ous answer is, yes. I want to do whatever it takes, first, to get the
bill out of committee, and second, to solve this problem, and I find
it very comfortable working with the two of you and probably most
everybody on this Subcommittee.

Senator COLEMAN. Thank you very much, Senator Grassley. Sen-
ator Levin, do you have any questions before Senator Grassley
leaves?

Senator LEVIN. Yes. I understand that Senator Grassley has to
leave. Let me just first of all commend him. I don’t know of any
tougher, stronger watchdog in the Senate than Senator Grassley.
It has been a pleasure to work with him on a number of issues.
Its always a great pleasure to hear from him and his persistence
in going after waste, fraud, and abuse, wherever it is, whatever the
Administration is, whatever year it takes place. He has been con-
sistent and I admire him.
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Senator GRASSLEY. Thank you. Those are kind words. I appre-
ciate it.

Senator COLEMAN. Thank you, Senator Levin. Thank you, Sen-
ator Grassley.

Congresswoman Schakowsky.

TESTIMONY OF HON. JANICE D. SCHAKOWSKY,! A REPRESENT-
ATIVE IN CONGRESS FROM THE STATE OF ILLINOIS

Ms. SCHAKOWSKY. Thank you, Chairman Coleman and Senator
Levin. Before you leave, Senator, I want to thank you for your lead-
ership and I want to associate myself with all of your remarks. We
have worked together on a number of investigations. I appreciate
that and hope that we can continue to do so. So thank you very
much for your work.

Senator GRASSLEY. Thank you.

Ms. SCHAKOWSKY. I really appreciate the opportunity to testify
before you today. I want to also acknowledge my former colleague,
Representative Steve Horn, with whom I worked on issues of waste
and abuse during the 107th Congress. Congressman Horn was a
strong advocate of rooting out waste wherever it was found and it
was a pleasure to work with him as the Ranking Democrat on his
Subcommittee.

I also want to thank the General Accounting Office and its inves-
tigators who diligently perform an essential service for U.S. tax-
pagrers by bringing to light abuses like those we are talking about
today.

Before I talk about the specifics of today’s report or the history
of how we got here, I want to put the issue of DOD’s financial mis-
management in a broader context. Of about $7 trillion in account-
ing entries at the Pentagon, at least 1.2 trillion—that is trillion
with a “T”—were not supported by sufficient evidence to determine
their validity. That is about 20 percent of all dollars at DOD and
transactions.

DOD cannot locate hundreds of billions of dollars worth of mili-
tary equipment, including weapons systems. It lacks a complete
and reliable inventory of its environmental liabilities. In the case
of some equipment, Kevlar body armor for our troops in Iraq, for
example, DOD does not have enough supplies, while inventory for
other items exceed the Pentagon’s need by about $30 billion. DOD
overpays contractors at the rate of about $1 billion a year, and that
only counts what is eventually returned to the government. There
may well be another $1 billion in overpayments each year that
aren’t caught.

If DOD were a private corporation, it would already be bankrupt
or the management of the Department would be fired or under in-
vestigation.

To stop the culture of waste, fraud, and abuse at the Defense De-
partment, we need a fundamental change. Today’s report on pre-
mium class travel is just one part of a much larger problem.

For years, the Federal Government has been unable to balance
its books and the single largest cause for this is financial mis-
management at the Department of Defense. DOD has an enormous

1The prepared statement of Ms. Schakowsky appears in the Appendix on page 44.
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budget. It accounts for about half of all the discretionary spending,
and despite its horrific record of waste, fraud, and abuse, DOD’s
budget grows every year. Until the Department of Defense can pass
a financial audit and balance its books, and all signs suggest that
won’t happen for years, we won’t be able to balance the books for
the entire Federal Government.

This is the sixth hearing I have attended on government credit
cards alone. Every time we ask the GAO to shed light on any as-
pect of DOD’s financial management, scandalous abuses are uncov-
ered. A couple of examples.

At the Naval Space Wars Research Laboratory, we found serious
abuse of government purchase cards. Employees were buying Palm
Pilots, Coach briefcases, Luis Vuitton bags for themselves, all at
government expense. There was little accountability and the gov-
ernment paid all the bills. The commander of the laboratory tried
to defend these purchases. Much of what had been purchased
couldn’t be found when GAO went looking for it. It was the Navy’s
policy, we were told, not to inventory items that were easily stolen.

At another installation, the cardholder was also the approving of-
ficial and paid the bills. At another installation, the cardholder
bought gift certificates for family members using a government
purchase card but was never held accountable. Senator Grassley
highlighted this case in one of his many testimonies before the
Government Efficiency Subcommittee.

Working with Chairman Shays on the Government Reform Na-
tional Security Subcommittee, we found that the Defense Depart-
ment was selling chemical and biological protection suits on the
Internet for just $2 or $3. At the same time, the Department was
purchasing these suits for $300 apiece. Recently, GAO testified that
over the Internet, one could buy all of the equipment needed to set
up a lab to produce biological weapons from the Defense Depart-
ment. This equipment was purchased in new or virtually new con-
dition for pennies on the dollar.

We looked at the travel card program and discovered that agen-
cies were losing hundreds of thousands of dollars in rebates be-
cause military employees were defaulting on payments owed to
credit card companies. We saw no accountability. One officer was
promoted, despite the fact that he had defaulted on thousands of
dollars for which he was reimbursed by the government.

Today, the GAO will testify to the abuse of yet another system
by DOD employees. Senior officials, some of them Presidential ap-
pointees, are taking advantage of their position and wasting tax-
payer dollars, flying premium class in violation of the rules. At the
same time, enlisted military personnel returning from Iraq during
their brief 2-week break from the war have had to pay their own
transportation within the United States. Were it not for the fact
that Congress intervened, those patriot soldiers would still have to
pay their own way to see loved ones before returning to combat in
Iraq.

GAO found widespread abuses of premium class travel. Of the al-
most $124 million the DOD spends on about 68,000 premium class
flights during fiscal years 2001 and 2002, 72 percent was not prop-
erly authorized and 73 percent was not properly justified. That is
close to $90 million in misused taxpayer dollars for close to 50,000
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flights, and while $124 million is not even a rounding error at
DOD, that number is still greater than the total travel and trans-
portation expenses spent by 12 other major agencies combined, in-
cluding Social Security Administration, DOE, Education, NASA,
HUD, and others.

As we have seen on other investigations, there was little or no
management oversight. DOD could not even count the number of
premium class flights, had no idea of the cost to the government
for these flights. As you listen to GAO’s testimony, you will hear
again and again that DOD did not have adequate internal controls.

I expect we will also hear today from the Defense Department
that they have put procedures in place to end the abuse of pre-
mium class travel. We have heard that same thing about the pur-
chase cards and about other travel cards. When DOD heard about
our investigation into the chem bio suits, they sent out a notice to
stop those sales. When they learned of the laboratory equipment
problems, senior DOD officials tried to get the GAO report classi-
fied. Then they told the remainder of the companies to stop selling
the laboratory instruments.

The problem at DOD is indeed much larger than today’s discus-
sion. The problem is that the leadership of the Department of De-
fense has acted to stop abuses only when it becomes public, and
then only addresses the specific case at hand. The purchase card
abuses were widespread when we did our first investigation at the
Space Warfare Laboratory. However, the Department did nothing
to address this widespread abuse until our investigation began to
uncover problems everywhere. And there is no real reason to be-
lieve that any action announced by DOD today is anything more
than a band-aid.

To address this issue in a more fundamental way, I plan to intro-
duce legislation that will prevent the Defense Department from re-
ceiving budget increases unless and until it can balance its books.
Congress will, of course, always give our troops what they need.
But if we want to force DOD to clean up its act, Congress has to
take serious and comprehensive action. If not, we are going to
spend years offering piecemeal solutions and reading countless
GAO reports with similar conclusions while the entire Federal Gov-
ernment and taxpayers continue to pay the price.

The irony is that these problems are occurring at the Depart-
ment of Defense, an institution that places a premium on dis-
cipline, the chain of command, and accountability. That makes the
culture of waste, fraud, and abuse that seems to permeate all as-
pects of DOD’s fiscal operations all the more intolerable. This has
to stop. It is unfair to our soldiers and certainly to our U.S. tax-
payers.

It is not enough to punish only those who abuse the system.
Until we force DOD’s managers to make the system-wide reforms
that will end this culture of waste, fraud, and abuse, I believe that
it will persist. I thank you both.

Senator COLEMAN. Thank you, Congresswoman Schakowsky.
Again, thank you for your efforts in this area.

I want to thank you for putting today’s hearings in the context
of a larger set of issues. We can’t look at this as if, OK, here is
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what we have today and forget that there was a yesterday and we
would like to make sure there is not a tomorrow.

And then this last observation. I had the pleasure of being the
Senate author of the provision to provide payment for our military
personnel coming home from Iraq so they could get from Baltimore
to St. Paul, or get from Baltimore to Omaha.

Ms. SCHAKOWSKY. Thank you very much.

Senator COLEMAN. As we were working on that provision, I was
struck with the irony and I was angered that on the one hand we
have situations of folks living the high life, flying first class, and
then we have got grunts trying to figure out a way to see their
wives or moms and dads or sons and daughters. So I again want
to thank you for fighting the fight here and for your work.

Senator Levin.

Senator LEVIN. I thank the Congresswoman. Say hi to my broth-
er. [Laughter.]

Senator COLEMAN. Thank you very much, Congresswoman.

Before we introduce the next panel, I would turn to the distin-
guished Ranking Member, Senator Levin, for any opening remarks
that he may have.

OPENING STATEMENT OF SENATOR LEVIN

Senator LEVIN. Mr. Chairman, thank you and thank you for your
determined leadership in this area and so many other areas that
come within the oversight responsibility of this Subcommittee. You
have taken on this Chairmanship with gusto and I commend you
for it.

As you pointed out, and I think both our witnesses so far have
pointed out, Mr. Chairman, the weaknesses that we will see today
in the DOD systems for authorizing travel are symptomatic of
broader management shortcomings that we have seen to be perva-
sive in the Department of Defense financial management system
for so long.

Just in the last couple months, we have received two reports
from the DOD Inspector General, one documenting the failure of
management controls for the purchase card program by Wash-
ington headquarters services, and the other Inspector General’s re-
port documenting the failure of management controls over DOD
transit subsidies in the National Capital Region.

And because of these ongoing shortcomings in the Department of
Defense’s financial management systems, it can take more than
100 paper transactions in the contracting and disbursing systems
for the Department of Defense to make a single contract payment.
Because of these shortcomings, the Department of Defense’s work-
ing capital funds operate on the basis of arbitrary prices that lead
to perpetual problems in making the books balance. Because of
these shortcomings, the Department cannot reliably account for the
cost of performing work in-house for the purposes of OMB Circular
A-76. Because of these shortcomings, DOD managers often have to
set up separate tracking systems of their own with varying degrees
of success to manage funds, to ensure that they have adequate fi-
nancial reserves, and to avoid Anti-Deficiency Act violations.

What today’s hearing shows is that even in those cases where the
Department’s financial management systems are capable of pro-
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ducing useful data, it doesn’t do any good if nobody is paying atten-
tion. According to the GAO report, the Department of Defense and
the military services did not, one, obtain or maintain centralized
management data on the extent to which military and civilian per-
sonnel used premium class accommodations for their travel; two,
issue adequate policies relating to the approval of premium class;
and three, require consistent justification to justify premium class.

So at a time when top Department of Defense officials are insist-
ing that they need unprecedented new flexibility to manage the re-
sources allocated to the Department, it is disturbing to see the con-
tinual shortcomings in the exercise of the management responsi-
bility that they already have.

Again, Mr. Chairman, thank you for your leadership and for your
convening this hearing on a very significant subject, which again,
as you point out, is really symbolic and symptomatic of a deeper
problem.

Senator COLEMAN. Thank you, Senator Levin. It is always a
pleasure to work with you in a nonpartisan way and a bipartisan
way on issues such as this.

I would now like to welcome our next panel to today’s important
hearing: Gregory Kutz, a Director with the Financial Management
and Assurance Team at the General Accounting Office; John Kelly,
an Assistant Director with the Financial Management and Assur-
ance Team at GAO; and finally, John Ryan, an Assistant Director
in the Office of Special Investigations at GAO.

As I mentioned in my opening statement this morning, GAO is
here to release the results of the GAQ’s investigation of the Depart-
ment of Defense’s use and monitoring of premium airline travel
during the fiscal years 2001 and 2002. The purpose of this hearing
is to identify the types of abuse that you uncovered, discuss the
causes, determine the magnitude of the problem and identify what
corrective action is taken. I believe it is essential for us to monitor
the utilization of both government-issued travel cards and centrally
billed accounts to ensure that expected cost savings are realized.

I thank you again for your attendance at today’s important hear-
ing. I understand that Mr. Kutz will testify but that the other gen-
tlemen will be here in a supporting capacity and may have some-
thing to say.

As such, before we begin, pursuant to Rule 6, all witnesses who
testify before the Subcommittee are required to be sworn. At this
time, I would ask you to please stand and raise your right hand.

Do you swear that the testimony you are about to give before the
Subcommittee will be the truth, the whole truth, and nothing but
the truth, so help you, God?

Mr. Kutz. I do.

Mr. KeLLY. I do.

Mr. RyaN. I do.

Senator COLEMAN. We will use a monitoring system today and I
would ask that you limit your oral testimony to no more than 10
minutes. If your testimony goes beyond that, the written testimony
will be entered as part of the record.

Mr. Kutz, I believe you will be presenting the GAO’s statement
this afternoon. You may proceed.
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TESTIMONY OF GREGORY D. KUTZ,! DIRECTOR, FINANCIAL
MANAGEMENT AND ASSURANCE TEAM, ACCOMPANIED BY
JOHN V. KELLY, ASSISTANT DIRECTOR, FINANCIAL MANAGE-
MENT AND ASSURANCE TEAM, AND JOHN J. RYAN, ASSIST-
ANT DIRECTOR, OFFICE OF SPECIAL INVESTIGATIONS, U.S.
GENERAL ACCOUNTING OFFICE

Mr. Kutz. Thank you, Mr. Chairman. I have testified after Sen-
ator Grassley several times and that is a hard act to follow, so bear
with me.

But thank you for the opportunity to be here to discuss our audit
of premium class travel at the Department of Defense.2 This is a
continuation of our series of audits of DOD’s $10 billion credit card
programs. Today, we will discuss the use of the centrally billed
travel accounts to purchase premium class airline tickets. As you
mentioned before, first and business class tickets are referred to as
premium class.

The bottom line of my testimony is that control breakdowns re-
sulted in significant improper premium class travel and increased
cost to taxpayers. These results provide another example of why
DOD financial management is on our list of high-risk areas, highly
vulnerable to fraud, waste, and abuse.

My testimony has three parts: First, the extent of premium class
travel; second, examples of improper travel, and third, the key
causes of the control breakdowns.

First, based on extensive analysis of Bank of America data, we
found the following for fiscal year 2001 and 2002. One-hundred-
and-twenty-four million dollars was spent on 68,000 premium class
airline tickets by 44,000 individuals. Premium travel represents a
very small percentage of DOD’s annual travel budget of $5 billion.
However, premium travel at DOD is more than the entire travel
budget of 12 Federal agencies. Specifically, as shown on the
posterboard and the monitor, the $124 million DOD spent on pre-
mium travel was more than Labor, NASA, SSA, Energy, and EPA
spent on all travel for 2001 and 2002.3

Based on our statistical sample, we estimate that about 50 per-
cent of premium travel related to senior military and civilian per-
sonnel. In addition, 27 of the 28 most frequent premium class trav-
elers were senior personnel. As Senator Grassley noted, we con-
sider travel by high-ranking officials to be a sensitive payment area
that is vulnerable to abuse.

The price difference between a premium ticket and coach ticket
is generally substantial. The poster board and monitor show some
examples of these price differences.* For these examples, premium
tickets cost as much as 13 times more than a comparable coach
ticket. And as you mentioned, Mr. Chairman, the cost of this trip
from Los Angeles to Washington, DC, cost $3,000 more than a
coach ticket.

We also identified numerous cases of improper and questionable
travel, including the following. Six individuals flew premium class
to a 2-day conference in Moscow, with stops in London, Brussels,

1The prepared statement of Mr. Kutz appears in the Appendix on page 48.
2See Exhibit No. 1 which appears in the Appendix on page 72.

3 See Exhibit No. 2 which appears in the Appendix on page 122.

4See Exhibit No. 3 which appears in the Appendix on page 123.
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and Paris. The travel order used “mission essential” as justifica-
tion, but we found no evidence that this conference was mission es-
sential.

We also found a number of trips with questionable medical condi-
tion justification. For example, one individual took 14 premium
class trips using a medical condition as justification. During the
same time frame and for trips of similar duration, this individual
also took 31 coach class trips.

One General took 16 premium class trips that were approved by
a subordinate. Allowing subordinates in the military chain of com-
mand to approve travel is not a valid control.

We also found cases where individuals approved their own travel,
including a GS-15 with 11 premium class trips. Self-approval of
any travel is not a valid control.

GSA and DOD regulations state that government travelers must
exercise the same standard of care when spending taxpayer dollars
that they would when spending their own money. We found that
many of the premium tickets that we audited and investigated did
not meet that standard.

Third, based on our statistical sample, we estimate that 72 per-
cent of DOD premium class travel was not properly authorized and
justified. Part of the problem was that the commercial travel offices
did not properly scrutinize the requests for premium class tickets.
We found that 64 percent of the tickets in our sample did not have
specif('ic premium authorization and thus should not have been
issued.

Further, DOD did not have accurate data on the extent of pre-
mium travel and did little or no monitoring of this travel. As a re-
sult, DOD was not aware of the extent of improper premium travel
until they saw the results of our audit. In addition, DOD’s required
reports to GSA on the extent of first class travel were inaccurate.

We also found that DOD’s policies were inconsistent with govern-
ment-wide travel regulations and did not specify how to properly
document authorization and justification of transactions. In addi-
tion, the proliferation of internal DOD policies caused confusion
over the appropriate circumstances for premium travel. As a result
of our audit, DOD has begun updating its travel regulations to
more clearly articulate the circumstances under which premium
travel is authorized. The updated regulations emphasize that pre-
mium travel must only be used when exceptional circumstances
warrant the additional cost.

DOD should build on these improvements and establish strong
controls over this sensitive area to ensure that its travel dollars are
spent efficiently. To that end, we have issued a report with 16 rec-
ommendations to the Secretary of Defense aimed at reducing im-
proper travel. DOD has concurred with all of our recommendations.

In conclusion, DOD does not have the management controls in
place to identify issues, such as improper premium travel. Sec-
retary Rumsfeld has stated that successful business process reform
could save DOD up to 5 percent of its budget, or over $20 billion
annually. The millions of dollars of wasteful spending described
today are a small example of those potential savings.

Oversight hearings, like the one today, are a critical component
to successful reform at DOD. In addition, high-level management
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focus will be needed to end the improper use of premium travel at
DOD.

Mr. Chairman, this ends my statement. Special Agent Ryan, Mr.
Kelly, and I will be happy to answer questions.

Senator COLEMAN. Thank you very much, Mr. Kutz.

First, just a couple of background questions. When we are talk-
ing about premium travel here, does that at all relate to—what
about folks who have frequent flyer miles and use them to up-
grade? Is that part of this process at all?

Mr. KuTtz. No, that would not. Premium travel as part of our re-
port would have been only when the government paid for premium
travel. It is appropriate for people to use frequent flyer miles now.

Senator COLEMAN. And premium travel includes both first class
and business class, is that correct?

Mr. Kutz. Correct.

Senator COLEMAN. There is very little difference between first
and business class?

Mr. KuTz. Sometimes they are the same.

Senator COLEMAN. I believe in going through my notes on this
that there has not been the same level of documentation within the
DOD for business class. Was that a definitional issue? Can you
shed some insight onto the difference in terms of tracking between
first class and business class?

Mr. KuTtz. They were required by GSA policy to report annually
on first class travel and GSA rolls that up for all the agencies in
the Federal Government and reports that to the Congress. As I
mentioned in my opening statement, that report understated the
extent of first class travel.

Senator COLEMAN. First class.

Mr. KuTtz. They had no information on business class travel, and
what we had to do to get that information, as I believe Senator
Grassley noted in his opening statement, was use data mining to
go in, and when you go into the database and you look at a ticket
number, there are certain characteristics in a ticket number that
tell you whether it is first or business class. And so we were able
to go in and get what is called Level 3 data from Bank of America
and extract that information.

Senator COLEMAN. And what percentage of premium travel was
first class versus what was business class?

Mr. Kurtz. It was virtually all business class. There were about
1,240, I believe, first class trips, and the other 66,000-plus were
business class trips.

Senator COLEMAN. So I take it you would be very supportive of
OMB and GSA requiring annual reporting of all premium travel,
first class and business class, from here on in?

Mr. KuTtz. Yes, that would be a good idea.

Senator COLEMAN. Thank you. You indicated in your testimony
that DOD wasn’t aware. I am trying to understand what that
means. Who wasn’t aware? If the practice is widespread, if it has
gone on, help me understand what it means not to be aware. Was
it not to be aware because it wasn’t reported? Was it not to be
aware because folks just didn’t have the data? Is there a sense that
there is kind of a problem in the culture here that simply has al-
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lowed this and hasn’t addressed it? Can you give me your insight
into that?

Mr. Kutrz. Yes. There are cultural issues, because I think there
were some—there are some folks that probably did this not know-
ing the rules. Others probably felt they had or deserved to have the
travel. But this is an issue we see across the board with DOD.
There are issues of overall monitoring and the control environment,
and here, it was a matter of not having the data and having three
separate organizations. I think you can ask the next panel about
who is going to be in charge going forward. But no one was in
charge, but three groups were in charge. So at the end of the day,
there was really no oversight. Again, the three groups have some
culpability in that.

Senator COLEMAN. I want to get back to the difference in han-
dling first class, which was really a very small percentage of the
travel, which had the reporting requirements, which had the rules,
which I believe, as I understand it, had an approval process requir-
ing it being approved by——

Mr. KuTz. The Secretary or the designee of the Secretary.

Senator COLEMAN. So we are talking about a very high-level per-
son approving first class.

Mr. KuTz. That is the government-wide requirement, yes.

Senator COLEMAN. But in terms of business class, I believe in
your testimony you talked about instances where subordinates
were approving travel for superiors. Would I take it then to under-
stand that in business class, there is not a clear, uniform directive
that says it has to be done by somebody at a higher level?

Mr. Kutz. That was correct.

Senator COLEMAN. And is there——

Mr. Kutz. Now, whether they have revised that or not, I don’t
know, but there was varying practices for business class travel.

Senator COLEMAN. My next question would be, do you know
whether that has been corrected?

Mr. KELLY. To the best of our knowledge, we don’t know if that
has been corrected yet.

Senator COLEMAN. And would you be willing to offer a rec-
ommendation as to some uniform standard?

Mr. KuTtz. Right.

Senator COLEMAN. Can we do that, or is it the nature of the mili-
tary that you may have somebody on site somewhere and not have
somebody at that rank? Can you help me understand——

Mr. KuTtz. Yes.

Senator COLEMAN [continuing]. How we ensure the common
sense thing, which is if you are going to get approval for this, it
should be done by somebody at a higher level.

Mr. KuTZ. Our recommendation was that the approval should be
done by someone at the same level or, preferably, a higher level,
and they have concurred with that recommendation. So my belief
would be that they have gone in and changed the policy.

There are two things, though. There is writing a policy and there
is actually enforcing the policy, and that second part here—in some
cases, what we found, that there were policies in place and people
weren’t following them. So they have to have two things. They have
to have the valid policies and they are going to have to have an



19

accountability mechanism in place to make sure that even if they
put a good policy in there for approval, that it is being consistently
followed.

Senator COLEMAN. I just want to clear up something statistically.
At one point in your testimony, you talked about 72 percent not
properly authorized, and then you used a 64 percent figure.

Mr. KuTtz. The 64 percent represent—out of the 72, 64 percent
had no specific documentation in the packages that went to the
commercial travel office that said that they were for premium class
travel, which means that someone had to have called the travel of-
fice and said, please get me a business or first class ticket, and the
travel office issued it without following the appropriate policies and
having the documentation.

Senator COLEMAN. Much of this report is based on sampling.
Critics may come back and say, well, you took a very small sample
and they may then, therefore, challenge the results. Can you talk
to me a little bit about your statistical method, your confidence in
the validity of what we found?

Mr. KuTtz. Right. Yes, we used statistical sampling when we test
internal controls and our confidence level, we are 95 percent con-
fident that the failure rate is 72 percent, plus or minus 5 or 10 per-
cent. I don’t know the specific details. So we are 95 percent con-
fident that the failure rate or the breakdown in controls is between
probably 65 and 75 percent.

Senator COLEMAN. I am trying to put myself in the position of
some folks in DOD and kind of looking and trying to give them the
benefit of the doubt. In your opinion, are the travel regulations
themselves simple enough for people to understand, or is there a
claim here that somehow there was confusion and there was a lack
of clarity in terms of what is required? Can you help me out with
your assessment of the nature of the regulations here?

Mr. Kurz. There was a proliferation of policies out there that—
a lot of times in DOD, you have got policies at the Office of the Sec-
retary of Defense level and then each of the services will develop
their own and even units within the military services will have
their own policies. And here, we found that there are lots of policies
out there, some inconsistent with each other, and some inconsistent
with GSA’s government-wide regulations.

Senator COLEMAN. But I want to get back to the culture ques-
tion. Both in listening to the statements by Senator Grassley and
Congresswoman Schakowsky, I get a sense that there is a cultural
problem here, that common sense would dictate you save taxpayers’
money. That is what we are supposed to do. You want people to
fly in comfort, you don’t want them to be abused, but common
sense says if you can fly somewhere for coach class, you do that
rather than presume, because you are a high-ranking official, you
are going to automatically fly first class.

I guess I want to come back to that. Can we clean the system
up? Can we take an agency as diverse, as large as the DOD—in
your experience in the GAQO, can we put into place some clear
standards here and have the confidence level, as representatives of
the taxpayers, that they can be enforced?

Mr. Kutz. I would say yes. With respect to the prior work we did
on credit cards, there has been significant progress in improving
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the controls over the purchase and the individually billed travel
card. For example, the delinquency rates were well over 10 percent
when we first started doing our work on the individually billed
travel card, and my understanding is now that they are well below
10 percent.

So DOD can make progress. These are issues that don’t require
new business systems, which is a whole other matter we will prob-
ably get into here. But this is pretty much people and policies and
procedures and implementing them. And the interesting thing
about the culture is that 50 percent of the people who took this
travel were senior, but the other 50 percent were very junior, and
that is almost as surprising to me as the senior people actually tak-
ing that travel.

Senator COLEMAN. But to me, it says you are building a cul-
ture

Mr. KuTz. Yes, you build a culture, and unless you intervene——

Senator COLEMAN [continuing]. Some people would change.

Mr. KUTZ [continuing]. They are setting a bad example for other
people, probably, and they were following it.

Senator COLEMAN. Well, I do hope they can change. We will ex-
pect change. We will monitor to see that change is taking place and
this is just not an exercise in you doing a report and us having a
hearing. We do expect things to change.

My distinguished Ranking Member, Senator Levin.

Senator LEVIN. Thank you, Mr. Chairman. Just to clarify a cou-
ple of the points on this business class-first class, you said there
were 66,000 business class purchases, I think that was the fig-
ure

Mr. Kutz. A little over 66,000 and then about 1,200 first class,
yes.

Senator LEVIN. Do we assume that where there were 66,000
business class that most of those were the top class that was avail-
able, or do we know what percentage where business class was
pulichgsed that there was even a higher-cost ticket, the first class
ticket?

Mr. KELLY. We do not have that information. It is not collected.

Senator LEVIN. You, at one point, said that the regulations are
not clear in some instances between the services, within the serv-
ices. Do we know in what percentage of the cases that you looked
at there was a violation of the regulation?

Mr. Kutz. Of the current DOD or government-wide regulations?

Senator LEVIN. Or of the unit regulations or service regulations.

Mr. Kutz. Well, certainly the 64 percent I mentioned that had
no specific documentation justifying the premium would have been
a violation of policy. The policy was that premium travel required
specific authorization and documentation.

Senator LEVIN. And that is true across the board

Mr. KuTz. Across the board.

Senator LEVIN [continuing]. Every unit, every service, period?

Mr. KELLY. Yes. That is a requirement.

Senator LEVIN. On the justification side, on giving the reasons,
the justifications, what percentage was there of that lacking?

Mr. Kutz. That would have been virtually all of them, also.

Senator LEVIN. The same




21

Mr. KuTz. Yes, I would say the same, because nothing is justified
unless it is authorized, first of all. The way the rules work is that
even if you meet the criteria for business or first class, a lot of
agencies don’t allow their people to do it because they have travel
constraints and they try to save the money for their budget. So it
isn’t an entitlement. You still have to have someone make the jus-
tification to say, we are willing to pay four or five times more for
a ticket for you because you meet these criteria. So it is not really
an entitlement. It is something that still needs authorization.

Senator LEVIN. So you can say with certainty what that percent-
age is from your sample, even though you are saying that there is
a discord in the regulations between units, between services. In
that regard, there is a clarity as to what is required and a clear
percentage of what was not done according to regulation.

Mr. KuTtz. I would say over half of the problem here was people
not following valid policies, and then the rest of it was where the
policies need to be tightened up. So I think it is a combination of
both. I am not sure we can precisely identify which is which, but
over half of it was where there were policies in place and people
were not following them, and there is no accountability system to
ensure that people were doing what they were supposed to.

Senator LEVIN. Can you compare the Department of Defense in
this regard with other agencies in terms of the percentage of times
in which the policies or regulations were not followed?

Mr. Kurz. No, but Mr. Ryan has some information he could
share on the practices of several other agencies.

Senator LEVIN. Is this typical of agencies? Does it exceed the per-
centage of other agencies in terms of failure to document? Where
are we on a relative basis?

Mr. Kutrz. Well, when we looked at the purchase card program,
we found that DOD in some cases was the worst in the govern-
ment. In other cases, they were similar to others, like the delin-
quency rates. But with respect to premium, we have not gone out
and done other studies of this at other agencies, except Mr. Ryan
has talked to some agencies. I will let him answer.

Mr. RYAN. Basically, what we tried to do is to contact the secu-
rity details that were for the head of the agencies to try to find out
what the secretaries were doing or the agencies. It was kind of like
they told us that they try to follow all the GSA rules and regula-
tions and the secretaries, according to the protective details, will
travel coach. If they want to move up, they use their own miles.
And they are saying that—the details say that is the practice that
they have.

Mr. Kutz. So we didn’t go below that.

Mr. RYAN. Right.

Mr. Kutz. We thought if we were at the Secretary level, that
would have trickled down within the agencies.

Senator LEVIN. Congresswoman Schakowsky was interested in
this area and I think the rest of us would be, too. The report does
not give a dollar amount as to the savings that could have been
achieved had the waste not occurred. However, according to Con-
gresswoman Schakowsky’s office, I understand there is some evi-
dence that could produce a number in that regard. Are you able to
give us a range of dollars that could have been saved?
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Mr. KuTz. Yes. We believe it is tens of millions of dollars a year,
and I would say between $10 and $30 million would be a good esti-
mate, because we are talking about 70 percent of $124 million, and
if you kind of trickle that down to an annual savings, and you as-
sume some of it might have been valid had someone gone through
and done the right documentation, I would say $10 to $20 to $30
million a year.

Senator LEVIN. Now, on the broader financial management
issues which we indicated are a backdrop for this problem and you
thought you might be asked about, so here goes. Section 1004 of
last year’s Defense Authorization Act required the Department to
establish by no later than May 1 of this year a financial manage-
ment enterprise architecture for the Department of Defense and a
transition plan for implementing that enterprise architecture. That
requirement was consistent with commitments that had previously
been made by senior Department of Defense officials. The GAO was
required to follow up and determine whether or not the Depart-
ment complied with the requirement.

Your report, which was issued in September, concludes that,
“DOD’s initial architecture does not yet adequately address the
Act’s requirements and other relevant architectural requirements,”
and I would like to ask you some very specific questions about that.

Section 1004 required that the new architecture comply with all
Federal accounting, financial management, and reporting require-
ments. Does DOD’s proposed architecture do that?

Mr. Kutz. The May version did not. We found a significant num-
ber of requirements were not in there, hundreds of them, although
there were thousands that were in there, so it was a mixed result.

Senator LEVIN. Is that something you have put in writing, what
were and what weren’t?

Mr. Kutz. Yes, we did, and I would believe by now, and Mr.
Lanzillotta can probably answer this, they have got those in there.

Senator LEVIN. All right. We will ask:

Mr. KuTz. Because they are updating the architecture all the
time.

Senator LEVIN. We will ask him that question, then.

Section 1004 required that the new architecture include policies,
procedures, data standards, and system interface requirements
that apply uniformly throughout the Department of Defense. Does
the Department’s proposal do that?

Mr. Kurtz. Partially, but not fully, is what our report noted.

Senator LEVIN. And do you know if they have made progress
since your report?

Mr. Kutz. I believe they have. Again, they have agreed with our
recommendations and we were very specific in the kinds of things
that needed to be done. So I suspect they are further along, be-
cause that was back in May.

Senator LEVIN. Do you track that?

Mr. Kutz. No, but we are required under Section 1004 to report
on this periodically and we are starting our next review of this. So
we will be reporting back to you on that in May 2004.

Senator LEVIN. Section 1004 required that the transition plan
include an acquisition strategy for the enterprise architecture, in-
cluding specific time-phased milestones, performance metrics, and
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ﬁﬁlal‘;cial and non-financial resource needs. Did their proposal do
that?

Mr. KuTtz. No. That was one of the areas where we felt it fell far
short of the requirement. The transition plan was actually a plan
to develop a transition plan. It really did not chart what I think
that the Act was looking for, which is, for all of you that are not
familiar with this, there are over 2,000 business systems out there
right now and the plan was intended to show how DOD is going
to go from their 2,000-some systems that cost $19 billion a year to
operate and maintain to the environment they see in the future,
which should be several hundred systems that cost billions and bil-
lions of dollars less to operate. So they did not have that, and
again, Mr. Lanzillotta can probably tell you where they are with
that today.

Senator LEVIN. Section 1004 required the transition plan to in-
clude a specific schedule for phasing out legacy systems that are
not consistent with the new architecture. Did the proposal do that?

Mr. Kutz. No.

Senator LEVIN. And Section 1004 required the Department to in-
stitute an investment management process to ensure that invest-
ments in new business systems are consistent with the require-
ments of the new architecture. Did the Department establish an ef-
fective investment control process?

Mr. Kutz. I would say no, but they had made a start at that, and
the specifics of the Act, as I recall, are anything over $1 million
that is going to be obligated is supposed to have comptroller review
and approval before they enter into those transactions. They have
just begun and I think they have maybe done 10 or 11 of the sev-
eral hundred that might meet that criteria. So they are beginning,
but they have not met that one.

Senator LEVIN. Thank you. Thank you so much.

Senator COLEMAN. Senator Pryor.

Senator PRYOR. Thank you, Mr. Chairman, and I appreciate your
leadership on this because this is important.

I would like to ask, if I may, some questions about perspective
to try to get this in perspective. First, as I understand your pre-
vious testimony, you have not done this type of survey with other
Federal agencies or other Federal departments, but is it fair to say
that your impression, and probably your clear impression, is that
this problem is far worse in DOD than it is in other agencies? Is
that fair?

Mr. Kutz. That would be fair. If the Secretaries of the other
agencies are going coach, then I would say that is a fair statement.

Senator PRYOR. Another question I have, and it is probably in
your report and I have been reading through it, it is very inter-
esting. I have not come across the part yet that tells me what per-
centage—and you may have covered this in your opening state-
ment, but what percentage of the travel is not following govern-
ment guidelines that have been established? What overall percent-
age of the travel is the so-called problem travel?

Mr. Kurz. Well, the premium travel is 1 percent of all travel
tickets but it is 5 percent of the dollars. That gives you an idea of
how many—I am not sure if that completely answers your ques-
tion, but it is a small percentage of the transactions, but because
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they cost four or five times more than a coach ticket, it becomes
about 5 percent of all DOD travel dollars.

Senator PRYOR. Do you know, and you may not know this off the
top of your head, but what the overall Defense Department travel
budget is? I am sure it is complicated because——

Mr. KuTtz. It is over $5 billion.

Senator PRYOR. Five billion?

Mr. KuTz. Yes, and the centrally billed accounts are about $1.45
billion a year.

Senator PRYOR. OK. I assume they are not having problems stay-
ing within their $5 billion travel budget?

Mr. KuTtz. I couldn’t address that necessarily.

Senator PRYOR. OK. I do have another question that is raised in
the report and it is just an unanswered question. Maybe I haven’t
gotten to the answer in the report yet. Is all of this travel for DOD
employees? It seems like there may be some family travel in there.
Is there any contractor travel in there? I mean, what are we talk-
ing about here?

Mr. Kutz. I will let the gentlemen here that were involved in
some of the interviews elaborate, but we found travel that was by
family members as part of what is called a PCS move, Permanent
Change of Station move, and again, that was a situation where I
believe several of the opening statements related to a trip from
London to Honolulu of a family of four——

Senator PRYOR. Right, I saw that.

Mr. KUTZ [continuing]. And it was $21,000 versus $2,500, and so
that is in the population in all likelihood, a bunch of that. And one
of the reasons that they were able to do that is because the travel
office told the traveler that we have done that for others.

We also found that there was a commission of private sector indi-
viduals, that the government paid for them to take the trip to Mos-
cow, I mentioned in the opening statement——

Senator PRYOR. Right.

Mr. KUTZ [continuing]. So that was not government employees.

Senator PRYOR. What about any sort of contractors or non-DOD
people that are being paid for out of DOD funds?

Mr. KuTz. In our testing, did we come up with anything?

Mr. KELLY. I don’t remember seeing any contractors. We do know
that sometimes wives of senior-level officials are asked to go rep-
resent the United States overseas and there are some of those situ-
ations.

Senator PRYOR. Did you find any unauthorized travel, where peo-
glg‘?should not have had the government pay for the trip, but they

id?

Mr. KELLY. We did not find any examples of people taking trips
when there was no travel order authorizing them to fly.

Mr. Kutz. If it appeared to be official government business. We
didn’t see anything that was outside of this realm.

Senator PRYOR. Mr. Chairman, I think that is all I have right
now.

Senator COLEMAN. Thank you, Senator Pryor.

Just two quick follow-up questions. I am interested in the range
of dollar loss and I think, Mr. Kutz, you talked about $10 to $30
million in savings. Is that just for the years 2001 and 2002?
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Mr. Kutz. That would be for those 2 years, but I would assume
that that would continue. If they are able to put these controls in
place, I believe that is what would be saved going forward per year.

Senator COLEMAN. So if one were to kind of reverse at estimated
dollar loss, what do you estimate the total dollar loss then to be
in fiscal years 2001 and 2002?

Mr. KuTz. Twenty to $60 million.

Senator COLEMAN. And——

Mr. Kutz. I think what we can do, I mean, if you look forward,
and in your opening statement you want to kind of track these
things, we could work with you to kind of monitor this and see. If
they implement the controls we are talking about here, you should
see this dramatically decrease going forward.

Senator COLEMAN. And I would like to be able to see that to say
there is a reason that we do what we do.

Is there anything in this process that would provide some ave-
nues of recoupment of loss, or would that be difficult in these situa-
tions?

Mr. RYAN. I think what we decided to do is, working with your
staff, we decided to refer the 44,000 people to DOD. DOD can make
their mind up as to whether or not they want to recoup the money.
What we are interested in doing is continue to do investigations to
identify what causes these problems so that we can pass the infor-
mation on, and hopefully we can get the savings that way.

Senator COLEMAN. I think that, depending on the intent of the
person involved, assuming that some folks went through the sys-
tem, the problem is the system didn’t do the check-up.

Mr. KuTtz. Right.

Senator COLEMAN. There were travel orders here, so I am not
pointing a finger on the folks. Apparently there is a system. They
travel all the time. But what I am hearing today is that there
wasn’t the kind of follow-up, there wasn’t the authorization, there
wasn’t the review, there wasn’t the justification, there wasn’t then
the documenting and all the things down the line that the system
should do simply weren’t happening here on a consistent, regular
basis, would that be correct?

Mr. KuTtz. Yes.

Senator COLEMAN. Thank you. Gentlemen, thank you very much.
Senator Pryor.

Senator PRYOR. No. Thank you.

Senator COLEMAN. This panel is excused. I would now like to
welcome our final panel of witnesses for this afternoon’s important
hearing on the Department of Defense. We have Lawrence J.
Lanzillotta, the Principal Deputy Under Secretary of Defense, the
Comptroller’s Office, and Charles S. Abell, the Principal Deputy
Under Secretary of Defense for Personnel and Readiness.

I want to thank both of you for your attendance at this after-
noon’s hearing and I look forward to hearing your testimony con-
cerning the actions DOD has taken or plans to take to ensure full
compliance with its travel regulations.

Before we begin, pursuant to Rule 6, all witnesses who testify be-
fore this Subcommittee are required to be sworn. At this time, I
would ask you both to please stand and raise your right hand.
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Do you swear that the testimony you are about to give will be
the truth, the whole truth, and nothing but the truth, so help you,
God?

Mr. LANZILLOTTA. I do.

Mr. ABELL. I do.

Senator COLEMAN. Thank you. Mr. Abell, I understand that you
will be givingn the Department’s testimony today——

Mr. ABELL. Yes, sir.

Senator COLEMAN [continuing]. And Mr. Lanzillotta will be there
to assist or answer any questions. As indicated before, if you have
a full statement and you wish to enter that into the record and just
summarize, let us know and that will become part of the record.

With that, please proceed.

TESTIMONY OF HON. CHARLES S. ABELL,'! ASSISTANT SEC-
RETARY OF DEFENSE (FORCE MANAGEMENT POLICY), AC-
COMPANIED BY LAWRENCE dJ. LANZILLOTTA, PRINCIPAL
DEPUTY UNDER SECRETARY (COMPTROLLER), U.S. DEPART-
MENT OF DEFENSE

Mr. ABELL. Thank you, sir. Mr. Chairman, Members of the Sub-
committee, my colleague and I are here today to provide the initial
views of the Department of Defense in response to the draft Gen-
eral Accounting Office report on DOD use of premium class travel.

The GAO report questions the Department’s policies, procedures,
and monitoring related to our premium class travel and we are al-
ready working on some needed changes, as have been noted earlier.
The Department of Defense takes very seriously any questionable
spending, such as that noted in the GAO report. Any unjustified
expenditure diverts funding vitally needed to sustain U.S. military
operations and other pressing priorities.

For travel and every other functional area, the Department must
have policies that clearly detail what is proper. We must have
strong internal controls to monitor and enforce those policies. Our
policies must leave no room for misunderstanding or abuse.

In addition to actions the Department is already taking in re-
sponse to the GAO report’s findings, I am announcing here today
the formation of a task force to more fully diagnose and propose
remedies for our premium class travel shortcomings. The work of
this task force will benefit from the methodologies and findings of
the GAO report.

Our goal will be for this new task force to be as thorough and
as successful as our earlier task force on government charge cards.
As with that earlier effort, we will marshal expertise and real-
world experience from across the Department of Defense, to include
the Office of the Inspector General, and we will invite our col-
leagues from the General Accounting Office. Our work will range
from overarching policies to specific internal controls.

Since we are just beginning this comprehensive analysis of pre-
mium class travel today, I cannot tell you exactly how we will ad-
dress all the issues raised in the GAO report. However, the Depart-
ment’s creation of this new task force underscores how seriously we

1The prepared statement of Mr. Abell appears in the Appendix on page 70.
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}:_ake the type of problems identified by the General Accounting Of-
ice.

An especially important mission of the task force will be to ana-
lyze the roles played by each DOD organization involved in pre-
mium class travel, roles ranging from policy development, to au-
thorization and travel orders, to paying the final travel bills. The
Department will determine whether any changes in organizational
roles are needed to strengthen internal controls and accountability
for premium class travel.

We are not waiting on the task force recommendations and have
already made some changes to our policies. As indicated in the
GAO report, the Department has begun updating its travel regula-
tions. Our goal again is to promulgate clear, strong policies that
will enable us to manage premium class travel most effectively.

The Department expects its new regulations to state clearly that
premium class travel should be used only when authorized and
only when exceptional circumstances warrant the additional cost;
that authorization documents must state the general condition that
justifies premium class travel, for example, a substantiated medical
condition; that justification of premium class travel must be con-
sistent with criteria in government-wide General Services Adminis-
tration regulations; and that travel regulations issued by DOD
component organizations must be consistent with the new over-
arching policy.

The new regulations will include details on how to properly docu-
ment authorization and justification of premium class travel. Part
of this guidance will be clear direction as to who should retain doc-
umentation of each justification and for how long.

We will realize further enhancement of our ability to oversee and
manage travel with the deployment of the Defense Travel System.
This system was recently approved for fielding. It is operational in
24 sites already and will be totally fielded by fiscal year 2006.
When this system is fielded, it will replace 43 legacy systems and
give the Department a view of these types of situations in real time
versus discovering problems after the fact.

In closing, over the past 2 years, the Department has undertaken
a massive overhaul of its management and support activities. What
we especially aim to achieve is a cohesive, comprehensive manage-
ment information system that will make it much easier for us to
track transactions, ensure strong internal controls, and prevent
abuses and eliminate inadequately documented spending.

Finally, I want to assure you and this Subcommittee that the De-
partment of Defense takes very seriously any indication of ques-
tionable spending. We will not tolerate any situation that wastes
money needed to support our military and that undermines our
strong stewardship of the public’s trust and resources. Thank you,
Mr. Chairman.

Senator COLEMAN. Thank you very much, Mr. Abell.

I would note that the Comptroller is not here today. The Prin-
cipal Deputy Under Secretary is here. I do want to make it clear
and ask, do you speak for the Department of Defense and will you
assure this Subcommittee that the DOD is committed to preventing
this abuse of taxpayer money?

Mr. LANZILLOTTA. Yes, I do.
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Senator COLEMAN. I have to say, gentlemen, maybe it is because
I am the new guy here, but I am not as cynical as some of my more
seasoned colleagues. As I listened to the comments of the Congress-
woman and Chairman Grassley, there is a great deal of cynicism
about the Department’s commitment to getting ahead of the prob-
lem, that the reaction is a response to the problem, and I do want
to applaud the fact that you are putting together a task force that
will diagnose and propose remedies for these premium class travel
shortcomings.

But can you respond to that charge that what we get is a prob-
lem and we respond but we don’t look ahead. Talk to me a little
bit about how you do that.

Mr. ABELL. Mr. Chairman, I appreciate your perspective on this.
The Department of Defense has its eye on many balls, and unfortu-
nately, we don’t catch all of them before they bounce off the floor.
This may be one that we didn’t have our eye on as much as we
should.

As you have heard in previous testimony, it is a small piece of
our operation. That doesn’t excuse any abuse or the lack of clear,
cogent direction. But I think it might explain, while we were
watching bigger things, this one might have escaped our constant
attention.

We also don’t—haven’t in the past provided our folks with clear
guidance. We have handed them books of this size, sometimes out
at the installation level fairly low-level folks, and said, these are
the regulations. Try not to screw it up. That may be asking too
much of them. We will look at some sort of decision support tool.
Some have suggested a form. That strikes me as 1940’s technology,
but I think we can provide them some sort of decision support tool
that will allow them to go through a checklist if you will, that helps
them decide whether or not they have followed all the regulations,
and it would also benefit all of us by providing something that
could help us in the audits.

It is my strong belief that many of the unauthorized or unjusti-
fied trips were probably authorized and justified but that our rec-
ordkeeping hasn’t been sufficient to be able to demonstrate that to
an auditor.

Senator COLEMAN. There seemed to be a clear difference, though,
in terms of recordkeeping between first class and business class
and I would take it that that division will be removed and they will
focus on both.

Mr. ABELL. Yes, sir. As was previously testified, there is a re-
quirement that we report first class travel to the General Services
Administration. I think our colleagues from GAO were very kind.
My understanding is that the quality of our report to the GSA is
probably less than we would hope, as well, and we will fix that as
part of this.

Senator COLEMAN. I appreciate your candor.

How many people are employed by the Department of Defense?

Mr. ABELL. The military is about 1.4 million. We have about
800,000 reservists and another 600,000 civilian employees.

Senator COLEMAN. And how many different locations? How many
worksites?
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Mr. ABELL. Oh, jiminees. I do not know that number. I will tell
you that it is lunchtime somewhere in the Department of Defense
every hour of the day. So we are around the world a number of
times.

Senator COLEMAN. I asked that because one of the things we
have kind of talked about here is can you centralize travel order
authority or post-travel voucher review at single locations. Will you
talk to me about what centralizing this type of travel order ap-
proval would mean? How would you go about centralizing some-
thing like that, based on the diverse system that you have?

Mr. LANZILLOTTA. Mr. Abell mentioned in his testimony that the
Department is in the process of fielding the Defense Travel System.
When we field the Defense Travel System, it will be the unifying
system across the Department of Defense for all travel orders. I be-
lieve that this system, when fielded—it is fielded at 24 locations
ﬂow in pilot sites—will take care of many of the problems that we

ave.

One of the main things that this system will do for us, is that
when a traveler comes up on the system, it will only display coach
reservations. So he won’t be able to make a premium travel, any
type of premium travel, either business or first class. For him to
do that, he will have to go through another procedure outside to
get it specifically authorized and that order will be flagged and
tagged so we will know at the Department level what we can do.
So we will be able to do that data mining.

We are building that functionality into the system now. In the
24 pilot sites, we recognize this as a shortcoming that we needed
to fix and we are in the process of fixing it.

So initially, we do have a problem. We will have to use a short-
term solution of Bank of America as our credit card vendor right
now to pull some data together for us so we can do the data mining
techniques. In the future, we will have our own system that we will
be able to go through and do it and manage it, and the purpose
of our whole modernization program is to provide that type of data.

Senator COLEMAN. The task force that you announced today to
diagnose and propose remedies, would they be looking at simpli-
fying the Joint Federal Travel Regulations? Are you going to be
looking at that piece of things?

And I have a second part of that. Are those regulations, are they
online? Are they available worldwide? How do you folks know what
the regulations are?

Mr. ABELL. They are available on paper and they are visible on-
line, yes, sir.

Senator COLEMAN. When you say visible, does that mean some-
body can——

Mr. ABELL. Yes, they can read it.

Senator COLEMAN. They are available?

Mr. ABELL. Yes, sir.

Senator COLEMAN. OK.

Mr. ABELL. The task force will look at all of those things. I don’t
expect that the task force will do much to simplify the Joint Travel
Regulations or the Joint Federal Travel Regulations since they mir-
ror, and we hope precisely mirror, the General Services Adminis-
tration Federal Travel Regulations. What we will do to help our
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folks in the field go from something like this to something that is
more manageable is try to give them a decision support tool that
walks them through the processes so that they don’t have to rely
on their memory or do extensive research every time they do this.

Senator COLEMAN. I would commend or recommend that you look
at the online capacities and capabilities to allow folks to walk
through that. You perhaps could simplify your system online with-
out necessarily changing the regulations, but just make it easier for
folks to process that stuff.

Mr. Lanzillotta, are you going to add something there?

Mr. LANZILLOTTA. Mr. Chairman, I would also like to maybe let
the Subcommittee know, on this task force, I would like to give the
results of the task force we did on the travel card and the purchase
card to show the Subcommittee the type of things that the task
force looked at and the type of things that we implemented to give
you an idea of what we hope to do with this program.

The task force, we were able to establish a metrics program so
we could monitor performance of the travel card. We were able to
publish a CD that laid out the training responsibilities of card
holders. We were able to begin data mining, start the data mining
on the data that we could get on the purchase and now the travel
card that was mentioned by, I believe, Greg on his testimony from
the IG. We were able to issue better guidance or more clear guid-
ance to our security managers. We issued disciplinary guidance ap-
plicable to the individual and centrally billed accounts.

We looked at the codes and the use of blocking merchant codes.
That way, credit cards cannot be used in certain merchant areas.
We looked at the credit limits and established more realistic credit
limits on these cards.

We simplified the guidance. It has led to a reduced delinquency
rate on our travel cards. It is now on the individual accounts about
6.3 percent and on the centrally billed accounts below 2 percent.
We are getting very close to industry standards.

We implemented mandatory split disbursement for military
members and we asked for mandatory split disbursement for civil-
ian employees. Right now, it is the default solution if they don’t
elect it. That allows us to pay directly to the credit card. We imple-
mented and collected approximately $42 million in delinquent dol-
lars through that salary offset for military members. We have
asked for that authority also on civilian members to help the gov-
ernment recoup the losses from improper charges.

[Information supplied by DOD follows:]

NOTE: DOD has inplemented salary offset for civilian employees. We are work-

ing with GSA and OPM to implement the authority to include civilian
retirees in the program.

We took out and eliminated 600,000 travel cards. We looked at
the established procedures, the cards that were not active or people
who left DOD, to go back and make sure that we could go and close
their accounts. We have been working with the bank to develop
even more internal controls.

I have a similar list for the purchase card things that we have
done to try to bring the Department more in line and establish
these controls on these programs. I just want to assure the Com-
mittee that the Department takes this seriously and these are the
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type of things that we were able to do in the travel and purchase
card to show success and we plan to do the same thing in this pro-
gram.

Senator COLEMAN. And I appreciate that, and I do want to reit-
erate that $10 to $30 million in savings may not be a lot in the
perspective of a percentage of your budget, but it is sure a lot to
folks that live in St. Paul or live in Crookston or live in Michigan
or Arkansas. So I just want to reiterate that. We are very serious
about the need to deal with the abuse and to make sure that the
dollars are being saved.

Can I ask just one further question and get back to this issue
between business class and first class. It was the testimony here
that first class approval required, I think, first class airline accom-
modations at the three-star equivalent level. Business class rests
with transportation officers. Can you first tell me, what is the level
of a transportation officer in DOD and wouldn’t it be appropriate
to have all premium travel approved at the same level?

Mr. ABELL. Mr. Chairman, the first class travel is by the Sec-
retary of Defense, the Deputy Secretary, or their designee. The pre-
mium class travel is, in the current environment, approval author-
ity is widely decentralized. It is one of the things we will take a
look at in this task force, is what level should we have premium
class travel, and as Mr. Lanzillotta has testified, when the Defense
Travel System comes in, it will be done offline in a—not offline, but
it will be kicked over to a special authority and that would allow
us to implement in an automated way, as you have suggested, this
special approval authority, as well. I don’t know what the right
level is. We will have to figure that out.

Senator COLEMAN. I would hope, though, that we take certainly
a close look at those situations where you have folks at subordinate
levels making approvals of folks to expend dollars who are at a
higher level. It seems to me something that is a little illogical and
that, at a minimum, should be stopped.

Mr. ABELL. We have no argument with that in concept. Back to
the size and scope of the Department, there will be cases where
somebody somewhere has to go around the world to find their supe-
rior, but I am sure we can work out a way to make sure that there
are enough internal controls in place to take care of those singular
cases.

Senator COLEMAN. Thank you, gentlemen. Senator Levin.

Senator LEVIN. Thank you, Mr. Chairman, and I welcome you
both. I think you were both here when I asked the GAO five ques-
tions as to the implementation of Section 1004 just a few moments
ago. Did you disagree with any of the answers you heard about
that, as to the level or the degree of implementation of the require-
ments in last year’s authorization bill?

Mr. LANZILLOTTA. Generally, we agree with GAO. The only thing
I would mention, Senator, is that I guess some of this is in the eyes
of the beholder on how far down the architecture should go and on
the transition plan. I would like to clarify, especially on the transi-
tion plan, the comments made.

When we started the architecture and the architecture that we
delivered, it was an activities-based architecture throughout the
Department, and to do that, we met and mapped all the activities
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that are business activities down to the financial transaction area
to go through with the entire Department. So it really was a mas-
sive effort.

To do that, we found out that we had 2,274 business systems
that it touched. Originally, we started out—when we started the ef-
fort, we thought it was only 475 and it continued to grow as we
went through and mapped it.

The transition plan that the bill called for, we have a transition
plan. It may not be the same transition plan or the definitional
transaction plan that the Subcommittee was expecting. What we
were trying to do is we want to go through, and we have started
by looking at the material weaknesses in the Department in an in-
cremental approach to reengineer those processes. After we reengi-
neer those processes, we want to develop a system that will take
care of that reengineered process.

We couldn’t, in the course of a year, develop and map out the ac-
tivities and know the final solution to the architecture. So what we
want to do, which I think is the most efficient way, and I think
that GAO will probably agree with the approach, is we look at the
material weaknesses, we engineer those processes that we need to,
in order to eliminate that material weakness, and then develop a
system that will take care of that.

Senator LEVIN. And when will that be developed?

Mr. LANZILLOTTA. We hope to have the first increment done and
have the clean financial statements for fiscal year 2007.

Senator LEVIN. The first financial statement reflecting the new,
that new architecture——

Mr. LANZILLOTTA. It would be the fiscal year 2007 statement.

Senator LEVIN. So it is going to take you 2 more years before you
get that in place, a system in place? You reengineered your sys-
tem——

Mr. LANZILLOTTA. To eliminate all the material weaknesses that
have currently been identified.

Senator LEVIN. Does GAO know that? Have you told them it is
going to be 2007 before we are going to get those kind of state-
ments, or are they hearing that for the first time today?

Mr. LANZILLOTTA. I guess I

Senator LEVIN. Have you heard that before? Maybe I can go back
and ask the GAO. Is that an acceptable period of time? If you don’t
mind——

Mr. KuTtz. Well, there are two things. I mean, he is talking about
getting an opinion on financial statements, I believe, versus devel-
oping a transition plan as part of the architecture. So the 2007 goal
to get an opinion on financial statements is to me a little bit dif-
ferent than the goal to completely reengineer and modify the sys-
tems. I think that is going to take a lot longer, actually, than 2007,
so I don’t know if that would be——

Mr. LANZILLOTTA. For all of our systems.

Mr. Kutz. Right, for all the systems.

Senator LEVIN. Are those timelines acceptable to you in terms of
the speed with which they are being done? Can they be speeded
up? Is that the first time we are going to have some decent ac-
counting systems at the DOD and the ability to audit?
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Mr. KuTtz. A lot will have to go right for 2007 to be achieved, in
my view.

Senator LEVIN. Is it on target now?

Mr. Kutz. I have not looked in detail at the plan, but we know
that 2007 is the goal that the Comptroller has for an opinion on
the balance sheet.

Senator LEVIN. Well, if you do look at the plan, Mr. Chairman,
to tell us if it is a realistic plan. It seems like a long time off, but
I guess from your perspective it is not a long time off. Given the
decades that this has been brewing, maybe that is not such a long
time. But if it is appropriate, Mr. Chairman

Senator COLEMAN. Senator Levin, we will follow up and I will
take that as a request from this Subcommittee. We will follow it
up in writing with a very specific request to accomplish that.

Senator LEVIN. When the Comptroller was before the Armed
Services Committee, he made a certain commitment that the De-
partment, “would not fund any programs for new business manage-
ment systems until we were convinced that they would all fit in
with one another,” so you would not have the kind of mess that the
Department has with existing systems. That requirement was in-
cluded in the Authorization Act last year.

But the GAO has reported that the DOD has not yet imple-
mented an effective investment management process for selecting
and controlling ongoing and planned business system investments.
Until it does, DOD remains at risk of spending billions of dollars
on duplicative, stovepiped, non-integrated systems that do not opti-
mize mission performance and accountability and, therefore, do not
support the Department’s business transformation goals.

So my question, Mr. Lanzillotta, is are you aware of any business
management systems that have been canceled or modified because
of their failure to meet financial management requirements?

Mr. LANZILLOTTA. Yes, Senator, we have canceled or terminated
programs that we didn’t feel that were going to yield compliant sys-
tems. If I could take a minute, I could explain the Department and
how we are trying to implement this guidance.

Senator LEVIN. Sure.

Mr. LANZILLOTTA. What we have done is we have taken the 2,274
systems and we divided them into seven business areas for the De-
partment of Defense. We have created domain holders. Those are
the people who own the process or own that area of the business.
Mr. Abell happens to be one of our domain owners for the human
resource systems. We divided those 2,274 systems into these seven
areas. These domains now are responsible for reviewing these sys-
tems, not only these old systems, but also for approving new sys-
tems to make sure that they are compliant with the architecture.

So our acquisition process for IT systems is now two-phased. Not
only when we get a system approved, but also it is what systems
go out of the inventory. Like with Defense Travel System, when we
plan to bring that on board, it will be one system and it is planning
to replace 43 other systems, and those systems will be phased out.

We take those systems, the domain owner reviews their systems,
and it is a huge task. It is a challenging task. They will come back
and make a recommendation as to what systems should be funded
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or what systems shouldn’t be funded, and then we will use that as
an enforcement mechanism.

Senator LEVIN. You say some systems have been canceled?

Mr. LANZILLOTTA. Yes, Senator.

Senator LEVIN. It would be useful if you just, for the record, give
us some examples of that. Give us a half-a-dozen examples, not
right now, just for the record, if you would, systems that have been
canceled for non-compliance with that requirement.!

Mr. LANZILLOTTA. Sure.

Senator LEVIN. That would be great. Thank you. Thank you, Mr.
Chairman.

Senator COLEMAN. Thank you, Senator Levin. Senator Pryor.

Senator PRYOR. Thank you, Mr. Chairman.

Let me give you all my perspective on this, and that is admit-
tedly, the dollars involved here in relative terms to DOD budget
and the travel budget are small, and I think, Mr. Abell, you men-
tioned that in your opening statement or in one of your answers
to questions. But the way I look at it is if we can’t trust you on
the small things, how can we trust you on the large things?

What I sense is that, if I could put this in NCAA terms, there
is a lack of institutional control when it comes to these nuts and
bolts, dollar issues within the DOD. I am new on this Sub-
committee, but what I have heard today is the GAO looked into
credit cards and found a lot of wrongdoing. You all formed a task
force. Now we are looking into premium travel. You all are going
to form a task force. As I understand the testimony, and I hope I
am wrong, it is going to be 2007 before it is fixed. That is totally
unacceptable.

I guess the question I have for you is we talked about credit
cards. We talked about travel. What is next? What is next in the
DOD that GAO hasn’t discovered yet? How many millions are we
just wasting there because of the lack of managerial control of the
dollars in DOD? So my question is, what next is out there on the
horizon where you think we have problems?

Mr. LANZILLOTTA. Senator, that is the whole purpose of our busi-
ness modernization program. The reengineering of the systems and
our processes, that is what we are trying to avoid as to what is
next.

Now, referring back to Senator Levin’s comment that the Depart-
ment has developed this problem over a long period of time, we
have put together this program and we are trying to go through,
look at each of our business processes, and reengineer it using our
domain process.

We have started our first increment on our material weaknesses,
which are the most serious financial areas that need to be cor-
rected. We are going through and we are not waiting on GAO to
tell us what is next. We know what is wrong. It is just that we are
trying to fix it by the reengineering.

It is just going to be a process that is going to take us time, 2007
seems a long way away, but I think from Mr. Kutz’s testimony that
he thinks that it might be a little ambitious that we get it done
by 2007. But that is what we are doing to take care of the whole

1See Exhibit No. 5 which appears in the Appendix on page 129.
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process. It is the magnitude of the problem and the scalability that
we have to get our systems to handle these type of reengineering
processes.

Senator PRYOR. Today we heard testimony that the DOD is wast-
ing maybe $20 million a year, it may be $50 million a year. There
is not a real firm number on how much we are wasting just in trav-
el. What is your sense of the overall waste in the Department of
Defense today? How much money are we going to save the
taxpaywers when you put these new systems in and this new archi-
tecture that you are talking about and you address problems that
you say you know are there.

Mr. LANZILLOTTA. Senator, at this point, I don’t even know how
to hazard a guess.

Senator PRYOR. Do you understand my concern? You can’t even
guess how much waste there is. I mean, you have no idea, and yet
you come in and you ask us, hey, appropriate this money, appro-
priate these dollars. We look at your travel account and I don’t
know how much we have budgeted to the Department of Defense’s
travel account, but you haven’t run out of money. It seems to me
that if you budget right, you should have run out of money, or you
should have caught this problem, because you would be looking at
your budget and you know you don’t have the dollars there.

It raises very serious concerns on my part about how you manage
your internal affairs over there at the Department of Defense. So
could you give me some sense of the scale of the problem at the
Department of Defense?

Mr. LANZILLOTTA. Senator, I don’t even know how to address
that. The scale is we are looking at the 2,274 systems that we cur-
rently have in our business architecture and we are trying to re-
engineer those processes. When we find out or notice or somebody
tells us or we find it that there is an area for waste, fraud, and
abuse, we do take action.

Now, people say, well, you noticed a problem and you develop a
task force. Well, that is right. We did. We took action. We got the
problem under control.

I don’t know, or if I knew that there was a problem in a par-
ticular area, I would immediately try to take action to correct that
problem. When you sit down there and ask me about how much
money will it save by—with one architecture—if I know there is
waste, I go after it. I don’t know what I don’t know, and so I can’t
hazard a guess as to what there is. I know what has been reported.
I know what we find. I don’t know how much is out there. I don’t
know if there is anything out there. GAO may have done an excel-
lent job and has identified it all. But we work at it.

Senator PRYOR. I understand that DOD is a very large agency,
it has a very diverse mission and it’s budget is complicated. I ap-
preciate that. I really do. And I know that, like you said, you are
in every time zone in the world. You have got important tasks
going on all over the world and it is very dangerous at times in cer-
tain places. I am very sympathetic and understanding of that.

But at the same time, your answers today just aren’t satisfactory
to me. Like I said, I am just kind of waiting to see what we are
going to find out next about the Department of Defense. I am glad
you are being proactive and at some point, hopefully by 2007, you



36

will have some new systems in place. But it is very troubling to me
that you can’t even begin to tell us how much waste, fraud, and
abuse is within your Department. It is just—I understand you don’t
know what you don’t know, but it seems to me that you don’t even
have a way to measure it right now. It is such a large department
that you can’t even get your hands around it. Is that fair?

Mr. LANZILLOTTA. Well, Senator, that would have the assumption
that there is a defined number out there of waste, fraud, and
abuse, that somebody has gone out there and knows that number.
It can’t be measured because nobody knows.

Senator PRYOR. Well, it can be measured because if it is there,
it is there. It is just you don’t know how to measure it. You are
not measuring it because you don’t know how, is that right? You
don’t have the capability today to look at your internal systems and
tell us how much money you are wasting at the Department of De-
fense, is that true?

Mr. LANZILLOTTA. We don’t have the capability at the Depart-
ment of Defense to go across all of our systems, and that is true
that our systems are not integrated. I don’t take the assumption,
though, that automatically means that there is waste, fraud, and
abuse.

Senator PRYOR. I am not starting with that assumption, either,
but I am starting with the fact that you can’t tell us what is or
what isn’t waste, fraud, and abuse within your own Department.
That is very troubling to me as a Member of Congress who has
oversight over the Department of Defense.

I mean, I think the Congress gives you all a lot of leeway. We
put a lot of confidence in you as an agency and as a Department
to do your mission. I don’t want to say there are no questions asked
on this end because we ask a lot of hard questions. But in the end,
we defer a lot to the Department of Defense. It is your area of ex-
pertise and we want to be supportive and make sure that we have
the best trained, best equipped military in the world to go out and
do whatever the challenges are.

But then again, when you get back to look internally at the nuts
and bolts type of spending at the Department of Defense, it just
seems like there is not the control that is necessary. It is a very
large Department, but when you have such a large and diverse De-
partment, you need the controls and it seems to me that there are
just not the controls present. Is that fair or not fair?

Mr. LANZILLOTTA. That is the purpose of the business moderniza-
tion program, is to make sure that there are adequate controls on
our business processes.

Senator PRYOR. But is it fair to say that you don’t have the con-
trols in place today?

Mr. LANZILLOTTA. It is fair to say that we don’t have satisfactory
controls on all of our processes.

Senator PRYOR. Mr. Abell, you have been awfully quiet over
there. Do you have any comment on this?

Mr. ABELL. Senator, I can assure you that the issue of premium
travel will be resolved long before 2007. My assurance to you is we
will have it before St. Patrick’s Day. But I defer—you have been
asking about business management and financial controls and that
is my colleague’s area of expertise. I make a deal with him that I
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don’t do financial management and he doesn’t do management of
human resources.

Senator PRYOR. I do a lot of that around here myself, so I am
sympathetic to that. [Laughter.]

Mr. Chairman, I would like to reserve the right to insert a few
more questions for the record, but that is all I have right now.

Senator COLEMAN. Thank you. Thank you, Senator Pryor.

The record, by the way, will be held open for 21 days for any fur-
ther questions and we will forward to the witnesses any questions
that you, Senator Pryor, or any of the Members of the Sub-
committee may have.l

Gentlemen, I want to thank you for appearing today. I want to
say that I appreciate your candor. I would also note that we want
to work with you. I do not view this as an adversarial process. This
is a shining light, identifying the problem and solving it process.
I think we and the Comptroller share a common bond. We want to
make sure that government resources are used efficiently and that
we are going to give it our best efforts to make sure that happens.

We understand the challenge facing an agency as large as the
Department of Defense, but I share the concerns of my friend and
colleague from Arkansas. If you take care of the little things, the
big things oftentimes take care of themselves. It may not always
be that way, but you have got to take care of those little things.
Again, for the average citizen out there, $10, $20, or $30 million
is not a little thing, but it is a big thing.

So let us commit to work together on this. We anticipate a series
of other hearings relating to the Department and other issues con-
cerning—a number of other things. I will leave it at that. We will
be in touch. We will work with you on that. But again, I want to
thank you for appearing here today.

With that, this hearing is adjourned.

[Whereupon, at 3:50 p.m., the Subcommittee was adjourned.]

1See Exhibit No. 4 which appears in the Appendix on page 124.
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M. Chairman, it is an honor and a privilege for me to be invited to participate in today’s hearing.
1 hope this marks the beginning of a long and productive relationship.

Over the past two years, I was very fortunate to participate in a series of hearings on Department of
Defense (DOD) credit card abuse held before 2 House Government Reform subcommittee.

Today's hearing constitutes a continuation of the process started with Chairman Horn. I am so
thankful that you are picking up the ball and running with it. By agreeing to hold this hearing, you too are
helping to shine the public spotlight on the problem. Usually, I find, the glare of the spotlight helps the
bureaucrats see the need for reform.

I think it is impossible to fully appreciate the dangers of the credit card explosiof until you
understand that internal controls at the Pentagon are broken. Over the last 15 years, I have worked hard to
understand what broken controls really means. My concerns are reinforced by a continuous stream of audits
issued by the GAO and the Inspector General (IG). These reports consistently show that sloppy bookkeeping
and poor internal controls leave the department’s financial resources vulnerable to theft.

In1997-1998, as Chairman of the Judiciary Subcc ittee on Admini ive Oversight, I cond i
my own review of internal controls at DOD, [ d d an in-depth ination of several hundred
transactions. I issued a report.

1 came away from that experience convinced that stealing money at DOD was a piece of cake.
Fraudulent activity - if discovered - was detected by chance and not as a result of internal controls. This
whole experience taught me one very important lesson: good bookkeeping is the key to controlling the
money. If, on the other hand, your books of account are in shambles - as at the Pentagon today, then it's easy
to steal money.

Money needs to be controlled at the transaction level. Unfortunately, that's exactly where DOD lost
it. DOD transactions are not recorded in the books of account as they occur. Sometimes, it takes days to
make an entry - S i months - i years - and i a transaction never makes into the
books. That's why DOD's books don't balance, and that's why DOD cannot produce a satisfactory financial
statement as required by the Chief Financial Officers Act.

(39)
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Mr. Chairman, these vulnerabilities are the reason for my concern about the credit card explosion.
By providing direct access to cash, credit card transactions bypass standard controls. They make it easier to
steal money. That makes the independent checkers the last and only line of defense. All the evidence we
have seen so far tells me they are asleep at the switch.

When we began looking at the problem over three years ago, there were close to 2 million DOD
credit cards in circulation that generated almost 10 billion dollars in expenditures annually.
Although every one of those cards was issued with NO credit check, each was a license to spend large sums
of money. Purchase cards, for example, provide authority to spend up to 100,000 dollars a month or even
more.

A credit card explosion of this magnitude in a zero control environment is a recipe for disaster. It's
like leaving the doors to the bank vault wide open with no guards on duty. When DOD started down the
credit card road, the whole idea was to adopt the best practices of the commercial sector.

In the business sector, credit cards are a big success. They save time and money. The main reason
they work so well is because the control environment in the private sector is rock solid. In corporate
America, if you abuse your card, you lose it or get fired. So the thinking behind the credit card explosion
was good. It's just not working very well because the control environment is poor.

In the face of what I feared was an impending disaster 3 years ago, I asked the GAO to begin an in-
depth examination of DOD credit card transactions. The GAQ issued at least six separate reports on DOD
credit card abuse.

The audit and investigative work done by the GAO was first rate. The GAO reports provided an
unending litany of horror stories. The abuse documented by the GAO was disgraceful. With the travel
cards, we found DOD personnel - including senior officers and enlisted - running up huge personal bills and
then refusing to pay them.

And the bank - Bank of America - had no authority to recover the money. The bank got left holding
the bag. 47,000 DOD personnel had defaulted on more than $62 million in charges. The bank had to write
off the delinquencies as losses. When banks write off losses, the taxpayers pay the price in lost revenue.

With the purchase cards, abuse is potentially more dangerous than with travel cards. That's because
spending limits are so much higher, and the bill is a government liability.

The GAO found DOD personnel spending large sums to buy everything from household appliances,
cars, computers, expensive jewelry, and the finest luggage from stores like Macy's and Nordstrom.

Even though all the purchases uncovered by the GAO were illegal, the government paid the bills in
full - no questions asked. The checkers and overseers were asleep at the switch. They just rubber stamped
the monthly bills: "Approved - Ready for payment.” To my knowledge, none of the stolen merchandise or
money was ever returned and no one was ever held accountable.

Since our first hearing on July 30, 2001, however, I feel like there has been some modest
improvement. Idon't know if it's accurate to say that DOD has turned the corner, but things are befter, Tam
told. For starters, the bank and DOD agreed in October 2001 to initiate a salary offset program.
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Another important development involves the new DOD IG, Mr. Joe Schmitz. When we began our
review, the DOD IG was AWOL on credit card abuse. Under Joe Schinitz, that is changing.

He has placed an Army Colonel by the name of Bill Kelley in charge of an aggressive data mining
operation. Data mining is nothing more than a computer program that can search through a massive pool
of millions of transactions and identify and cull out suspicious purchases.

Colonel Kelley's data mining operation is a real success story. He is helping to apprehend criminals and send
them fo jail.

The General Services Administration is very impressed with DOD's data mining operation and is
working hard to create a comparable government-wide program. So this is a good beginning. Once the
cardholders know and understand that their transactions could be under surveillance, the abuse will come
to a halt.

Last year, Senator Byrd and I teamed up on a credit card amendment on the DOD appropriations bill.
Qur amendment did several things.

It put a lid on the total number of cards in circulation at 1.5 million. It made credit checks mandatory.
It required disciplinary action for abuse and prohibited the use of credit cards in places like the Bottoms Up
Lounge and gambling casinos. It was adopted by the Senate on July 31, 2002.

Drawing on my experience, and the experience of GAO and agency IG's, I recently introduced
legislation that requires all federal agencies to put in place specific safeguards and internal controls.

Mr. Chairman, I believe that mandatory credit checks are critical to curbing abuse. GAO data
invariably shows that the worst abusers have bad credit records. The checkers and overseers must also be
minding the store to make sure all the charges are legitimate.

That brings us to the subject of today's hearing: The GAO's latest report on DOD travel card abuse.

In the last two years, the GAO reports that DOD employees charged $124 million on centrally billed
travel card accounts to buy 68,000 premium class airline tickets. GAO estimates that 72 percent of the DOD
personnel who flew premium class on the taxpayer's dime didn't even have proper authorization to do so,
much less a valid justification for why they needed to fly premium class,

Premium class travel is considered permissible for DOD personnel only in certain limited
circumstances- for instance,

-if it is necessary because of a traveler's disability,

-coach class accommodations are not available in time to accomplish an urgent mission,

-or the travel is to an overseas destination and the flight is over 14 hours long.

According to government-wide and DOD regulations, a traveler must get specific authorization to
use premium class travel and a preminm class ticket should not be issued unless it is properly authorized.
Unfortunately, the large majority of the time, the tickets are issued and billed to a DOD travel card account
with no questions asked.

So how was this allowed to happen?
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GAQ found that DOD performed no monitoring and oversight activities to make sure that premium
class travel was authorized in accordance with regulations. In fact, DOD does not even maintain a central
accounting of premium class travel so it did not even have the basic data necessary for monitoring and
oversight.

In order to conduct this oversight investigation, GAO collected data directly from Bank of America
and started from scratch.

GAO also found that higher-ranking civilian and military officials accounted for a large part of
premium class travel. In fact, GAO considers travel by high-ranking officials to be a sensitive payment area
because of its susceptibility for abuse and noncompliance with laws and regulations.

Apparently, some high ranking bureaucrats feel they are entitled to luxury air travel. We've got
people who are supposed to be public servants stretching their legs with a hot towel and a cocktail, even if
it costs the taxpayer thousands of dollars more.

GAO discovered through data mining that a GS-14 relocated his family of four from London to
Honolulu flying first and business class at a cost of $20,943 despite the fact that the travel order did not
authorize premium class travel. GAO estimated that a coach fare for the same trip would have cost $2,500.
That's a waste of $18,443 in taxpayer money.

Using statistical sampling and data mining, GAO found other examples of improper premium class
fravel such as:

- a GS-15 who flew first class without authorization at a cost of $3,253 when a coach ticket would
have cost $238

- an officer who flew business class without authorization for $1,338 when a coach ticket would have
cost $672

- and another GS-15 whose $4,525 business class ticket was authorized, but was not properly
justified, costing the taxpayer $3,955 over the cost of a coach ticket.

GAO also identified a number of high ranking officials who repeatedly used premium class travel
without proper authorization or justification, including Presidential appointees requiring Senate
confirmation.

One examplé that I find particularly telling has to do with 15 trips made by XXXXXXX, at a cost
of $70,000.

While some of these flights were authorized, the justification given was that premium class travel
was "mission essential” so that he could be ready for meetings upon arrival. However, DOD regulations do
not list this as a proper basis to justify premium class travel.

According to a summary on page 19 of the GAO report, XXXXXXX's assistant told GAO that
XXXXXXX flies premium class travel to minimize time away from the office. Yet, his assistant could not
demonstrate overall cost savings caused by lost productivity.
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XXXXXXX's assistant also apparently told GAO that even though the flights did not exceed the 14
hours necessary to justify premium class travel, XXXXXXX should be able to fly premium class because
of the importance of his work.

Although these are the words of XXXXXXX's assistant and not XXXXXXX himself, this attitude
is disturbing and helps to shed some light on the reason why improper premium class travel is especially
prevalent among high ranking officials.

I don't mean to pick on XXXXXXX. He is not the only Presidential appointee with Senate
confirmation whose premium class travel practices were questioned by GAO.

XXXXXXX is also described on page 20 and 21 of the report as having taken 17 premium class
flights at a cost of $68,000.That's compared with an estimated $17,000 had XXXXXXX flied coach.
KXXXXXXX's justification was based on an unspecified medical condition, but no documentation was
provided with the travel order or the travel voucher to support this justification.

While GAQ's review of the records indicated that no effort was made to accommodate XXXXXXX's
needs in a coach seat for these 17 flights, he apparently flew coach at other times. Also, XXXXXXX's travel
was approved by a subordinate, which is essentially the same as not being approved at all.

In this case, the aide who made the reservations stated that she will seek approval of the Deputy
Secretary in the future for first class travel (as required by DOD regulations) and only schedule XX XXXXX
for premium class travel when less expensive alternatives are not available.

These are just examples. Of 44,000 premium class travelers, GAO reviewed transactions by only
177 individuals, 9 of whom were political appointees.

Mr. Chairman, leaders must lead by example. If the highest ranking officials don't feel they need
to comply with regulations, what kind of message does that send? No wonder no one in DOD seemed to
notice or care that 74% of premium class travel was not authorized. There's no leadership at the top.

Mr. Chairman, GAO has made a number of excellent recommendations to DOD about how to get
its house in order, but unless DOD gets serious about internal controls and enforces its own regulations, we
will continue to find waste, fraud, and abuse throughout DOD.

Mr. Chairman, every time we peel back another layer of abuse, we find another just below. While
DOD has started to fix some of the problems revealed to date with purchase cards and travels cards, I see
no sign that DOD has made a concerted effort to implement a positive control environment throughout the
Department.

DOD shouldn't wait for Chuck Grassley or Representative Schakowsky or Chairman Coleman and
the GAO to uncover instances of waste, fraud, and abuse and tell them what needs to be fixed.

Make no mistake, T will keep digging; but I look forward to the day when I find nothing to report.
Until that day, you can be assured that I will keep shining the bright light of public accountability on the lax
internal controls at DOD, as well as other agencies.
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STATEMENT OF THE HONORABLE JAN SCHAKOWSKY
AT THE HEARING OF THE
SENATE GOVERNMENTAL AFFAIRS
PERMANENT SUBCOMMITTEE ON INVESTIGATION

November 6, 2003

Thank you Chairman Coleman, Senator Levin, and members of the
Subcommittee. I appreciate the opportunity to testify before you today. Let me
begin by acknowledging my former colleague Representative Steve Hom with
whom I worked on issues of waste and abuse during the 107" Congress.
Congressman Horn was a strong advocate of rooting out waste wherever it was
found, and it was a pleasure to work with him. I also want to thank Senator
Grassley for his leadership. We have worked together on a number of
investigations, and he can always be counted on to demand accountability.

Before I talk about the specifics of today’s report, or the history of how we
got here, I would like to put the issue of DOD’s financial mismanagement in a
broader context.

Of about $7 trillion in accounting entries at the Pentagon, at least $1.2
trillion — that’s trillion with a “T” —were not supported by sufficient evidence to
determine their validity -- that is almost 20 percent. DOD cannot locate hundreds
of billions of dollars worth of military equipment, including weapons systems. It
lacks a complete and reliable inventory of its environmental liabilities. In the case
of some equipment, Kevlar body armor for our troops in Iraq for example, DOD
does not have enough supplies, while inventory for other items exceed the
Pentagon’s needs by nearly $30 billion. DOD overpays contractors at the rate of
about a billion dollars a year, and that only counts what is eventually returned to
the government. There may well be another billion dollars in overpayments each
year that are never caught. If DOD were a private corporation, it would already be
bankrupt or the management at the Department would be fired and under
investigation.

To stop the culture of waste, fraud and abuse at the Defense Department, we
need a fundamental change. Today’s report on premium class travel is just one
part of a much larger problem.
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For years the federal government has been unable to balance its books. The
single largest cause for this is financial mismanagement at the Department of
Defense. DOD has an enormous budget, it accounts for about half of all
discretionary spending and despite its horrific record of waste, fraud, and abuse,
DOD’s budget grows every year. Until the Department of Defense can pass a
financial audit and balance its books, and all signs suggest that won’t happen for
years, we won’t be able to balance the books for the entire federal government.

This is the sixth hearing I’ve attended on government credit cards alone.
But every time we ask GAO to shed light on any aspect of DOD’s financial
management, scandalous abuses are uncovered.

At the Naval Space Wars Research Laboratory we found serious abuse of
government purchase cards. Employees were buying palm pilots, Coach brief
cases, and Louis Vuitton bags, for themselves all at government expense. There
was little accountability, and the government paid all the bills. The Commander of
the laboratory tried to defend these purchases.

Much of what had been purchased couldn’t be found when GAO went
looking for it. It was the Navy’s policy not to inventory items that were easily
stolen.

At another installation, the cardholder was also the approving official, and
paid the bills. At another installation, a cardholder bought gift certificates for
family members using a government purchase card, but was never held
accountable. Senator Grassley highlighted this case in one of his many testimonies
before the Government Efficiency Subcommittee.

Working with Chairman Shays on the Government Reform National
Security Subcommittee, we found the Defense Department selling chemical-
biological protection suits on the Internet for just two or three dollars. At the same
time, the Department was purchasing these suits for three hundred dollars a piece.

Recently GAO testified that, over the Internet, one could buy all of the
equipment needed to set up a lab to produce biological weapons from the Defense
Department. This equipment was purchased in new or virtually new condition for
pennies on the dollar.

We looked at the travel card program and discovered that agencies were
losing hundreds of thousands of dollars in rebates because military employees were
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defaulting on payments owed to credit card companies. We saw no accountability.
One officer was promoted despite the fact that he had defaulted on thousands of
dollars for which he was reimbursed by the government.

Today, GAO will testify to the abuse of yet another system by DOD
employees. Senior officials, some of them presidential appointees, are taking
advantage of their position and wasting taxpayer dollars, flying premium class in
violation of the rules. At the same time, enlisted military personnel returning from
Iraq during their brief two week break from the war have had to pay their own
transportation within the US. Were it not for the fact that Congress intervened,
those patriot soldiers would still have to pay their own way to see loved ones
before returning to combat in Iraq.

GAO found widespread abuse of premium class travel — of the almost $124
million DOD spend on about 68,000 premium class flights during fiscal years 2001
and 2002, 72% was not properly authorized. That’s close to 90 million in misused
taxpayer dollars for close to 50, 000 flights. And while $124 million is not even a
rounding error at DOD, that number is greater than the total travel and
transportation expenses spent by 12 other major agencies combined, including the
Social Security Administration, DOE, Education, NASA, HUD, and others.

As we have seen on other investigations, there was little or no management
oversight. DOD could not even count the number of premium class flights, and
had no idea of the cost to the government for these flights. As you listen to GAO’s
testimony you will hear again and again that DOD did not have adequate internal
controls.

1 expect we will also hear today from the Defense Department that they have
put procedures into place to end the abuse of premium class travel. We heard that
about the purchase cards, and about the fravel cards. When DOD heard about our
investigation into the chem.-bio suits, they sent out a notice to stop those sales.
When they learned of the laboratory equipment problems, senior DOD officials
tried to get the GAO report classified. Then, they told the remainder companies to
stop selling the laboratory instruments.

The problem at DOD is indeed much larger than today’s discussion. The
problem is that the leadership at the Department of Defense only acts to stop abuse
when it becomes public and then only addresses the specific case at hand. The
purchase card abuses were widespread when we did our first investigation at the
space warfare laboratory. However, the Department did nothing to address this
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widespread abuse until our investigation began to uncover problems everywhere.
There is no reason to believe that any action announced by DOD today is anything
more than a band-aid.

To address this issue in a more fundamental way, I plan to introduce
legislation that will prevent the Defense Department from receiving budget
increases unless and until it can balance its books. Congress will, of course,
always give our troops what they need. But if we want to force DOD to clean up
its act, Congress has to take serious and comprehensive action. If not, we will
spend years offering piecemeal solutions and reading countless GAO reports with
similar conclusions while the entire federal government and taxpayers will
continue to pay the price.

The irony is that these problems are occurring at the Department of Defense,
an institution that places a premium on discipline, the chain of command and
accountability. That makes the culture of waste, fraud and abuse that seems to
permeate all aspects of DOD”s fiscal operations all the more intolerable. This has
to stop. It is unfair to our soldiers and to U.S. taxpayers.

It is not enough to punish only those who abuse the system. Until we force
DOD’s managers to make the system-wide reforms that will end this culture of
waste, fraud and abuse, it will persist.
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TRAVEL CARDS

Internal Control Weaknesses at DOD Led
to Improper Use of First and Business
Class Travel

What GAO Found

Breakdowns in internal controls and a weak control environment resulted in
a significant level of improper premium class travel and millions of dolars of
unnecessary costs being incurred annually. Based on extensive analysis of
records obtained from DOD's credit card issuer—Bank of America, GAQ
found that for fiscal years 2001 and 2002, DOD spent almost $124 million on
about 68,000 premium class tickets that included at least one leg of premium
class service, primarily business class. To put the $124 million into
perspective it exceeded the total travel expenses-—including airfare, lodging,
and meals—spent by each of 12 major CFO agencies. The price difference
between a premium class ticket and a coach class ticket ranged from a few
dollars to thousands of doliars.

Based on statistical sample testing, GAO estimated that 72 percent of DOD's
fiscal year 2001 and 2002 premiuin class travel was not properly authorized,
and that 73 percent was not properly justified. GAO estimated that senior
civilian and military employees accounted for almost 50 percent of premium
class travel. Further, our data mining showed that 27 of the 28 most frequent
premium class travelers were senior DOD officials. The table below
provides examples of unauthorized and/or unjustified premium class travel
compared to what the travel would have cost usi_xg coach class tickets.
Examples of improper Premium Class Travel
Cost of Estimated
Rank/grade premium  cost of coach

of traveler  class trips class trips Reason travel was improper
GS-18 $35,000 $7,000 Traveler approved own first class travel based on
medical condition that was later determined fo not

maet stringent first class criteria.

Presidential 68,000 17,000 First and business class travel was authorized by a

appointes subordinate using a blanket order.

GS-14 and 21,000 2,500 The travel order authotizing relocation costs for the

family traveter and his family did not authorize prermium
class travel.

G815 3,360 250 First class ticket not authorized by the Secretary of
Defense or designee as required.

GS-18 4,500 800 18 months after the trip, traveler's supervisor (not a

N rmadical authority) provided a note regarding a
medical need as ths justification for business class.
Source. GAO.

Lack of oversight and a weak overall control environment characterized
DOD’s management of premium class travel. DOD and the military services
(1) did not have accurate and complete data on the extent of premium class
travel, (2) issued inadequate policies on premium class travel that were
inconsistent with government travel] regulations and with each other, (3) did
not issue guidance on how to document the authorization and justification of
premium class travel, and (4) performed little or no monitoring of this travel.
During the course of our audit, DOD began updating its travel regulations to
more clearly articulate and to make more stringent the circumstances under
which premium class travel can be authorized.

United States General Accounting Office
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Mr. Chairman, Members of the Subcommittiee, Senator Grassley, and
Representative Schakowsky:

Thank you for the opportunity to discuss the Department of Defense’s
(DOD) management of premium class travel acquired using centrally billed
accounts. Our related report,’ released today and developed at the request
of this Subcommittee, Senator Grassley, and Representative Schakowsky,
describes the problems we identified in DOD’s controls over premium class
travel. These problems are illustrative of DOD’s long-standing financial
management problems, which are pervasive, complex, and deeply rooted in
virtually ail business operations throughout the department. Such
problems led us in 1995 to put DOD financial management on our list of
high-risk areas—those that are highly vulnerable to fraud, waste, and
abuse-—a designation that continues today.? Due to these vulnerabilities,
and our identification of fraud, waste, and abuse in a series of testimonies®
and reports® we issued in fiscal years 2002 and 2003 on DOD's individually
billed travel cards, you asked us to audit controls over the other major form
of payment used by DOD for travel expenses—centrally billed accounts.

The centrally billed accounts are used by most DOD services and units to
purchase transportation services such as airline and train tickets, facilitate
group travel, and procure other travel-related expenses,® while the
individually billed accounts are used by individual travelers for lodging,

*U.S. General Accounting Office, Travel Cards: Internal Control Weaknesses at the DOD
Led to Improper Use of First and Business Class Travel, GAO-04-88 (Washington, D.C., Oct.
24, 2003).

2[J.S. General Accounting Office, High-Risk Series: An Overview, GAOMHR-95-1
(Washington, D.C.: February 1995), and High-Risk Series: An Update, GAO-03-119
{Washingtor, D.C.: January 2003).

.S, General Accounting Office, Travel Cards: Control Weaknesses Leave Army
Vanerable to Potential Fraud and Abuse, GAO-02-863T (Washington, D.C.: July 17, 2002),
and Travel Cards: Control Weaknesses Leave Navy Vulnerable to Fraud and Abuse, GAO-
03-148T (Washington, D.C.: Oct. 8, 2002).

1.8, General Accounting Office, Travel Cards: Control Weaknesses Leave Army
Vulnerable lo Potential Fraud and Abuse, GAO-03-169 (Washington, D.C.: Oct. 11, 2002),
Travel Cards: Control Weaknesses Leave Navy Vulnerable to Froud and Abuse, GAG-03-
147 (Washington, D. C.: Dec, 23, 2002), and Travel Cards: Air Force Managemeni Focus Has
Reduced Delt but Impn in Controls Are Needed, GAO-03-298
(Washington, D.C.: Dec. 20, 2002).

5The Air Force is an excepnon to this general zule ‘The Air Force equally uses both centrally
billed and individual billed for purch airline transportation.

Page 1 GAO-04.229T
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rental cars, and other travel expenses. For fiscal years 2001 and 2002, DOD
travelers incurred $7.1 billion in expenses on the centrally billed and
individually billed travel card accounts, with about $2.8 billion related to
the use of centrally billed accounts.

Today, I will summarize our work on DOD’s use of premium class travel
charged to its centrally billed accounts. Federal travel regulations define
preraium class travel as any class of accommodation above coach class,
that is, first or business class. General Services Administration (GSA) and
DOD regulations state that travelers must use coach class accommeodations
for official business air travel—both domestic and international—except
when a traveler is specifically authorized to use premium class. These
regulations restrict premium class travel to limited circumstances. The
regulations state that travelers on official government business must
exercise the same standard of care in incurring expenses that a prudent
person would exercise if traveling on personal busi Premium class
flights are not something travelers are entitled to simply because certain
conditions exist. Rather, when possible, travelers are to plan their travel in
advance to avoid the necessity for premium class travel.

My testimony will focus on (1) the extent of premium class travel during
fiscal years 2001 and 2002—the most recently available data at the time of
our work, (2) the effectiveness of key internal control activities and
examples of improper premium class travel resulting from internal control
breakdowns, and (3) DOD's control environment over premium class
travel.

Summary

During fiscal years 2001 and 2002, DOD spent almost $124 million on over
68,000 premium class tickets that included at least one leg in premium
class—primarily business class. The price difference between a premium
class ticket and a coach class ticket ranged from a few dollars to thousands
of dollars. Based on our statistical sample, we estimated that senior
civilian and military employees-—including senior-level executives and
presidential appointees with Senate confirmation—accounted for almost
50 percent of premium class travel.

During those fiscal years, breakdowns in key internal controls activities at
DOD resulted in a significant level of improper premium class travel. The
two basic internal control activities we tested—proper authorization and
proper justification—were ineffective. Based on our statistical sample, we
estimated that 72 percent of all premium class tickets were not authorized

Page 2 GAO-04-229T
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and 73 percent were not justified-—and therefore improper. Because of the
weaknesses we identified in the control environment and the breakdown in
specific internal control activities, DOD did not detect these improper
transactions. As each premium class ticket cost the government up to
thousands of dollars more than a coach class ticket, unauthorized premium
class travel resulted in millions of dollars of unnecessary costs being
incurred annually.

A contributing factor to those excess costs was that DOD did not track
premium class travel usage, design a strong contrel environment, or adhere
to important internal control activities that provide reasonable assurance
that DOD premium class travel regulations are consistent with federal
trave] regulations and are for authorized purposes only. DOD did not
maintain adequate and accurate premium class travel data. For example,
DOD's first class trave} data, which DOD is required to report to GSA
annually, were incomplete, and DOD did not obtain or maintain data on
business class travel. Thus, DOD was not aware of the extent of premium
class travel and did not have data available to identify trends and determine
whether alternate, less expensive means of transportation could have been
used. Other weaknesses in the area of policies and procedures
exacerbated weak internal control procedures and contributed to
ineffective oversight of premium class travel. In particular, DOD and the
services did not issue (1) adequate and consistent policies on premium
class travel, and (2) guidance on how to document the authorization and
Justification of premium class travel. Further, DOD had not performed
audits or evaluations of premium class travel, and did not monitor training
provided to travelers, authorizing officials, and commercial travel offices
employees on governmentwide and DOD premium class travel regulations.

During our audit, DOD officials began to address some of the deficiencies
we identified by updating the Joint Travel Regulations and the Joint
Federal Travel Regulations-DOD’s internal travel regulations—in April
2003 to articulate more clearly and to make more stringent the
circumstances under which premium class travel can be authorized. As
discussed in the report released today, DOD concurred with our
recommendations to improve the overall control environment and
strengthen key internal control activities.

Page 3 GAO-04-229T
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Extent of Premium
Class Travel Is
Significant

As shown in table 1, DOD spent nearly $124 million on airline tickets that
included at least one leg of premium class service during fiscal years 2001
and 2002. However, because DOD did not maintain centralized data on
premium class travel, we had to extract these data from Bank of America’s
databases of DOD centrally billed account travel, which included over 5.3
miillion transactions for airline tickets valued at over $2.4 billion. Due to
limitations in the information collected on individual transactions, we were
unable to determine the amount of premium class travel by military service
or the amount of premium class travel used for domestic versus overseas
flights.

Tabie 1: DOD Premium Class Travel for Fiscal Years 2001 and 2002

Number of Dotiar amounts
{in
First class 1,240 $2,898
Business class 66,850 $120,947
Total premium travel 68,090 $123,845

Source: GAO analysis of Bank of America data.
Note: Transactions include at least one leg of premium class travel,

DOD’s premium class air travel accounted for a very small percentage of
DOD travel overall®~about 1 percent of total DOD airline transactions and
5 percent of total DOD dollars spent on airline travel. However, to put the
$124 million that DOD spent on premium class travel in perspective, the
amount DOD spent on premium class-related travel during these 2 fiscal
years exceeded the total travel and transportation expenses—including
airfare, lodging, and meais—spent by each of 12 major agencies covered by
the Chief Financial Officers Act of 1990, including the Social Security
Administration; the Departments of Energy, Education, Housing and Urban
Development, and Labor; and the National Aeronautics and Space
Administration. :

The difference between the price of a premium class ticket and a
comparable coach class ticket can range from negligible—particularly if

“DOD reported almost $10.8 billion in travel-related expenses for fiscal years 2001 and 2002
combined.

Page 4 GAOQ-04-229T



54

the traveler traveled within Europe—to thousands of dollars. In one
instance, a traveler’s first class flight between Washington, D.C., and Los
Angeles was 14 times, or about $3,000 more than, the price of a2 comparable
coach class flight at the government fare,

Higherranking civilian personnel and military officials accounted for a
jarge part of premium class travel. Based on our statistical sample, we
estimated that DOD civilian employees under the General Schedule (GS)
grade GS-13 to GS-15 (supervisors and managers), Senior Executive
Service (SES) (career senior executives), presidential appointees with
Senate confirmation, and DOD senior military officers O-4 and above
accounted for almost 50 percent of premium class travel. GAQ's Guide for
Evaluating and Testing Controls Over Sensitive Payments’ considers
travel by high-ranking officials, in particular sendor-level executives, to be a
sensitive payment area because of its susceptibility to abuse or
noncompliance with laws and regulations.

Internal Control
Activities Not
Effectively
Implemented

Control activities occur at all levels and functions of an agency. They
include a wide range of diverse activities such as authorizations, reviews,
approvals, and the production of records and documentation. For first and
business class travel, we tested control activities designed to provide
assurance that premium class travel transactions are (1) authorized and
(2) justified in accordance to the Federal Travel Regulation (FTR), issued
by GSA to implement travel policies for federal civilian employees and
athers authorized to travel at government expense, and DOD's travel
regulations, including the Joint Federal Travel Regulations (JFTR), which
applies to uniformed service members, and the Joint Travel Regulations
(JTR), which applies to DOD civilian personnel who are subject to GSA's
travel regulation. These regulations generally require that premium class
travel be specifically authorized in advance of travel and only under
specific circumstances. (See app. I for further details of GSA and DOD
premium class travel regulations.) For example, although FIR and DOD
travel regulations allow premium class travel when the scheduled flight
time is in excess of 14 hours, these regulations prohibit use of premium
class accommodation if the traveler has scheduled rest stops.

"GAQ/AFMD-8.1.2.
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In addition to the FTR and DOD regulations, we also applied the criteria set
forth in our internal control standards® and sensitive payments guidelines®
in evaluating the proper authorization of premiur class travel. For
example, while DOD travel regulations and policies do not address the
issue of subordinates authorizing their supervisors’ premium class travel,
our internal control standards consider such a policy to be flawed from an
independence viewpoint. Therefore, a premium class transaction that was
approved by a subordinate would fail the controls over authorization test.
Using these guidelines, we estimated, based on our statistical sample, that
an estimated 72 percent of the DOD centrally billed travel transactions
containing premium class travel for fiscal years 2001 and 2002 were not
properly authorized and that an estimated 73 percent were not properly
Justified.

Table 2: Estimate of Fiscal Year 2001 and 2002 DOD Premium Class Travel
Transactions That Failed Control Tests

Estimated
percentage failure
rate in key internal

Control test controls
Not properly authorized by a designated official at equal or 72
higher rank/grade to the traveler
+ Premium class travel was not specifically authorized on the 64
travel order or other supporting documentation
» Trave! order authorizing premium class travel was not signed 6
» Premium class travel was authotized by a subordinate 2
Not properly justified 73

Source: GAQ analysis of DOD premium class trave! transactions and sypporting documentation.

Note: Qur testing excluded afl business ciass transactions costing less than $750. We determined that
many of these lower doliar transactions were covered by a btanket authorization for certain intra-
European flights. Although, as discussed in this section, we did not believe the blanket authorization
was valid, we eliminated these transactions from our sample to avoid possible skewing of the results.

As shown in table 2, an estimated 64 percent of premium class transactions
did not contain travel orders that specifically authorized the traveler to fiy
premium class, and thus the commercial travel office—a travel agency—

SGAQ/AIMD-00-21.3.1.

*GAO/AFMD-8.1.2.
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should not have issued the premium class ticket. Another 6 percent of
premium class transactions were related to instances where the travel
order authorizing business class was not signed (Jeft blank) or the travel
order authorizing first class was not signed by the service secretary or his
or her designee, as required by DOD regulations. If the travel order is not
signed, or not signed by the individual designated to do so, DOD has no
assurance that the substantially higher cost of the premium class tickets
was properly reviewed and represented an efficient use of government
resources. We also estimated that 2 percent of the premium class
transactions involved sitnations where a subordinate approved a superior’s
travel. Although these limited instances do not necessarily indicate the
existence of a significant systemic problem, allowing subordinates to
approve their supervisors’ premium class travel is synonymous with self-
approval and reduces scrutiny of premium class requests.

Another internal control weakness identified in the statistical sample was
that the justification used for premium class travel was not always
provided, not accurate, and/or not complete enough to warrant the
additional cost to the government. As previously stated, premium class
travel is not an entitlement and recent changes to DOD regulations state
that in the context of lengthy flights premium class travel should only be
used when exceptional circumstances warrant and alternatives should be
explored to avoid the additional cost of premium class travel. As shown in
table 2, an estimated 72 percent of premium class transactions were not
authorized and therefore because they were not properly authorized they
could not have been justified. An additional two transactions in our sample
which were authorized but not justified in accordance with DOD’s criteria
increased our estimate of premium class transactions that were not
Jjustified to 73 percent.

Considering the significant breakdown in key internal controls, it was not
surprising that our audit identified numerous examples of improper
premium class travel that cost DOD significantly more than what would
have been spent on a coach class ticket. Table 3 illustrates a few of the
types of unauthorized and/or unjustified transactions from both our
statistical samples and data mining work, along with a comparison
between amounts actually paid and the comparable coach fares at that
time. Without authorization or adequate justification, these cases illustrate
the iraproper use of premium class travel and the resulting increase in
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travel costs, For further details on the cases shown in table 3, as well as
additional exampies of unauthorized and/or unjustified transactions, please
refer to the report that we released today on this subject.’®

00
Table 3: Examples of Improper Use of Premium Class Travel,

Costof Estimated
premium cost of
Grade/ Class of ticket coach fare
Traveler Source rank itinerary ticket pald ticket* Reason for exception
1 Data GS-14*  One-way from  First and $20,943 $2,500° Travel order did not authorize use of
mining Londen to business premium class travel. Traveler obtained
Honolulu fora premium class tickets on the basis that these
family of four tickets were issued to other permanent
for relocation change of station (PCS}) moves exceeding
purposes 14 hours in total travel time. Navy policy
excludes PCS move over 14 hours as a
condition under which premium class travel
can be authorized. Transaction failed
authorization and justification.
2 Statistical GS-13 San Diegoto  Business 3,695 2,181 Trave! order did not authorize business class
sample Busan, Korea, travel. Transaction failed authorization and
and back justification.
3 Statistical GS-13 San Francisco  Business 3,168 610° Travel order authorizing the traveler to fly
sample 1o Tokyo, and business class on the basis that the flight
back exceeded 14 hours was not signed.
Transaction failed authorization and
4 Statistical GS-13 Tucson to Business 8,308 4,966 Travel order contained authorization for
sample Bahrain and traveler fo fly business class on the basis
Bahrain to Los that the flight lasted more than 14 hours.
Angeles However, the traveler had a layover in
London on both the outbound and return
porttions of the trip, which, per the FTR and
JTR, would have preciuded the traveler from
ling in premium class. i
passed ization but failed j
5 Statistical GS-15 Los Anglesto First 3,253 238 First Class Ticket not authorized by the
sample Washington, Secretary of Defense or designee as
D.C., and back required.
®GAO-04-88,
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(Continued From Previous Page)

Costof Estimated

premium cost of
Grade/ Class of ticket coach fare
Traveler Source rank itinerary ticket pald ticket® Reason for exception
6 Data GS-15 Washington, Business 4,525 570° Business class travel authorized but no
mining D.C.to justification provided on the order, Over 18
Amsterdam, months after the trip oceurred, the traveler's
and back supervisor—not a physician—wrote a note
stating that he authorized premium class
based on a medical need. The traveler also
flew coach on a number of irips that lasted
longer than his flight from Washington D.C.
to Amsterdam. The traveler admitted that he
should not have traveled business class.
Transaction passed authorization but failed
7 Statistical Political ~ Washington, Business 7450 3,080° Business class travel authorized on basis
sample  appointee D.C.to that travel is mission essential, whichis nota
and data London, then DOD criterion for authorizing business class
mining Paris to travel, Traveler was part of a group of 13
Moscow attending a conference in Moscow,
Transaction passed authorization but fafled
justification,
Source: GAQ anaiysis of i ravel nd i

*Soiirce of estimated coach fares is GSA city pair or expedia.com.
*GS designates Gieneral Schedule pay schedufa.
Fares do not include all applicable taxes and airport fees.

Our work also included data mining to identify the individuals who traveled
premium class most frequently. We identified 28 of the most frequent
premium class travelers from the 68,090 premium class transactions during
fiscal years 2001 and 2002. All but 1 of the 28 frequent travelers were at
least GS-13 civilians or O-4 military, that is, senior DOD personnel. We
found that the most frequent travelers were, in most instances, authorized
to obtain premium class travel by people at the same or higher levels, with
3 of the 28 failing the authorization test because they or their subordinates
authorized their travel orders. However, we determined that many of the
transactions were improper because their justification was not supported
by the documentation provided or did not adhere to FTR and DOD travel
regujations,

Some cases involving frequent travelers were questionable because the
Jjustification documentation was not adequate to determine whether the
transaction met DOD's criteria. We found that 12 of the 28 frequent
premium class travelers justified their more expensive flights with a
medical condition. However, we identified several anomalies in the

Page 9 GAOQ-04-229T
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application of medical condition justification, as evidenced by travelers
who used both coach and premium class accommodations during flights of
similar duration and during the same time period. For example, frequent
{raveler 1 in table 4 took 14 premium and 31 coach class trips during fiscal
years 2001 and 2002. Many of the coach class trips, for example, from
Washington, D.C., to Honolulu or cities in California were similar in
duration to premium class trips from Washington, D.C., to Frankfurt or
Amsterdam. This may indicate that additional steps should be taken to
verify the validity of the medical certification. During testing, an Army
official at the Traffic Management Office informed us that his office
forwards all medical certifications to the Surgeon General for an opinion
before recommending to the Secretary of the Army that approval be
granted for first class travel. For further details on the cases shown in table
4, as well as additional examples of travelers who frequently used premium
travel, please refer to the report that we released today."

able 4: of Who F) Used Premium Travel
Number/
costof Justification
Grade/ premium provided for GAO’s with pl class Resp by traveler or

Traveler rank class trips  premium travel travel traveler's staff

1 GM-14 14/$88,000 Doctor's note claiming Traveler took 45 flights—14 premium and  Traveler admitted to inconsistent
medical necessity did 31 coach class trips during fiscal years  application of medical necessity.
notindicate whether 2001 and 2002, Many coach class trips  Traveler considered extra room
premium class travel  were similar in duration to premium class  in business class fo be more
was needed on all trips. comfortable for long flights.
flights or flights of
certain duration

2 PAS? 17/$68,000 First and business 1. Bianket authorization was usedto  The iraveler's aide said that she

class travel justified justity first and business class travel. will get the Deputy Secretary's
through a blanket
order based on a
medical condition

Premium travel was authorized by a  approval for first class travel and
subordinate. only schedule the traveler for
Traveler flew in coach class on some  first or business class when
flights. alternative seating is not
Medical certification not attached to  available.

travel orders or vouchers, but a

doctor's note dated 9/11/2001 was

provided a month after we

Eal R

HGAO-04-88.
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{Continued From Previous Page)

Number/
costof Justification
Grade/ premium provided for GAO’s with p class Resp by traveler or

Traveler rank class trips  premium travel travel traveler's staft

3 GS-15 11/$35,000 First class travet on  Travel orders were not signed, but the Traveler told us he was not
domestic fiights official authorizing first class fravel was  aware that first class travel had
justified through a the traveler himself. Further, firstclass  to be approved by the Under
certification from travel was not authorized by the Under  Secretary of the Navy. Traveler
medicat authority Secretary of the Navy, as required by is no longer authorized to fly first

Navy regulations. class based on medical
condition.
4 SES® 10/$48,000 Claimed mission 1. DOD travel regulations do notlist ~ The traveler said that he did not

essential, so that the
traveler would be

mission essential as a basis to
justify premium class travel.

make his flight arrangements.
The traveler’s assistant had no

ready for meelings 2. Some premium class flights were explanation for why some
upon arrival at less than 14 hours. premium class trips were not
destination 3. Business class was taken on return  authorized, or why the specific

flights.
4.  Specific justification was not always
for le, justificati

justification was not accurate.
The traveler's assistant said that
the traveler did not wani to leave
the day before to avoid the
additional cost of a business
class flight.

for first class trave! from
‘Washington, D.C., to Tampa used to
suppor! first class travel from
Washington, D.C., to Atlanta,

Sourge: GAO analysis af premium class travel transactions &nd supponting decumentation.

F i with Senate
*Senior Exacutive Service appointment.

Weaknesses in Internal
Control Environment

GAO's Standards for Internal Control®® states that a positive control
environment is the foundation for all other standards. The importance of
the “tone at the top” or the role of management in establishing a strong
control environment cannot be overstated. However, we found that prior
to us initiating this audit, DOD had not taken actions to encourage a strong
internal control environment over premium class travel. Specifically, DOD
and the military services did not (1) maintain adequate and accurate
premium class travel data, (2) issue adequate policies related to the
approval of premium travel, (3) require consistent documentation to justify
premaium class travel, and (4) perform aundits or evaluations of premium
class travel and did not menitor training provided to travelers, authorizing
officials, and coramercial trave! offices employees on governmentwide and
DOD premium class travel regulations. During the course of our work,

“GAO/AIMD-00-21.3.1.
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DOD updated the JTR and JFTR in April 2003 to articulate more clearly and
to make more stringent the circumstances under which premium class
travel can be authorized. :

DOD Did Not Maintain
Centralized Management
Data on Premium Class
Travel

The FTR requires DOD, along with all other executive and legislative
branch agencies, to provide GSA anhual reports listing all instances in
which the organization approved the use of first class transportation
accommodations. We found that the Military Traffic Management
Command (MTMC), responsible for tracking DOD’s first class travel,
understated DOD's cost and frequency of first class travel reported to GSA.
According to DOD's first class travel reports submitted to GSA for fiscal
years 2001 and 2002, DOD civilian and military personnel took less than
1,000 first class flight segrments® totaling less than $600,000. In contrast,
our analysis of the Bank of America airline transaction data indicates that
DOD purchased more than 1,240 tickets containing over 2,000 separate
segruents with first class accommodations. Our analysis also found that
these first class tickets costs of about $2.9 million were almost 5 times the
amount DOD reported to GSA. We found that a number of cities were
omitted from DOD’s first class report. For example, while DOD data
indicated that no first class flights were taken into Washington, D.C,, during
fiscal year 2001, Bank of America data identified 88 first class flights into
Washington D.C., during the same time period.

We also found that DOD did not obtain or maintain centralized data on
premium class travel other than first class, i.e., business class.
Consequently, DOD did not know, and was unable to provide us with data
related to, the extent of its premium class travel. As mentioned previcusly,
‘we were able to obtain such data through extensive analysis and
extractions of DOD travel card transactions frora databases provided by
the Bank of America.

Control Environment Is
Flawed by Inconsistencies
in Premium Class Travel
Guidance

DOD travelers must follow a complicated array of premium class travel
guidance. The applicability of specific regulations depends on whether the
traveler is civilian or military. For DOD civilians, GSA’s FTR governs travel
and transportation allowances. DOD's JTR and individual DOD and
military service directives, orders, and instructions supplement the FTR.

A flight segment is any portion of a ticket with a separate flight number,

Page 12 GAD-04-229T
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For military personnel, DOD’s JFTR governs travel and transportation
allowances. Individual DOD and military service directives, orders, and
instructions supplement the JFTR. The executive branch policy on the use
of first class travel applicable to the FTR, JTR, and JFTR is found in OMB
Bulletin 93-11. When a subordinate organization issues an impl ting
regulation or guidance, the subordinate organization may make the
regulations more stringent, but generally may not relax the rules
established by higher-level guidance.

1

Inconsistencies have ac d within the various premium class travel
regulations because DOD did not revise its directives, or require the
military services to revise their travel policies or implementing guidance,
when DOD modified the JTR or JETR. For example, DOD first issued the
JTR in 1965 and since then has modified it 450 times through April 2003,
including 30 modifications since October 2000. While the JFTR has had
fewer modifications—196 through April 2003—the JFTR has also been
modified 30 times since October 2000. In contrast, DOD Directive 4500.9,
Transportation and Traffic Management, was last revised in 1993 while
DOD Directive 4500.56, Use of Government Aircraft and Air Travel, was
last updated in 1999. Similarly, the Navy Passenger Transportation
Manual was last updated in 1998, the Marine Corps Order P4600.7C
Marine Corps Transportation Manual was last changed in 1992, and while
the Air Force Instruction 24-101 Passenger Movement was last updated in
2002, it contains some provisions that are contrary to GAO's internal
control standards and sensitive payments guidelines.

Inconsistencies also exist because DOD and its components have elected
to authorize the use of premium class travel in different circamstances or
have described the authorization fo use premiurm class using different
language. For example,

* DOD Directive 4500.9 grants blanket authority for high-ranking officials
to use premium class when traveling overseas on official government
business. This policy contradicts and is less stringent than the FTR,
which does not cite rank as a condition for obtaining premium class
travel.

* GSA’s FTR authorizes agencies to approve the use of first class or
business class accommodations when required by an agency's mission,
but neither the JTR nor the JFTR adopt this authorization. In contrast,
DOD’s policies on transportation and traffic management—DOD
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Directive 4500.9—states that the use of business class on domestic
travel" may be authorized when necessitated by mission requirements.”®

* GSA's FTR prohibits premium class travel if the traveler is authorized a
rest stop en route or a rest period upon arrival at the duty site, even if
the scheduled flight time is in excess of 14 hours. While DOD's JTR and
JFTR that were in effect at the time of our audit should have contained
the same restriction, they were silent as to whether a rest period upon
arrival would exclude a traveler from traveling in premium class.
Further, the services’ implementing guidance is inconsistent in their
application of the 14-hour rule.’

DOD Does Not Have a
Standard Format for
Docurmenting Premium
Class Travel

Because premium travel is to be used only on an exception basis after all
other alternatives have been exhausted, the documentation for
authorization and justification should be held to the highest standards to
provide reasonable assurance that in every case, the substantially higher
premiumn travel cost is warranted. The JTR and JFTR state that approval
for premium class travel should be obtained in advance of travel, except in
extenuating/emergency circumstances that make authorization impossible,
and specify the circumstances under which premium travel is to be
permitted. However, we found substantial inconsistencies in the
documentation trail indicating that appropriate officials approved premium
class travel based on inadequate documentation,

In contrast, other federal agencies have issued clear and consistent
guidelines related to the documentation of premium class travel. For
example, the Department of Agriculture approves the use of premium class
accommodations on a case-by-case basis and specifies that premium travel

“DOD Directive 4500.56, DOD Poiicy on Use of Government Aircraft and Air Travel, last
updated April 19, 1999, states that all DOD travel outside the continental United States is
subject io the JTR and the JFTR.

*DOD Directive 4500.9, Pransporiation and Traffic Management, § 3.4.3.1.3, Dec. 29, 1993,

*The Secretary of the Army policy, last updated in March 2003, adopts the FTR “rest period
upon arrival.” Hmitations, but did not define what is considered a “rest period.” The Navy's
OPNAVINST 4650.15, issued in July 1998, prohibits a “rest period en route.” Air Force
Instruction 24-101 (March 2002) states that Air Force travelers might be authorized business
class accommodations if they are reguired to perform a full day (8 howrs) of work
immediately upon arrival. Finally, the Marine Corps Order 4600.25C does not address this
matter.
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be approved by the under secretary except when frequent travel benefits
are used. The justification must include the specific circumstances relating
to the criteria, such as a medical justification from a competent rmedical
authority, which must include a description of the employee's disability,
medical condition, or special need; approximate duration of the medical
condition or special need; and a recommendation of a suitable means of
transportation based on medical condition or special need. The National
Institutes of Health (NIH) requires that the traveler, when requesting
premium class travel based on a medical condition, detail the nature of the
disability or special need on an authorization form for employees with
disabilities or other special needs. The authorization form must be signed
by both the employee and a competent medical authority. NIH's policies
state that the medical statement should specifically address why it is
necessary to use upgraded accommodations. The form also limits the
authority to a period of 6 or 12 months from the initial date of approval
depending on the nature of the disability or special need. In the instance of
a permanent disability, NIH policy is that authorized use of premium class
accommodations is valid for up to 3 years, but that resubmission is
necessary to ensure that there continues to be a need for the premium class
travel.

Oversight and Monitoring
Needs Improvement

In general, effective oversight activities would include management review
and evaluation of the process for issuing premium class travel and
independent evaluations aimed directly at the effectiveness of internal
control activities. Our internal control standards state that separate
evaluations of control should depend on the assessment of risks and the
effectiveness of ongoing monitoring procedures. As mentioned above, we
consider executive travel as a high-risk area susceptible to abuse or
noncompliance with laws and regulations. However, we found no evidence
of any audits or evaluations of premium class travel. The lack of effective
oversight and monitoring was another contributing factor to DOD and the
services’ lacking knowledge of the extent of imnproper premium class
transactions.

The lack of oversight was further demonstrated by the fact that travelers,
supervisors/managers, and employees at the commercial trave} offices
(CTO) responsible for issuing airline tickets to the travelers were not
adequately informaed on governmentwide and DOD travel regulations
concerning when premium class travel is or is not to be authorized. Thus, it
was not surprising that some DOD travelers and authorizing officials were
under the mistaken impression that travel regulations entitled travelers to
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travel in business class when their flights exceed 14 hours. These
individuals were not aware that the FTR provides that, in order to qualify
for business class travel, travelers have to proceed directly to work upon
arriving at the duty location. DOD also did not verify whether CTO
employees receive training in DOD premium travel regulations. A
representative from one commercial travel office informed us that they
issue premiurn class travel if premiurm class was requested on the travel
order, even if justification for obtaining premium class travel was flawed—-
for example, the flight was not at least 14 hours.

DOD Issued New
Regulations to Better Define
When Premium Class Travel
is Authorized

During the course of our work, in April 2003, DOD updated the JTR' and
JFTR* to articulate more clearly and make more stringent the
circumstances under which premium class other than first class travel, that
is, business class, is authorized for DOD travelers on flights to and/or from
points outside the continental United States when the scheduled flight time
exceeds 14 hours. The revised regulations prohibit the use of business
class travel when travelers are authorized a “rest period” or an overnight
stay upon arrival at their duty station, and state that business class
accommodations are not authorized on the return leg of travel.

Finally, in its revised regulations, DOD states that, in the context of
authorizing business class accommodations for flights scheduled to exceed
14 hours, “business class accommodations must not be common practice”
and that such service should be used only in exceptional circumstances.
Further, DOD directs order-issuing officials to “consider each request for
business class service individually.” We agree with DOD that decisions
regarding the use of premium class travel should be made on a case-by-case
basis and based on a preference for coach class.

Conclusions

The ineffective management and oversight of premium class travel
provides another example of why DOD financial management is one of our
“high-risk” areas, with the department highly vainerable to fraud, waste,
and abuse. DOD does not have the management controls in place to
identify issues such as improper use of premium class travel. As a result,

YITR Change 450, April 1, 2003.

JFTR Change 196, April 1, 2003,
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millions of dollars of unnecessary costs are incurred annually. Because
premium class travel is substantially more costly than coach travel, it,
should only be used when absolutely necessary, and the standards for
approval and justification must be appropriately high. During our audit,
DOD began taking steps to improve its policies and procedures for
premium class travel. DOD must build on these improvements and
establish strong controls over this sensitive area to ensure that its travel
dollars are spent in an economical and efficient manner.

QOur related report on these issues released today includes
recommendations to DOD. Our recommendations address the need to
improve internal controls to provide reasonable assurance that
authorization and justification for premium class travel are appropriate,
monitor the extent of premium class travel, modify policies and procedures
{o make them consistent with GSA regulations, and issue policies
prohibiting subordinates or the travelers themselves from authorizing
premium class travel. In oral comments on a draft of this report, DOD
officials concurred with our recommendations to resolve the control
weaknesses.

Mr. Chairman, Members of the Subcommittee, Senator Grassley, and Ms.
Schakowsky, this concludes my prepared statement. I would be pleased to
answer any questions that you may have.
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Appendix I

GSA and DOD Premium Class Travel
Regulations

DOD travelers must follow a complicated array of premium class travel
guidance. The applicability of specific regulations depends on whether the
traveler is civilian or military. For DOD civilians, GSA's FTR govems travel
and transportation allowances. DOD’s JTR and individual DOD and
military service directives, orders, and instructions supplement the FTR.
For military personnel, DOD's JFTR governs travel and transportation
allowances. Individual DOD and military service directives, orders, and
instructions supplement the JFTR. The executive branch policy on the use
of first class travel applicable to the FTR, JTR, and JFTR is found in OMB
Bulletin 93-11. When a subordinate organization issues an implementing
regulation or guidance, the subordinate organization may make the
regulations more stringent, but generally may not relax the rules
established by higher-level guidance.

GSA and DOD regulations authorize the use of premium class travel under
specific circumstances. The JTR and the JFTR limit the authority to
authorize first class travel to the Secretary of Defense, his or her deputy, or
other officials as designated by the Secretary of Defense. However, while
both the JTR and JFIR provide that the authority to authorize first class
travel may be delegated and re-delegated, the regulations specify that the
authority must be delegated to “as high an administrative level as
practicable to ensure adequate consideration and review of the
circumstances necessitating the first class accommodations.” DOD travel
regulations also require that authorization for premium class
accommodations be made in advance of the actual travel uniess
extenuating circumstances or emergency situations make advance
authorization impossible. DOD regulations also provide that first class
accommodations may be used without authorization only when regularly
scheduled flights between the authorized origin and destination (including
connecting points) provide only first class accommodations. Specifically,
the JTR and JE'TR state that first class accommodation is authorized only
when at least one of the following conditions exists:

* coach class airline accommodations or premium class other than first
class airline accommodations are not reasonably available;

« the traveler is so handicapped or otherwise physically impaired that
other accommodations cannot be used, and such condition is
substantiated by competent medical authority; or

s exceptional security circumstances require such travel.
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Appendix I
GSA and DOD Premium Class Travel
Regulations

The JTR and JFTR allow the transportation officer, in conjunction with the
official who issued the travel order, to approve premium class travel other
than first class, In accordance with the FTR, DOD restricts premium class
travel to the following eight circumstances:

» regularly scheduled flights between origin and destination provide only
preroium class accommodations, and this is certified on the travel
voucher;

¢ coach class is not available in time to accomplish the purpose of the
official travel, which is so urgent it cannot be postponed;

» premium class travel is necessary to accommodate the traveler's
disability or other physical impairment, and the condition is
substantiated in writing by competent medical authority;

* premium class travel is needed for security purposes or because
exceptional circumstances make its use essential to the successful
performance of the mission;

* coach class accommodations on anthorized/approved foreign carriers
do not provide adequate sanitation or meet health standards;

¢ premium class accommodations would result in overall savings to the
government because of subsistence costs, overtime, or lost productive
time that would be incurred while awaiting coach class
accommodations;

* transportation is paid in full by a nonfederal source; or

“The JFTR delegates to the services the authority to determine who may approve premium
other than first class travel. The service regulations call for the same authorizing official as
the JTR.
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Appendix I
GSA and DOD Premium Class Travel
Regulations

(192152}

* travel is to or from a destination outside the continental United States,
and the scheduled flight tirae (including stopovers) is in excess of 14
hours. However, if premium class accommodations are authorized, a
rest stop is prohibited.?

Both GSA and DOD regulations allow a traveler to upgrade to premium
class other than first class travel at personal expense, through redemption
of frequent traveler benefits. GSA also identified agency mission as one of
the criteria for premium class travel. However, agency mission isnot a
DOD criterion for obtaining premium class travel.

“The April 2003 change to the JTR and JFTR states that premium class travel is authorized
for DOD travelers on flights to and/or from points outside the continental United States
when the scheduled flight time exceeds 14 hours. The revised regulations prohibit the use
of business class travel when travelers are authorized a “rest period” or an overnight stay
upon arrival at their duty station, and state that business class accommodations are not
authorized on the return leg of travel.
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Statement of the Honorable Charles S. Abell
Assistant Secretary of Defense (Force Management Policy)
Senate Committee on Governmental Affairs
Permanent Subcommittee on Investigations
6 November 2003

Mr. Chairman, members of the committee, my colleague and I are here to provide the initial
views of the Department of Defense in response to the draft General Accounting Office (GAO)
report on DoD use of premium class travel.

The GAO report questions the Department’s policies, procedures, and monitoring related to
our premium class travel, and we already are working on some needed changes. The Department
of Defense takes very seriously any questionable spending such as that noted in the GAO report.
Any unjustified expenditure diverts funding vitally needed to sustain U.S. military operations
and other pressing priorities.

For travel, and every other functional area, the Department must have policies that clearly
detail what is proper, and we must have strong internal controls to monitor and enforce those
policies. Our policies must leave no room for misunderstanding or abuse.

Task Force on Premium Class Travel

In addition to actions the Department already is taking in response to the GAO report’s
findings, I am announcing here today the formation of a task force to more fully diagnose and
propose remedies for our premium class travel shortcomings. The work of this task force will
benefit from the methodologies and findings of the GAO report.

QOur goal will be for this new task force to be as thorough and successful as our earlier task
force on government charge cards. As with that earlier effort, we will marshal expertise and
real-world experience from across the Department to include the Office of the Inspector General
and GAQ. Our work will range from over-arching policies to specific internal controls.

Since we are just beginning this comprehensive analysis of premium class travel, today I
cannot tell you exactly how we will address all the issues raised in the GAO report. However,
the Department’s creation of this new task force underscores how seriously we take the type of
problems identified by the GAO.

An especially important mission of the task force will be to analyze the roles played by each
DoD organization involved in premium class travel ~ roles ranging from policy development to
authorization in travel orders to paying the final travel bills. The Department will determine
whether any changes in organizational roles are needed to strengthen internal controls for
premium class travel.

Updating DoD Travel Regulations

We are not waiting on the task forces recommendations and have already made some
changes to our policies. As indicated in the GAO report, the Department has begun updating its
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travel regulations. Our goal is to promulgate clear, strong policies that will enable us to manage
premium class travel most effectively. The Department expects its new regulations to state
clearly that:

e  Premium class travel should be used only when authorized and only when exceptional
circumstances warrant the additional cost.

¢  Authorization documents must state the general condition that justifies premium class
travel ~ for example, a substantiated medical condition.

o Justification of premium class travel must be consistent with criteria in government-
wide General Services Administration (GSA) regulations.

*  Travel regulations issued by DoD component organizations must be consistent with the
new overarching policy.

The new regulations will include details on how to properly document the authorization and
justification of premium class travel. Part of this guidance will be clear direction as to who
should retain documentation of each justification and for how long.

We will realize further enhancement of our ability to oversee and manage travel with the
fielding of the Defense Travel System. This system was recently approved for fielding. Itis
operational at 24 sites already and will be totally fielded by FY 2006. When this system is
fielded it will replace 43 legacy systems and give the Department a view of these types of
situations in real time versus discovering these problems afier the fact.

Closing

In closing, over the past two years, the Department has undertaken a massive overhaul of its
management and support activities. What we especially aim to achieve is a cohesive,
comprehensive management information systems that will make it much easier for us to track
transactions, ensure strong internal controls, and prevent abuses and eliminate inadequately
documented spending.

Finally, I again want to assure this committee that the Department of Defense takes very
seriously any indication of questionable spending. We will not tolerate any situation that wastes
money needed to support our military and that undermines our strong stewardship of the public’s
trust and resources. Thank you.
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What GAO Found

Breakdowns in internal controls and a weak control environment resulted in
improper first and business class travel and increased costs to taxpayers.
Based on extensive analysis of records obtained from Bank of America, GAO
found that DOD spent almost $124 million on about 68,000 premium class
related tickets—primarily business class—during fiscal years 2001 and 2002.
Each premium class ticket costs the government up to thousands of dollars
more than a comparable coach class ticket. GAO's work also indicated that
civilian supervisors, managers, and executives and senior military officers
accounted for almost 50 percent of the premium class transactions, and for
27 of the 28 most frequent premium class travelers. GAO considers travel by
high-ranking officials to be a sensitive payment area because of its
susceptibility to abuse.

Breakdowns in key internal controls resulted in a significant level of
improper premium class travel. GAO estimated that 72 percent of DOD's
fiscal year 2001 and 2002 premium class travel was not properly authorized,
and 73 percent was not properly justified,
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Further, DOD did not have accurate and complete data on the extent of
premium class travel and performed little or no monitoring of this travel. In
regard to the control environment, GAO found that DOD (1) issued policies
that were inconsistent with General Service Administration governmentwide
travel regulations, (2) did not require military services to issue and update
premium class policies to implement DODY's travel regulations consistently,
and (3) did not issue guidance on how to document the authorization and
Jjustification of premium class fravel. As aresult of GAO's audit, DOD has
begun updating its travel regulations to more clearly state when premium
class travel can be authorized and to emphasize that it must only be used
when exceptional circumstances warrant the additional cost.
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This report is a continuation of our series of reports on the Department of
Defi ’s (DOD) of its various credit card programs. In fiscal
years 2002 and 2003, we issued a series of testimonies' and reports®
addressing problems that the Army, Navy, and Air Force had in managing
individually billed travel card accounts. These testimonies and reports
showed high delinquency rates and significant potential fraud and abuse
related to DOD's travel program. Due to these concerns, you asked us to
audit controls over the other major form of payment used by DOD for
travel expenses—centraily billed accounts. Our audits in these areas
provide examples of DOD’s long-standing financial management problems,
which are pervasive, complex, and deeply rooted in virtually all business
operations throughout the department. Such problems led us in 1995 to put
DOD financial management on our list of high-risk areas—areas that are

'U.8. General Accounting Office, Travel Cards: Control Weaknesses Leave Army Vulnerable
to Potential Fraud and Abuse, GAQ-02-863T (Washington, D.C.: July 17, 2002), and Travel
Cards: Control Weaknesses Leave Navy Vulnerable to Fraud and Abuse, GAQ-03-148T
{Washington, D.C.: Oct. 8, 2002).

1.8, General Accounting Office, Travel Cards: Control Weaknesses Leave Army Vulnerable
to Potential Froud and Abuse, GAO-03-169 {Washington, D.C.: Oct. 11, 2002), Travel Cards:
Conirol Weaknesses Leave Navy Vulnerable to Fraud and Abuse, GAQ-03-147 { Washington,
D.C.: Dee. 23, 2002), and Travel Cards: Air Force My Focus Has Reduced

1i: but IFmpy in Controls Are Needed, GAO-03-298 (Washington, D.C.:

D ;
Dec. 20, 2002).
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highly vulnerable to fraud, waste, and abuse—in the federal government, a
designation that continues today.”

The centrally billed accounts are used by most DOD services and units to
purchase transportation services such as airline and train tickets, facilitate
group travel, and pay for other travel-related expenses,® while the
individually billed accounts are used by individual travelers for lodging,
rental cars, and other travel expenses, For fiscal years 2001 and 2002, DOD
travelers incurred $7.1 billion in expenses on the centrally billed and
individually billed travel card accounts, with about $2.8 billion related to
the use of centrally billed accounts. This report addresses the first part of
your request related to controls over premium class travel charged to
centrally billed accounts. Federal travel regulations define premiur class
travel as any class of accommodation above coach class, that is, first or
business class. We plan to report to you separately on the results of our
overall audit of the controls over the centrally bilied account travel
program.

Because DOD disburses funds directly to Bank of America under a
governmentwide travel card contract for charges made to the centrally
billed accounts, the use of these accounts for improper® transportation, in
particular the more expensive premium class travel, results in direct
increased cost to the government. Governmentwide General Services
Administration (GSA) regulations and internal DOD regulations state that
travelers must use coach class accommodations for official business air
travel—both domestic and international-—except when a traveler is
specifically authorized to use premium class. The regulations also state
that travelers on official government travel must exercise the same

.8, General Aceounting Office, High-Risk Series: An Querview, GAO/HR-95-1
{Washington, D.C.: February 1995), and High-Risk Series: An Update, GAO-03-119
(Washington, D. anuary 2003).

“The Air Force is an exception 1o this general rule. The Air Force equally uses both centrally
billed and individual billed accounts for purchasing airline transportation.

*We define improper premium class travel transactions as those in which travelers did not
have specific authorization to use premiumn class accommodations or those transactions
that were properly authorized but did not provide specific justification for premium class
travel that was consistent with DOD regalation or policy. We also considered transactions
improper if preroium class travel was authorized under DOD policy or procedures that were
inconsistent with the Federal Travel Regulation or the guidance provided in our Standards
for mternat Control in the Federal Government (GAO/AIMD-00-21.3.1) and our Guide for
Evaluating and Testing Controls Qver Sensitive Payments (GAO/AFMD-8.1.2).
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standard of care in incurring expenses that a prudent person would
exercise if traveling on personal business. Premium class flights are not
something travelers are entitled to simply because certain conditions exist.
Rather, GSA and DOD require that, when possible, travelers plan their
travel in advance to avoid the necessity for premium class travel.

As you requested, the objective of our audit was to assess the adequacy of
internal controls over the authorization and issuance of fiscal years 2001
and 2002 premium class tickets charged to DOD'’s centrally billed travel
accounts. Specifically, we (1) identified the extent to which DOD uses the
centrally billed travel accounts to purchase premium class travel,

(2) determined if DOD’s key internal control activities operated effectively
and provided reasonable assurance that premium class travel was
purchased appropriately and identified examples of control breakdowns,
and (3) assessed DOD's oversight and monitoring of the use of premium
travel and key elements of the control environment.

To meet our objectives, we (1) extracted premium class transactions from
Bank of America databases of charges made to DOD’s centrally billed
accounts for fiscal years 2001 and 2002, (2) reviewed federal laws and
regulations and DOD policies and procedures on premium class travel, and
(3) interviewed DOD officials on processes and procedures in place to
authorize and justify premium class travel. We tested a statistical sample of
premium class travel transactions and conducted other audit work to
evaluate the design and implementation of key internal control procedures
and activities. We used data mining to identify additional instances of
improper premium class travel based on the frequency and dollar amount
of premium class travel. Appendix I provides details on our scope and
methodology.

‘We conducted our audit work from November 2002 through August 2003 in
accordance with U.S. generally accepted government auditing standards,
and we performed our investigative work in accordance with standards
prescribed by the President’s Council on Integrity and Efficiency. We
received oral comments on a draft of this report from DOD, Army, Navy,
Marine Corps, and Air Force officials on September 10, 2003. We addressed
the comments in the “Agency Comments and Our Evaluation” section, and
incorporated those comments in the final report where appropriate.

Results in Brief

Breakdowns in specific internal controls, ineffective oversight, and a poor
control environment over the use of DOD’s premium class travel resulted in
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improper first and business class travel and increased costs to taxpayers.
Based on our analysis of charges made to DOD’s centrally billed accounts,
we found that for fiscal years 2001 and 2002, DOD spent almost

$124 million on over 68,000 airline tickets that included at least one leg of
premium class service, primarily business class. The price difference
between a premium class ticket and a coach class ticket ranged from a few
dollars to thousands of dollars. Based on our statistical sample, we
estimated that senior civilian and military employees—including senior-
level executives and presidential appointees with Senate confirmation—
accounted for almost 50 percent of premium class travel.

Breakdowns in key internal control activities resulted in a significant level
of improper premium class travel. Specific control breakdowns included
lack of (1) proper authorization of premium class travel~documentation
directing the traveler to fly on official government business had to
specifically mention that the individual could travel in premium class and
the authorizing travel docurments had to be signed by an official who was
not the traveler or a subordinate®—and (2) proper justification of premium
class travel—documentation had to reflect that the circumstances under
which premium class travel was used were consistent with criteria set out
in governmentwide and DOD regulations or policies. Our statistical sample
results showed that an estimated 72 percent of DOD fiseal year 2001 and
2002 premium class travel was not properly authorized, and 73 percent was
not properly justified. One example of improper travel we identified was
for a DOD civilian employee and three family members who flew a
combination of first and business class when they relocated from London
to Honolulu. The travel order for the employee and his family did not
authorize them to fly premium class, yet premium class tickets totaling
almost $21,000 were issued, compared to an estimated cost of $2,500 for
coach class tickets. Consequently, the government incurred more than
$18,000 in additional cost.

QOur data mining work also determined that although frequent premium
class travelers were generally authorized to travel premium class, the
authorization was not properly justified. Of the 28 most frequent first and
business class DOD travelers, only 3 did not receive proper authorization
for this class of travel. These 3 travelers lacked proper authorization

*Although DOD policies do not address subordinates approving their supervisors’ premium
class travel, we consider this to be a control weakness, as it increases the opportanity for
high-ranking employees to bypass internal controls over travel.
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because they either approved their own premium class travel or had their
subordinates do so. However, the 28 most frequent travelers still had a high
rate of improper use of first and business class travel because their
Jjustification—often for mission requirements or medical condition—was
not supported by the documentation provided or did not adhere to the
governmentwide and DOD travel regulations. In other cases, the
Justification provided by frequent travelers was questionable because the
documentation was not adequate to determine whether the transaction met
DOD’s criteria.

Lack of management oversight and a weak overall control environment
also contributed to improper premium class travel. Specifically, DOD did
not collect data on the extent of business class travel—the bulk of DOD’s
premium class travel—and therefore performed little or no monitoring of
this type of travel. In addition, DOD'’s first class travel data, which DOD is
required to report to GSA annually, were incomplete. As a result, DOD was
not aware of the improper use of premium class travel and did not have
data available to identify trends and determine whether altemate, less
expensive means of transportation were available. Further, weaknesses in
the control environment, primarily related to policies and procedures,
exacerbated weak internal control procedures and contributed to
ineffective oversight of premium class travel. Specifically, we found that
DOD (1) issued polices that were inconsistent with G8A's governmentwide
travel regulations, (2) did not require the military services to issue and
update premium class policies that consistently implemented DOD's travel
regulations, and (3) did not issue guidance on how to document the
authorization and justification of premium class travel. As a result of our
andit, DOD has begun updating its travel regulations to more clearly
articulate the circumstances under which premium class travel is
authorized. In addition, the updated regulations, in the context of lengthy
travel, emphasize that premium class travel must not be common practice
and that such services should only be used in exceptional circumstances.

This report contains recommendations to DOD aimed at reducing improper
premium class travel and related DOD travel costs. Our recommendations
address the need to improve internal controls to provide reasonable
assurance that authorization and justification for premium class travel are
appropriate, monitor the extent of premium class travel, modify policies
and procedures to make them consistent with GSA regulations, and issue
policies prohibiting subordinates or the travelers themselves from
authorizing the travelers’ premium class travel. In oral comments on a draft
of this report, DOD officials concurred with our recommendations to
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resolve the control weaknesses. Because two of their proposed actions
represented alternative approaches to mitigate identified weaknesses, we
modified those recommendations to recognize that the intent of those
recommendations could be addressed in different ways.

Background

DOD uses a combination of governmentwide and DOD guidance as the
policy and procedural foundation for incurring premium class travel. The
Federal Travel Regulation (FTR), issued by GSA, implements statutory and
Office of Management and Budget (OMB) requirements and policies for
travel by federal civilian eraployees and others authorized to travel at
government expense, including guidelines governing the use of premium
class travel. The purpose of the FTR is to ensure that official travel is
conducted responsibly and at a minimal administrative expense. Pursuant
to various statutes, DOD issued the Joint Federal Travel Regulations
(JFTR), which applies to uniformed service members, and the Joint Travel
Regulations (JTR), which applies to DOD civilian personnel. The DOD
travel regulation for military personnel mirrors the GSA regulation, and
DOD travel regulations for civilian personnel are subject to GSA's travel
regulation. In addition, each military service has issued implementing
guidelines that, to varying degrees, provide additional guidance on when
premium class travel is authorized.

GSA and DOD regulations authorize the use of premium class travel under
specific circumstances. The JTR and the JFTR limit the authority to
authorize first class travel to the Secretary of Defense, his or her deputy, or
other officials as designated by the Secretary of Defense. However, while
both the JTR and JFTR provide that the authority to authorize first class
travel may be delegated and re-delegated, the regulations specify that the
authority must be delegated to “as high an administrative level as
practicable to ensure adequate consideration and review of the
circumstances necessitating the first class accommodations.” Further
guidance is found in a DOD directive on transportation and traffic
management, which specifically states that the secretaries within their
military services and secretariats are the authorizing authorities for first
class travel. The service secretaries may re-delegate authorizing authority
for first class travel fo under secretaries, service chiefs or their vice and/or
deputy chiefs of staff, and four-star major commanders or their three-star
vice and/or deputy commanders, but authorizing authority may not be
delegated to anyone other than these officials. DOD regulations also
require that authorization for premium class accommodations be made in
advance of the actual travel unless extenuating circumstances or
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emergency situations make advance’ authorization impossible. Specifically,
the JTR and JFTR state that first class accommodation is authorized only
when at least one of the following conditions exists:

* coach class airline accommodations or premium class other than first
class airline accommodations are not reasonably available;

« the traveler is so handicapped or otherwise physically impaired that
other accommodations cannot be used, and such condition is
substantiated by competent medical authority; or

* exceptional security circumstances require such travel.

The JTR and JFTR allow the transportation officer,® in conjunction with the
official who issued the travel order, to approve premium class travel other
than first class. In accordance with the FTR, DOD restricts premium class
travel to the following eight circumstances:

* regularly scheduled flights between origin and destination provide only
premium class accommodations, and this is certified on the travel
voucher;

* coach class is not available in time to accomplish the purpose of the
official travel, which is so urgent it cannot be postponed;

* premium class travel is necessary to accommodate the traveler’s
disability or other physical impairment, and the condition is
substantiated in writing by competent medical authority;

* premium class travel is needed for security purposes or because
exceptional circumstances make its use essential to the successful
performance of the mission;

"First class accommodations may be used without authorization only when regularly
scheduled flights between the authorized origin and destination (including connecting
points) provide only first class accoramodations.

5The JFTR delegates to the services the authority to determine who may approve preraium

other than first class travel. The service regulations call for the same authorizing official as
the JTR.
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* coach class accommodations on authorized/approved foreign carriers
do not provide adequate sanitation or meet health standards;

* premium class accommodations would result in overall savings to the
government because of subsistence costs, overtime, or lost productive
time that would be incurred while awaiting coach class
accommodations;

* transportation is paid in full by a nonfederal source; or

* travel is to or from a destination outside the continental United States,
and the scheduled flight time (including stopovers) is in excess of 14
hours. However, a rest stop is prohibited when travel is authorized by
premium class accommodations.

Both GSA and DOD regulations allow a traveler to upgrade to premium
class other than first class travel at personal expense, through redemption
of frequent traveler benefits. GSA also identified agency mission as one of
the criteria for premium class travel. Appendix Il includes more detailed
information concerning the process by which DOD military and civilian
personnel would properly obtain premium class airline tickets.

Extent of Premium
Class Travel Is
Significant

For fiscal years 2001 and 2002, DOD spent nearly $124 million on over
68,000 airline tickets containing at least one leg of premium class travel.”
Since DOD did not maintain centralized data on premium class travel, we
extracted this information from Bank of America’s fiscal years 2001 and
2002 databases of DOD centrally billed account travel, which included over
5.3 million transactions for airline tickets valtued at over $2.4 billion.
Although we were able to report this aggregate information, we were
unable to obtain any breakdowns of the data, such as the amount of
premium class travel by military service or the amount of premium class
travel used for domestic versus overseas flights. As discussed later in this
report, because DOD does not obtain or maintain management information
on premium class travel, it cannot monitor its proper use, identify trends,
or determine alternate, less expensive means of transportation.

“In addition to the over 68,000 jum class travel t ions purchased by DOD, DOD
travelers upgraded over 3,100 coach tickets to business or first class tickets at no cost to the
government.

Page 8§ GAO-04-88 DOD Premium Class Travel



84

As shown in table 1, the total dollar amount DOD spent on travel that
included at least one leg of premium class airfare was about $57 million in
fiscal year 2001 and about $67 million in fiscal year 2002. First class travel
accounted for 2.4 percent of the total doliars spent for premium class travel
for the 2 fiscal years, while business class accounted for the remaining 97.6
percent.

L ]
Table 1: DOD Premium Class Travel for Fiscal Years 2001 and 2002

Number of transactions Dollar amounts (in thousands)
2001 2002 Total 2001 2002 Total
First class 688 552 1,240 $1,302 $1.,596 $2,808
Business class 32,774 34,079 66,850 55,852 65,085 $120,947
Total premium travel 33,459 34,631 68,090 $57,154 $66,691 $123,845

Source: GAD anatysis o Bank of America data.

Note: Transactions include at least one teg of premium class travel,

DOD’s premium class air travel accounts for a very small percentage of
DOD travel overall."’ It represents 1 percent of total DOD airline
transactions and 5 percent of total DOD dollars spent on airline travel
charged to the centrally billed accounts. However, to put the amount that
DOD spends on premium class travel in perspective, we noted that the $124
million DOD spent on premium class related travel during these 2 fiscal
vears exceeded the total travel and transportation expenses—including
airfare, lodging, and meals—spent by 12 major agencies covered by the
Chief Financial Officers Act of 1990, including the Social Security
Administration; the Departments of Energy, Education, Housing and Urban
Development, and Labor; and the National Aeronautics and Space
Administration. The difference between a premium class ticket and a
comparable coach class ticket can range from negligible—particularly if
the traveler traveled within Europe-—to thousands of doliars, In one
instance, a traveler’s first class flight between Washington and Los Angeles
was 14 times, or about $3,000 more than, the price of a coach class flight.

DOD reported almost $10.8 billion in travel-related expenses for fiscal years 2001 and 2002
combined.
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We also found that higher-ranking civilian personnel and military officials
accounted for a large part of premium class travel. Based on our statistical
sample, we estimated that DOD civilian employees under the General
Schedule (GS) grade GS-13 to GS-15 (supervisors and managers), Senior
Executive Service (SES) (career senior executives), presidential
appointees with Senate confirmation, and DOD senior military officers O-4
and above accounted for almost 50 percent of premium class travel. The
remaining 50 percent in our statistical sample comprised mostly other
officers, senior enlisted personnel, and technical or professional staff. We
consider travel by high-ranking officials, in particular senior-level
executives, to be a sensitive payment area because of its susceptibility to
abuse or noncompliance with laws and regulations.™

Key Internal Controls
Were Ineffective

Significant breakdowns in key internal control activities resulted in a
significant level of improper premium class travel and increased DOD
travel cost. Specifically, we estimated, based on our statistical sample, that
72 percent of the DOD centrally bilied travel transactions containing
premium class travel for fiscal years 2001 and 2002 were not properly
authorized, and 73 percent were not properly justified. (See app. I for
further details of our statistical sampling test resuits.) Using our statistical
saraple and data mining resuits, we found numerous examples of premium
class travel without authorization or adeguate justification, illustrating the
improper use of premium class travel and the resulting increase in travel
costs. Further, we used data mining techniques o identify the most
frequent users of premium class travel. Our analysis of these cases showed
that almost all were senior-level employees whose travel, although properly
authorized, generally was not adequately justified.

VGAQ/AFMD-8.1.2.
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Results of Statistical
Sampling Work

Proper Authorization Did Not
Exist

We selected two key transaction-level controls for statistical sampling
testing. As shown in table 2, we estimated that 72 percent of premium class
travel was unauthorized. Because the FTR and DOD regulations provide
that premium class travel must be specifically authorized, transactions that
failed this test also failed the justification test. In addition, we found two
transactions in our statistical sample were properly authorized but failed
the justification test as they were not supported by the documentation
provided or did not adhere to the FTR and DOD travel regulations.

L
Tabie 2: Estimate of Fiscal Year 2001 and 2002 DOD Premium Class Travel
Transactions That Falled Control Tests

Estimated percentage
fatlure rate in key

Control test internal controls®
Not properly authorized by a designated official at equal or 72
higher rank/grade to the traveier

Not propsrly justified 73

Source: GAO anaiys:s of DOD premium class travet lransactions and supporting socumantation

Note: Our testing excluded all business class transactions costing less than $750. We determined that
many of these lower doilar ransactions were covered by a blanket authorization for certain intra-
European flights. Although, as discussed in this section, we did not befieve the blanket authorization
was valid, we efiminated these transactions from our sample to avoid possible skewing of the resuits,

*The numbers point esti; for the on based on our sampling tests. information
about the confidence intervals for our sample estimates is presented in app. |,

Requiring premium class travel to be properly authorized is the first step in
preventing improper premium class travel. The FTR requires premium
class travel to be specifically authorized. DOD specifies that premium class
travel must be authorized in advance of travel, unless extenuating or
emergency circumstances make authorization impossible, in which case
the traveler is required to request written approval from the appropriate
authority as soon as possible after the travel. In addition to the FTR and
DOD regulations, we also applied the criteria set forth in our internal
control standards™ and sensitive payments guidelines® in evaluating the
proper authorization of premium class travel. For example, while DOD

GAO/AIMD-00-21.3.1.
BGAQ/AFMD-8.1.2.
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travel regulations and policies do not address subordinates authorizing
their supervisors’ premium class travel, our internal control standards
consider such policy to be flawed; therefore, a premium class transaction
that was approved by a subordinate would fail the control test. Using these
guidelines, we found that transactions failed the authorization test in the
following three categories: (1) the premium class airline ticket was
purchased, but the authorization of premium class travel was not noted on
either the travel order or on additional docuraentation supporting the travel
order, (2) the travel order authorizing premium class travel was not signed,
and (3) premium class travel was authorized by a subordinate.

Premium class travel not specifically authorized. Based on our
statistical sample, we estimated that the travel order and other supporting
documentation for 64 percent of the premium class transactions did not
specifically authorize the traveler to fly premium class, and thus the
commercial travel office should not have issued the premium class ticket.
Further, we estimated that 5 percent of the transactions lacking specific
authorization were intra-European flights covered under a blanket
authorization issued in February 2002 by the U.S. Army Transportation
Management Center, Europe, located in Germany. The blanket
authorization permitted the coramercial travel office to automatically
purchase business class tickets on 65 flights between Frankfurt, Munich, or
Stuttgart and other selected European cities. The blanket authorization
stated that business class was authorized for these routes because it was
the lowest unrestricted fare. Consequently, DOD considered these
transactions to have been authorized. However, we disagree that a blanket
authorization can be used for premium class travel because it is not
consistent with GSA and DOD requirements that all premium class travel
be specifically authorized and, wherever possible, minimized. Further, the
importance of having individual authorization for premiur class travel is
illustrated by our independent evaluation of the 65 flights, which showed
that business class tickets were not necessarily equal to or lower than the
cost of unrestricted coach, as claimed in the blanket authorization. For
example, according to the travel agency that served GAQ, the business fare
between Munich, Germany, and Thilisi, Georgia (located near Turkey), was
$3,232 and the unrestricted economy fare was $992, a difference of $2,240.

Travel order not signed. We also estimated that 6 percent of premium
class transactions were related to instances where the travel order
authorizing business class was not signed at all or the travel order
authorizing first class was not signed by the service secretary or his
designee, as required by DOD regulations. Ensuring that travel orders are
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Valid Justification for Premium
Travel Often Did Not Exist

signed by an appropriate official is a key control to preventing improper
premium class travel, If the travel order is not signed, or not signed by the
individual designated to do so, DOD has no assurance that the substantially
higher cost of the premium class tickets was properly reviewed and
represented an efficient use of government resources.

Premium travel anthorized by a subordinate. We estimated that 2
percent of the premium class transactions involved situations where a
subordinate approved a superior’s travel. Although these limited instances
do not necessarily indicate the existence of a significant systemic problem,
allowing subordinates to approve their supervisors’ premium class travel is
synonymous to self-approval and reduces scrutiny of premium class
requests. Our internal control standards state that “Transactions and other
significant events should be authorized and executed only by persons
acting within the scope of their authority. This is the principal means of
assuring that only valid transactions to exchange, transfer, use, or commit
resources and other events are initiated or entered into.”

Another internal control weakness identified in the statistical sample was
that the justification used for premium class travel was not always
provided, not accurate, and/or not complete enough to warrant the
additional cost to the government. As previously stated, premium class
travel is not an entitlement. In fact, recent changes to the DOD regulations
state that premium class travel, in the context of lengthy flights, should
only be used when exceptional circumstances warrant and that alternatives
should be explored to minimize unnecessary premium class travel. In
reviewing whether premium class travel was justified, we looked at
whether there was documented authorization and, if there was, whether
the authorization for premium class travel was supported by evidence of a
valid reason. As shown in table 2, an estimated 72 percent of premium class
transactions were not authorized and therefore could not have been
justified. An additional 2 transactions in the statistical sample were
authorized but not justified in accordance with DOD’s criteria. In one
instance for example, although the flight time exceeded 14 hours, the
traveler had a layover in route, which should have precluded the traveler
from being authorized premium class travel.

Examples of Improper Use
of Premium Class Travel

Table 3 contains specific examples of unauthorized travel from both our
statistical samples and data mining work. The table also contains examples
of premium class travel that was unjustified. Without authorization or
adequate justification, these cases iilustrate the improper use of premium
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class travel and the resulting increase in travel costs. Following the table is
more detailed information on some of these cases.

L ]
Table 3: Examples of Improper Use of Premium Class Travel

Costof Estimated

premium cost of
Grade/ Class of ticket coach fare
Traveler Source rank® Itinerary ticket paid ticket® Reason for exception
1 Data GS-14  One-way from First and $20,943 $2,500° Travel order did not authorize use of first
mining London to Honolulu  business or busi class travel. ion
for a family of four for failed authorization and justification.
relocation purposes
2 Statistical GS-15 Los Angeles to First 3,253 238° Travel order did not authorize first class
sample Washington, D.C. travel. Transaction failed authorization
and back and justification.
3 Statistical GS-13 Austin to London Business 4,066 1,606 Travel order did not authorize business
sample and from London to class travel. Transaction failed
San Diego authorization and justification.
4 Statistical GS-13 San Diegoto Busan, Business 3,695 2,161 Travel order did not authorize business
sample Korea, and back class travel. Transaction failed
authorization and justification.
5 Statistical O-5 London to Lisbon, Business 1,338 872 Travel order did not authorize business
sample Spain class trave!. Transaction failed
authorization and justification.
6 Statistical GS-13  Washington, .C. to  Business 4,319 1,450° Travel order authorizing business class
sample Taipei, and back travel was not signed. Transaction failed
authorization and justification.
7 Statistical GS-13 San Francisco 1o Business 3,168 610° Travel order authorizing business class
sample Tokyo, and back travel was not signed. Transaction failed
authorization and justification.
8 Data Cw-4 Washington, D.C. to  Business 9,530 2,501 Bianket travel order authorizing
mining Tashkent, premium class travel was used.
Uzbekistan, and Transaction failed authorization and
back justification,
9 Statistical GS-13  Tucsonto Bahrain  Business 8,308 4,966 Business class travel authorized based
sample and Babhrain to Los on flight lasting more than 14 hours;
Angeles however, traveter had rest stop en route.

Transaction passed authorization but
failed justification.
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{Continued From Previous Page)

Costof Estimated

premium cost of
Grade/ Ciass of ticket coach fare
Traveler Source rank® ltinerary ticket paid ticket” Reason for exception
10 Data G815 Washington, D.C. 1o Business 4,525 §70° Business class travel authorized but no
mining Amsterdam, and justification provided on the order. Over
back 18 months after the trip occurred, the
traveler’s supervisor—not a physician—
wrote a note stating that he authorized
premium class based on a medical
need. Transaction passed authorization
but failed justification test.
11 Statistical Political ~ Washington, D.C. to  Business 3.485 1,630° Business class trave! authorized on
sample  appointee London, then Paris basis that travel is mission essential, but
to Moscow no additional information provided.

Travel was 10 a conference in Moscow,
Transaction passed authorization but
failed justification.

Source: GAO anaiysis of premium class raves transactions and supporting documentation.

*GS designates General Schedule pay schedule. O designates a military oficer. CW designates a
military chief warrant officer.

*Source of estimated coach fares is GSA city pair or expedia.com.
“Fares do not include all applicable taxes and airport fees.

o Traveler #1 is a G8-14 at the Department of the Navy; he along with three
family members flew a combination of first and business class when
they were relocated from London to Honolulu. The cost to the
government for those four first and business class tickets was almost
$21,000, compared to an estimated total cost of about $2,500 for four
coach class tickets. An audit of the travel orders for this trip indicated
that the DOD civilian employee and his family were not authorized to fly
first or business class. Consequently, the traveler failed both the
authorization and the justification test. Despite the lack of specific
authorization, the traveler was issued premium class tickets for this trip,
resulting in additional cost to the government of more than $18,000.
Upon being contacted, the traveler agreed that his travel order did not
specifically state that premium class was authorized, and stated that he
inquired about business class tickets from the commercial travel office
because his flight Jasted more than 14 hours. Based on the issuance of
premium class tickets for other permanent change-in-station moves
exceeding 14 hours in total travel time, the commercial travel office
issued the premium class tickets to the traveler,

* Traveler #4 is 2 GS-13 at the Department of the Navy, In March 2002, the
traveler flew business class round-trip from San Francisco to Osaka,
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.

.

Japan, where he had an overnight layover before proceeding to Busan,
Korea. The travel order DOD provided us did not authorize business
class travel. Further, because the traveler had an overnight layover in
route to Korea, the 14-hour rule would not apply. The cost of the ticket
was $3,695, compared to an estimated cost of $2,161 for a comparable
unrestricted ticket in coach. Without authorization or valid justification,
the additional $1,534 spent on the business class ticket was improper.

Traveler #7 is a GS-13 in the Navy. In March 2002, the traveler flew
business class from San Francisco to Tokyo on a ticket costing $3,168.
Although the flight to Tokyo lasted more than 14 hours, the use of
premium class travel was not properly authorized because the travel
order was not signed by the appropriate official. In comparison, the
estimated cost of an unrestricted government fare in coach was $610.

Traveler #9 was a GS-13 in the Department of the Army who flew most
of his trip from Tucson to Bahrain and then from Bahrain to Los Angeles
in business class, at a cost of $8,308. The estimated cost of an
unrestricted coach class ticket for the same route was $4,966. The
Jjustification for the additional cost of the business class ticket was that
the flight lasted more than 14 hours. However, the traveler stopped
overnight in London at the government’s expense on both the outbound
and return portions of the trip. The FTR and JTR specifically prohibit
premium class flights when the traveler has a rest stop en route at the
government’s expense.

Traveler #10 was a GS-15 in the Department of the Navy who flew
preminm class from Washington, D.C., to Arasterdam and back on the
basis of a medical condition. The duration of the flight each way was
about 8 hours and cost $4,525, The estimated cost of an unrestricted
government fare coach class ticket for the same route was $570. The
supporting documentation provided to us included a note, written by the
traveler's supervisor, that was prepared more than 18 months after the
travel, stating that the traveler had a medical condition requiring the
premium class ticket. However, the note was not signed by a doctor nor
did it reference a medical professional who recommended the need for
premium class seating. The traveler informed us that his supervisor
wrote the medical note after our inquiry into his case. In addition, none
of the other 9 flights taken by the traveler cited a medical condition, and
the traveler flew coach class on a number of flights that lasted longer
than his flight from Washington, D.C., to Amsterdam. According to the
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traveler, he never had been properly authorized to fly business class on
the basis of a medical condition.

Traveler #11 was a political appointee and a member of the Commission
on the Future of the United States Aerospace Industry (Commission), an
organization that was almost entirely funded by DOD and for which
DOD paid the cost of all airline tickets for Commission members and
staff. The traveler flew busi class from Washington, D.C., to London,
and then traveled by rail from London to Brussels and onto Paris. In
Paris, the traveler took a business class flight to Moscow to attend a 2-
day conference. According to the travel order, business class travel was
authorized because it was mission essential. However, the travel order
did not indicate why the cost of business class travel foratripto a
conference was mission essential. Further, mission essential isnot a
DOD criterion for authorizing business class travel. Our data mining
efforts found that DOD paid the travel of a total of 13 individuals—8

co issioners and 7 cc ission staff-—to attend the Moscow
conference after stopping off in London, Brussels, and Paris. The 6
e issioners flew busi class for all of the flights, while the

commission staff flew coach to London and on the return flights, and
flew business class while in Europe. None of the commissioners were
government employees; however, all of the staff were employed by DOD
and other agencies. The average cost of the airline tickets for ait 6
commissioners was about $7,500 while the average cost of the airline
tickets for the staff was about $3,100. The official told us he authorized
premium class travel for the commissioners because they were high-
salaried individuals from the private sector who were donating 10 days
of their time to the government with no compensation. However, neither
the FTR nor the DOD travel regulations authorize premium class travel
based on a person's salary or whether he or she is donating time to the
government.

Frequent Premium Class
Travelers

Our work also included data mining to identify the individuals who traveled
premium class most frequently. We analyzed the 68,090 premium class
transactions during fiscal years 2001 and 2002 and identified 28 of the most
frequent premium class travelers. As indicated by the examples in table 4,
the frequent travelers were almost all senior DOD personnel. Specifically,
we found that all but 1 of the 28 most frequent travelers were at least GS-13
civilians or O-4 military officials. Although these frequent travelers were
generally authorized to fly premium class by someone at the same ora
higher level, we determined that many of the transactions were improper
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justification doc

because their justification was not supported by the documentation
provided or did not adhere to the FTR and DOD travel regulations. Other
cases involving frequent travelers were questionable because the

ation was not ad

to determine whether the

transaction met DOD's criteria.

Table 4: ples of Who F Used Trave!
Number/
cost of
Grade/  premium Justitication for  GAQ’s concern with premium

Traveler rank class trips  premium travel class travel Response by traveler or traveler's staff

1 GM-14 14/$88,000  Doctor's note Traveler took 45 fiights—14 Traveler admitted to inconsistent application
claims medica! premium and 31 coach class trips  of medical necessity. Traveler considered
necessity during fiscal years 2001 and 2002.  extra room in business class to be more

Many coach class trips were comfortabie for iong flights.
similar in duration to premium
class trips.

2 0-8 16/$68,000 Blanket 1. Ablanket authorization was  The general's aide said that in the future he
authorization used to justify premium class  will pay closer attention to the requirsments
used to justify travel. for premium class trave! before obtaining
premium class 2. Premium travel was premium class travel. The general's aide

authorized by a subordinate.  also said that in the future he will also get

3. Notall premium class fiights  an independent authorization for premium

met premium class criteria. class travel when the criteria for premium
class travel are met.

3 PAS? 17/$68,000  Firstand 1. Blanket authorization was The traveler's aide said that she will get the
business class used to justify first and Deputy Secretary's approvat for first class
travel justified business class travel. travel and only schedule the traveler for first
through ablanket 2. Premium travel was or business class when alternative seating
order based on authorized by a subordinate.  is not avalilable.

medical condition

3. Traveler flew in coach class
on some flights.
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(Continued From Previous Page)

Number/
cast of
Grade/  premium Justification for  GAO’s concern with premium

Traveler rank clags trips  premium travel class travel Response by traveler or traveler’s statt

4 PAS? 15/$70,000 Claimed mission 1. DOD travel regulations do not  Traveler's assistant said that the traveler
essential, so that list mission essential as a flies premium class to minimize his time
the traveler would basis to justify premium class  away from the office. However, the assistant
be ready for travel. could not demonstrate a cost savings
meetings upon 2. Traveler submitted caused by lost praductivity. Traveler's
arrival at Justification and obtained assistant also said that even though the
destination specific authorization for flights did not exceed 14 hours, the traveler

many trips; however, the should be able to fly premium class
Justification was not always because of {he imporiance of the travelers
accurate and did not consider  work. The traveler’s assistant did not
alternatives to the more explain the reasons some premium class
expensive premium class flights were not authorized.
travel.

3. Most flights were less than 14
hours.

4. Some premium class flights
were not authorized.

5 GS-15 11/$35,000  Medical Trave! orders were not signed, but  Traveler told us he was not aware that first

necessity the official authorizing the travet class had to be approved by the Under
was the traveler himself, First Secretary of the Navy. Traveler is no longer
class travel was not authorized by  authorized to travel premium class.
the Under Secretary of the Navy,
as required by Navy regulations.

6 SES® 10/$48,000  Claimed mission 1. DOD travel regulations do not  The traveler said that he did not make his
essential, so that list mission essential as a tlight arrangements. The traveler's assistant
the traveler would basis 10 justify premium class  had no explanation for why some premium
be ready for travel, class trips were not always authorized, or
meetings upon 2. Some premium class flights  why the specific justification was not
arrival at were less than 14 hours. accurate. The traveler's assistant said that
destination 3. Business class was taken on  the traveler did not want to leave the day

return flights. before to avoid the additional cost of a
4. Specific justification was not  business class flight.
always accurate.

7 SES 13/$56,000 Medical Medical note and Under Secretary The traveler has retired. The individual who

necessity of the Navy authorization were assisted in assembling the documentation

dated in 1993 and travel was in
2000 and 2001. Current travel
order signed by a subordinate.

said there was nothing rmore current to
Justify the first class travel than the 1993
doctor's note and the 1993 Under Secretary
of the Navy's authorization.

Source: GAC analysis of premium class iravet ransactions and SuppoTting doguimentaLon.

*Presidentia appointment with Senate confirmation.

"Senior Exacutive Service appointment.

Our work indicated that the most frequent travelers were, in most
instances, authorized to obtain premiur class travel by people at the same
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or higher levels. Only 3 of the 28 most frequent travelers failed the
authorization test because they or their subordinates authorized their
travel orders. More often, justification provided by frequent travelers failed
the justification test or the justification was not adequate to permit us to
determine whether the transaction complied with the FTR and DOD travel
regulations. The following provides further details on some of the cases in
table 4.

* Frequent traveler #1 was a GM-14 at the Navy who took 45 round-trip
flights during our 2-year audit period. The traveler flew business class
on 14 international trips costing about $88,000 but also took 31 domestic
trips, in coach class, costing about $12,000. Attached to the travel order
for each trip was a doctor’s certification noting that, for health reasons,
the traveler needed to fly in premium class. However, we found that the
medical certification did not indicate whether premium class travel was
needed on all flights or flights of certain duration, but that many of the
traveler's domestic trips, which he took in coach class, were almost as
long as some of the international flights he took in business class. For
example, the traveler regularly flew in coach class from Washington,
D.C., to cities in California and, in one instance, to Honolulu. The flight
times for individual legs of these trips ranged from about 5 to 7 hours.
The traveler's business class flights included flights from Washington,
D.C., to Frankfurt or Amsterdam. Those flights lasted about 7 hours.
When we discussed the trips with this traveler, he stated that although
some of the domestic flights that he took were similar in duration to the
international flights, his flights to Europe were generally evening flights
and the extra room provided in business class enabled him to be less
confined and to be ready for meetings the next day. The traveler's
discussion with us and the nature of his coach and premium travel
raises questions regarding his medical need to fly business class.

* Frequent traveler # 3 is an assistant secretary of defense in Washington,
D.C., who used a blanket order to authorize and justify business and first
class travel based on an unspecified medical condition. We identified a
total of 17 first and business class tickets for this traveler totaling nearly
$68,000. Neither the travel orders nor the travel vouchers included a
physician’s certification identifying the medical justification to fly first
or business class. In addition, the traveler occasionally flew in coach
class. About a month after we requested additional documentation for
these airline tickets, DOD provided us with a letter from a physician
dated Septeraber 11, 2001, requesting that the traveler be authorized to
fly first class so that the traveler could stretch his legs. The records DOD
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provided concerning the 17 flights indicated that the travel office did not
attempt to satisfy the traveler’s need for space by reserving a bulkhead
seat or purchasing two coach seats, in accordance with DOD
requirements. We estimate that the total cost of these flights, if flown in
coach class, would have been about $17,000. The individual who made
the premium class reservations told us that she had not been trained on
the limitations associated with premium class travel. She also told us
that in the future she would get the Deputy Secretary’s approval for first
class travel and that she would attempt to limit premium class travel to
instances in which less expensive alternatives were not available.

Frequent traveler #5 was a GS-15 in the Navy who took 1! first class
{lights totaling over $35,000 from San Diego to east coast cities including
Washington, D.C., during fiscal years 2001 and 2002. The traveler
Jjustified the 11 flights based on a certification from a medical authority
based on his size and medical condition. However, because his first
class travel was not authorized by the Under Secretary of the Navy, as
required by Navy regulations, we contacted the traveler to obtain further
information on his condition. We estimate that the total cost of these
flights if all flown in coach class would have been about $7,000.
According to the traveler, his condition was not so severe that he would
meet the stringent first class criteria of being “so handicapped or
otherwise physically impaired that other accommodations cannot be
used.” Consequently, the traveler told us he was no longer authorized to
use first class.

Traveler #6 in table 4 was a deputy assistant secretary at DOD who flew
premium class on 10 flights from September 2000 through September
2001 at a cost of approximately $48,000. A review of the travel orders
and additional documentation supporting this travel showed that the
individual consistently documented the reasons he needed to fly
premium class. However, sometimes the justification provided did not
appear applicable to the trip in question. For example, during a 12-day
period in late August 2001, the traveler flew business class from
Washington, D.C., to six European cities and South Africa at a cost of
over $8,800. He then flew business class from South Africa to Atlanta,
and first class from Atlanta to Washington, D.C. The documentation
supporting the trip was an order, signed by the military assistant to the
under secretary, that authorized the traveler to fly first class from
Washington, D.C., to Tampa, Florida-—destinations that are different
from the itinerary in question. Both the traveler and his former secretary
told us they did not recail maling these flight arrangements.

Page 21 GAQ-04-88 DOD Premium Class Travel



97

in none of the cases in our statistical sample and data mining for which
authorization for premium class was given based on medical needs did
DOD submit the medical certification for an informed and independent
review. Our analysis found that 12 of the 28 frequent premium class
travelers justified their more expensive flights with a medical condition.
Further, as discussed in the exaraples, we identified several anomalies in
the application of medical condition justification, as evidenced by travelers
who used both coach and premium class accornmodations during flights of
similar duration and during the same period. This may indicate that
additional steps should be taken to verify the validity of the medical
certification. During testing, an Army official at the Traffic Management
Office informed us that his office forwards all medical certifications to the
Surgeon General for an opinion before recommending to the Secretary of
the Army that approval be granted for first class travel. The official stated
that he did not believe that he was competent to conclude on the medical
certification.

L

Lack of Monitoring and
Control Environment
Weaknesses
Contributed to
Improper Use of
Premium Class Travel

DOD and the services performed no monitoring and oversight activities to
obtain assurance that premium class travel was authorized in accordance
with regulations. Further, during fiscal years 2001 and 2002, control

environment weaknesses exacerbated already weak key internal controls
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described in the previous section. Consequently, DOD did not have an
etfective internal control environment, particularly in regard to policies
and procedures, to provide assurance that premium class travel costs are
incurred only when necessary. Specifically, we found that DOD and the
military services did not (1) obtain or maintain centralized management
data on the extent to which military and civilian personnel used premium
class accommodations for their travel, (2) issue adequate policies related
to the approval of premium travel, and (3) require consistent

doc ation to justify premium class travel. Until we initiated this audit,
DOD's management had not provided an appropriate “tone at the top” to
encourage the appropriate use of premium class travel. During the course
of our work, DOD updated the JTR and JFTR in April 2003 to articulate
more clearly and to make more stringent the circumstances under which
premium class travel can be authorized. In addition, the updated JTR and
JFTR emphasize, in the context of lengthy flights, that premium class travel
must not be common practice and must only be used when exceptional
circumstances warrant. The JTR and JFTR also provide examples of when
premium class travel should not be authorized.

Monitoring and Oversight
Needs Improvement

Ineffective oversight of the use of premium class travel was a key
contributor to weaknesses in the overall control environment. In general,
effective oversight activities would include management review and
evaluation of the process for issuing premium class travel and independent
evaluations of the effectiveness of internal control activities. Program
monitoring provides DOD management an opportunity to obtain
reasonable assurance that premium class travel is only obtained with
proper authorization and justification. This is particularly important
because of both the sensitivity and high cost of premium class travel.
However, DOD and the services performed no monitoring and oversight
activity to obtain assurance that premium class travel was authorized in
accordance with rules and regulations. In addition, as mentioned
previously, DOD and the services did not perform reviews to identify the
extent of premium class travel. Consequently, it is not surprising that DOD
and the services were not aware of the extent of improper premium class
transactions.

Our internal control standards state that separate evaluations of control
should depend on the assessment of risks and the effectiveness of ongoing
monitoring procedures. Our Sensitive Payments Guide lists executive
travel as a high-risk area susceptible to abuse or noncompliance with laws
and regulations, However, we found no evidence of any audits or
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evaluations of premium class travel. Further, DOD’s failure to adequately
monitor premium class travel has resulted in an environment in which
there is limited possibility that improper premium class travel will be
identified.

The lack of oversight is further demonstrated by the fact that travelers,
supervisors/managers, and employees at the commercial travel offices
(CTO) responsible for issuing airline tickets to the travelers are not
adequately informed of governmentwide and DOD travel regulations
concerning premium class travel. DOD officials told us that they do not
verify whether CTO employees receive training in DOD travel regulations
relating to the more expensive premium class travel, and DOD does not
track training provided to CTO staff on premium class travel. Thus it was
not surprising that officials authorizing the travel and the travelers were
not aware of the stringent regulations associated with premium class
travel. For example, several DOD travelers and officials told us that they
thought DOD travel regulations entitied travelers to business class travel
when their flights exceeded 14 hours. These individuals were not aware
that the FTR provides that, in order to qualify for business class travel,
travelers have to proceed directly to work upon arriving at the duty
location. In addition, several DOD travelers and officials from the
government and CTOs indicated to us that the numerous CTOs with which
DOD contracted did not consistently apply the premium class criteria. A
representative from one CTO informed us that his office issued premium
class travel if premium class was mentioned on the trave] order, even if
Jjustification for obtaining premium class travel was flawed, for example,
the flight was not at least 14 hours.

DOD Did Not Maintain
Centralized Management
Data on Premium Class
Travel

The Military Traffic Management Command (MTMC), which is responsible
for tracking DOD'’s first class travel, understated the cost and frequency of
first class travel reported to GSA. In addition, MTMC did not track, and
therefore did not know, the number of business class trips DOD travelers
took during fiscal years 2001 and 2002 or the cost of these premium class
trips. As a resuit, DOD did not have the data needed for monitoring and
oversight activities or for identifying trends and determining alternate, less
expensive means of transportation.
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The FTR" requires DOD, along with all other executive and legislative
branch agencies, to provide GSA annual reports listing all instances in
which the organizations approved the use of first class transportation
accommodations. According to the first class travel reports that MTMC
submitted to GSA for fiscal years 2001 and 2002, DOD civilian and military
personnel took less than 1,000 first class flight segments® totaling less than
$600,000. These data are supposed to represent all first class transportation
expenses, whether charged on the centrally billed accounts or the
individuaily billed accounts. According to the individual responsible for
compiling this report, the roughly 1,000 first class segments were identified
in what is essentially a data call process in which MTMC personnel
aggregated information provided by the CTOs on the number and cost of
first class tickets they issued.'

However, our analysis of Bank of America zirline transaction data indicates
that both the number and cost of the first class tickets reported by DOD are
significantly understated. Based on our analysis, DOD did not report more
than half of fiscal years 2001 and 2002 first class segments. As shown in
table 1, we found that DOD used the centrally billed accounts to purchase
1,240 airline tickets that contained at least one first class portion. These
1,240 tickets, which did not include first class tickets purchased using the
individually billed accounts, contained over 2,000 separate segments with
first class accommodations, compared to the less than 1,000 flight
segments DOD reported to GSA. These first class tickets costs of about
$2.9 million were almost 5 times the amount DOD reported to GSA.

The differences between the first class travel that we identified and the
amount DOD reported can in part be attributed to omissions in DOD’s
methodology for identifying first class tickets. The airlines use a variety of
letter codes to identify first class fares, and we found that in extracting first
class data DOD omitted several of the first class codes used by some
airlines. Further, a comparison of MTMC’s report and our analysis of the
Bank of America transaction file showed that a nuraber of cities were
omitted from its analysis of first class travel. For example, while DOD data

“This requirement was prescribed at the direction of OMB. See OMB Bulletin 93-11.
A flight segment is any portion of a ticket with a separate flight number.
“The contracts between DOD services and the CTOs responsible for issuing tickets to

travelers specify that CTOs provide reports to MTMC on the nurber and cost of first class
tickets.
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indicated that no first class flight was taken into Washington, D.C., during
fiscal year 2001, we found 88 first class flights into Washington, D.C., during
fiscal year 2001, including first class round-trips from Washington, D.C., to
Honoluly, San Francisco, Denver, St. Louis, and Los Angeles.

We also found that DOD did not obtain or maintain centralized data on
premium class travel other than first class, that is, business class.
Consequently, DOD did not know, and was unable to provide us with data
related to, the extent of its premium class travel. As mentioned previously,
we were able to obtain such data through extensive analysis and
extractions of DOD travel card transactions from databases provided by
Bank of America.

Control Environment Is
Flawed by Inconsistencies
in Premium Class Travel
Guidance

DOD travelers must follow a complicated array of premium class travel
guidance. The applicability of specific regulations depends on whether the
traveler is civilian or military. For DOD civilians, GSA's FTR governs travel
and transportation allowances. DOD's JTR and individual DOD and military
service directives, orders, and instructions supplement the FTR. For
military personnel, DOD's JFTR governs travel and transportation
allowances. Individual DOD and military service directives, orders, and
instructions supplement the JETR. The executive branch policy on the use
of first class travel applicable to the FTR, JTR, and JFTR is found in OMB
Bulletin §3-11. When a subordinate organization issues an impl ting
regulation or guidance, the subordinate organization may make the
regulations more stringent, but generally may not relax the rules
established by higher-level guidance.

Inconsistencies have accumulated within the various premium class travel
regulations because DOD did not revise DOD directives, or require the
military services to revise their travel policies or implementing guidance,
when it modified the JTR or JFTR. For example, DOD first issued the JTR
in 1965 and since then had modified it 450 times through April 2003,
including 30 modifications since October 2000. While the JFTR has had
fewer modifications—196 through April 2003—the JFTR has also been
modified 30 times since October 2000. Despite these changes, DOD and the
services frequently have not modified their directives and guidance to
reflect these changes. For example, DOD Directive 4500.9 was last revised
in 1993, while DOD Directive 4500.56 was last updated in 1997. Further, the
Navy Passenger Transportation Manual was last updated in 1998; Marine
Corps Order P4600.7C, Marine Corps Transportation Manual, was last
changed in 1992; and while Air Force Instruction 24-101, Passenger
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Movement, was last updated in 2002, it contains some provisions that are
contrary to our Guide for Evaluating and Testing Controls Over Sensilive
Payments and our Standards for Internal Control in the Federal
Government.

The proliferation of different internal DOD regulations and a faiture by
DOD to clearly explain the relationship of its different regulations have
created confusion for travelers and officials, as evidenced by instances,
discussed previously, in which premium class travel had been
inappropriately approved. Inconsistencies also exist because DOD and its
components have elected to authorize the use of premium class travel in
different circumstances or have described the authorization to use
premium class travel using different language. For example, see the
following:

* DOD Directive 4500.9,7 Transportation and Traffic Management (last
updated in 1993), contains a section establishing the authority to use
premium class flights that differs in several aspects from GSA's FTR and
DOD's JTR and JFTR as well as other directives issued by DOD.
Specifically, DOD Directive 4500.9 grants bianket authority for high-
ranking officials to use premium class travel when traveling overseas on
official government business. This policy contradicts and is less
stringent than the FTR, which does not cite rank as a condition for
obtaining premium class travel. The JTR and JFTR (both modified in
2003) also do not cite rank as a criterion for allowing business class
travel for international flights. Further, DOD's General Counsel staff told
us this provision was superseded by DOD Directive 4500.56,

¢ GSAs FTR authorizes agencies to approve the use of first class or
business class accommodations when required by an agency’s mission,
but neither the JTR nor the JFTR adopts this authorization. In contrast,
DOD Directive 4500.9 states that the use of business class on domestic
travel® may be authorized when necessitated by mission requirements.’®

DOD Directive 4500.9, Transportation and Traffic Management, para. 3.4.8, December 29,
1993,

*As noted above, a subsequent DOD directive states that all DOD travel outside the
continental United States is subject to the JTR and the JFTR.

“DOD Directive 4500.9, Transportation and Traffic Management, para. 3.4.3.1.3,
December 28, 1993,
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* GSA's FTR states that premium other than first class travel may be
authorized when the origin and/or destination of travel is outside the
continental United States and the scheduled flight time is in excess of 14
hours. However, the FTR prohibits premium class travel if the traveler is
authorized a rest stop en route or a rest pericd upon arrival at the duty
site. In contrast, DOD's JTR and JFTR that were in effect at the time of
our audit did not indicate whether a rest period upon arrival at the duty
station prohibited the authorization of premium class travel. Both DOD
directives on travel (4500.9 and 4500.56) do not directly address whether
premium class travel is allowed if the flight exceeds 14 hours. Further,
the services’ implementing guidance is inconsistent in its application of
the 14-hour rule. For example, the Army policy® adopts the FTR “rest
period upon arrival” limitations, but did not define what is considered a
“rest period.” The Navy policy® prohibits a “rest period en route.” The
Air Force policy™ states that Air Force travelers might be authorized
business class accommodations if they are required to perform a full day
(8 hours) of work immediately upon arrival. Finally, the Marine Corps®™
implementing guidance does not address this matter.

» GSA and DOD travel regulations authorize premium class
accommodations when they are paid for by a nonfederal source.
However, the Navy travel policy® prohibits the use of first class
accommodations even when those accommodations are paid forby a
nonfederal source, such as when a professional association pays for the
travel of a Navy employee,

DOD Does Not Have a DOD and the services have not defined a standard format for documenting
Standard Format for authorization and justification for premium class travel. Because premium
Documenting Premium travel is to be taken only on an exception basis after all other alternatives
have been exhausted, the documentation for authorization and justification
Class Travel should be held to the highest standards to provide reasonable assurance

“Secretary of the Army Travel Policy, para. 3.B.8, last updated on March 26, 2003,
ZOPNAVINST 4650.15, ch. 2, enc. 1, para. 5.c (8), issued on July 7, 1998.

#Air Force Instruction 24-101, para. 2.7, issued March 25, 2002.

#Marine Corps policy guidance, issued as Marine Corps Order 4600.25C on March 15, 1978,

HOPNAVINST 4650.15, ch. 2, enc. I, para. 5.¢.(7), July 7, 1998,
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that in every case the substantially higher premiur travel cost is
warranted. In DOD’s case, because authorization and justification for
premium travel is not consistently documented, it does not have a
documentation trail indicating that the appropriate official approved the
travel order and there was adequate justification for the additional cost
associated with a premium class ticket.

The JTR and JFTR state that approval for premium class travel should be
obtained in advance of travel, except in extenuating/emergency
circumstances that make authorization impossible, and specify the
circumstances under which premium travel is to be permitted. However,
the JTR and JTFR do not provide clear and consistent procedures for
documenting the approval of premium class travel and the type of
supporting documentation to be maintained. In contrast, other federal
agencies have issued clear and consistent guidelines related to the
documentation of premium class travel. For example, the Department of
Agriculture (USDA) approves the use of premium class accommodations
on a case-by-case basis and specifies that premium travel be approved by
the under secretary except when frequent travel benefits are used. The
Justification must include the specific circumstances relating to the
criteria, such as a medical justification from a competent medical authority,
which must include a description of the employee’s disability, medical
condition, or special need; approximate duration of the medical condition
or special need; and a recommendation of a suitable means of
transportation based on medical condition or special need. In addition,
USDA requires that the traveler prepare a report docurnenting first class
travel that details the traveler's name, address, rank, dates of travel with
originating and destination cities, the reason for obtaining first class travel
and the costs of both the coach fare and the first class fare. As shown in
figure 1, other agencies, such as the National Institutes of Health (NIH),
have standard forms that travelers must complete when requesting
approval for any travel other than coach class accommodations.
Information required includes the traveler’s identifying information, the
reason for requesting premiurm class travel, and a comparison of the cost of
premium and coach class travel. Such a form would help eliminate the
failure to obtain specific authorization for premium class travel that we
identified in our statistical testing.

Page 28 GAO-04-88 DOD Premium Class Travel



105

Figure 1: Sample Premium Class Authorization Form

AUTHORIZATION FOR USE OF FIRST-CLASS OR PREMIUM-CLASS OTHER THAN FIRST-CLASS
{PCotFC) TRAVEL ACCOMMODATIONS

INDIVIDUAL TRIP AUTHORIZATION
First Class' [} parC [

{Ploass chick authosization requcsicd)

ORGANIZATION:

NAME:

GRADE. TITLE,

TRIP ORIGIN: TRIP DESTINATION __

COACH FARE -
ADDITIONAL COST

CARRIER (IF FOREIGN)

¢ box and provide brief explanation:

JUSTIFICATION. Check appropria

T T T Regularty scheduded Dights betwon the uthonzsd ongin and desinaton pols provide only Firsi-Class o

5 space is available i conch-ltss 1 bme 10 the sission (Oniy PCOWC may be aut

county reasons

madequate Sanitation (Only PCotfC may be

Overall cost savings (Oly PCOtFC may be

s of Frequent Flver Benstits (Only PCotFC may be mionzed)
A of Paxinent from a non-federal source {Only PCOtFC may be

) Travel in txcess of 14 houre (Grily PCOtFC may be authariced
) Agency Mission
EXPLANATION:

AUTHORIZED BY:
SIGNATURE OF EMPLOYEE TITLE

DATE:

"I First-Class accommodations are requested. pleass pravide specific medical reason why PColFC acconumodations
cangot be used. [f o reason is given, onty PCotEC will be authorized.

Source: NiH,
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Further, we found that other agencies used a separate form to document a
medical condition and to justify premium class travel. As shown in figure 2,
the disabilities or other special needs form used by NIH requires detail on
the nature of the disability or special need and the signature of both the
employee and a competent medical authority. NIH's policies state that the
medical statement should specifically address why it is necessary to use
upgraded accommodations. The form also limits the authority to a period
of 6 or 12 months from the initial date of approval depending on the nature
of the disability or special need. In the instance of a permanent disability,
NIH policy is that authorized use of premium class accomunodations is
valid for up to 3 years. Resubmission is necessary to ensure that there
continues to be a need for the approval and to keep the authorization
records current.
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Figure 2: Sample Medical Condition Form

AUTHORIZATION FOR USE OF FIRST-CLASS OR PREMIUM-CLASS OTHER THAN FIRST-CLASS
{PCotFC) TRAVEL ACCOMMODATIONS

FOR EMPLOYOEES WITH DISABILITIES OR OTHER SPECIAL NEEDS
Fisst Crass' 7} PCotrC [
(Ploasc check autiorization requosted)

NAME OF EMPLOYEE:

ORGANIZATION

NATURE OF DISABILITY OR SPECIAL NEED.

CERTIFICATION: [ CERTITY THAT | AM DISABLED OR OTHERWISE REQUIRE SPECIAL NEEDS SUCH
THAT OTHER THAN FIRST-CLASS/PCotf . ACCOMMOBDATIONS CANNOT BE USED.

Signatars of Employes [

SIGNATURE OF COMPETENT MEDICAL AUTORITY

AUTHORIZED BY:

TITLE:
DATE:
THIS AUTHORITY WiLL EXPIRE AT EITHER SEX OR TWELVE MONTHS FROM DATE OF APPROVAL
DEPENDING UPON NATURE OF DISABILITY DR SPECIAL NEED (See NI MANUAIL 1500 CHAPTER 13:00

160N

"I First-Class accommodations are requested, please provide spesific medical reason why PCOtFC accommodations
cannot be used. 1o reason is given. oaly PCOlEC witl bs authorized.

Source: NiH.
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DOD Issued New
Regulations to Better Define
When Premium Class Travel
Is Authorized

During the course of our work, in April 2003, DOD updated the JTR® and
JFTR® to articulate more clearly and make more stringent the
circumstances under which premium class travel may be authorized. In
addition, the updated JTR and JFTR emphasize, in the context of lengthy
flights, that preraium class travel must not be common practice and must
only be used when exceptional circumstances warrant. They also provide
examples of when premium class travel should not be authorized.

The revised JTR and JFTR better define the circumstances in which
premium class other than first class travel, that is, business class, is
authorized for DOD travelers on flights to and/or from points outside the
continental United States when the scheduted flight tire exceeds 14 hours.
Most notably, the revised regulations prohibit the use of business class
travel when travelers are authorized a “rest period” or an overnight stay
upon arrival at their duty stations. The modified regulations now explicitly
state that business class accommodations are not authorized on the return
leg of travel. This is a further restriction on premium class travel; before
April 2003, DOD did not expressly prohibit travelers from using premium
class travel on their return trips to the United States.

Finally, in its revised regulations, DOD provides specific guidance on how
the proposed use of business class accommodations should be considered
by officials and travelers. DOD states that, in the context of authorizing
business class accommodations for flights scheduled to exceed 14 hours,
“business class accommodations must not be common practice” and that
such service should be used only in exceptional circumstances. Further,
DOD directs order-issuing officials to “consider each request for business
class service individually.” We agree with DOD that decisions regarding the
use of premium class travel should be made on a case-by-case basis and
based on a preference for coach class.

Conclusions

The ineffective management and oversight of premium class travel
provides another example of why DOD financial management is one of our
“high-risk” areas, with the DOD highly vulnerable to fraud, waste, and
abuse. DOD does not have the management controls in place to identify

#JTR Change 450, April 1, 2003,
®JFTR Change 196, April 1, 2003,
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issues such as improper use of premium class travel. As a result, millions of
dollars of unnecessary costs are incurred annually. Because premium class
travel is substantially more costly than coach travel, it should only be used
when absolutely necessary, and the standards for approval and justification
must be high. During our audit, DOD began taking steps to improve its
policies and procedures for premium class travel. DOD must build on these
improvements and establish strong controls over this sensitive area to
provide reasonable assurance that its travel dollars are spent in an
economical and efficient manner.

Recommendations for
Executive Action

We are making the following recommendations to improve internal control
over the authorization and justification of preraium class travel and to
strengthen the control environment as part of an overall effort to reduce
improper premium class fravel and related DOD costs.

Key Internal Control
Activities

Because of the substantial cost and sensitive nature of premium class
travel, we recommend that the Secretary of Defense direct the appropriate
under secretary of defense, assistant secretary of defense, or military
service officials to direct the implementation of specific internal control
activities over the use of premiura travel. While a wide range of activities
can contribute to a system that provides reasonable assurance that
premium class travel is authorized and justified, at a miniraum, the internal
control activities should include the following:

¢ Reiterate to DOD's personnel the policy that premium class travel be
authorized and justified only on a case-by-case basis.

* Regquire the travel offices to issue premium class tickets only if properly
authorized and justified and documented accordingly.

* Prohibit the use of blanket authorization for premium class travel.

Overall Program
Management and
Environment

We recommend that the Secretary of Defense direct the appropriate under
secretary of defense, assistant secretary of defense, or military service
officials to establish policies and procedures to incorporate the regulations
specified in GSA's FTR as well as guidance specified in our Standards for
Internal Control and our Guide for Evalualing and Testing Controls Over
Sensitive Payments, including the following:
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.

Develop procedures to identify the extent of premium class travel,
including all business class travel, and monitor for trends and potential
misuse.

Develop procedures to identify all first class fare codes so that DOD can
prepare complete and accurate first class travel reports.

Develop a management plan requiring that audits of DOD’s issuance of
premium class trave] are conducted regularly and the results of these
audits reported to senior management. Audits of premiwm class travel
should include reviews of whether commercial travel offices adhere to
all governmentwide and DOD regulations for issuing premium class
travel.

Periodically provide notices to travelers and supervisors/managers that
specifically identify

+ the limitations on premium class travel,

* the limited situations in which premium class travel may be
authorized, and

* how the additional cost of premium class travel can be avoided.

Provide training to travelers and supervisors/managers that ideutifies
DOD’s premium class policies and procedures.

Train or make training materials available to the commercial travel
offices so that they may train their empioyees on premium class policies
and procedures.

Require that premium class travel be approved by individuals who are at
least of the same rank/grade as the travelers.

Specifically prohibit the travelers themselves or their subordinates from
approving requests for premium class travel.

Use a standardized format or modify the format of the existing travel
order to document the request and authorization of premium class
travel. The standardized form or modified travel order should contain
sufficient information to provide a clear audit trail that documents why
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the additional cost of premium class travel was a necessary expense
that could not have been avoided.

* Develop a policy that articulates what constitutes adequate support to
substantiate medical, disability, or special needs. Such a policy should
address the length of time a medical certification is valid.

* Determine the feasibility of requiring that the medical certification for
premium class travel be reviewed by an independent medical
professional to verify that the medical condition justifies the additional
cost of premium class travel.

* Revise DOD's directives on travel, when necessary, to ensure that they
are at least consistent with, or more stringent than, GSA's travel
regulations. For example, issue the update to DOD Directive 4500.9 that
removes the provision authorizing certain presidential appointees and
three-star and fourstar generals/admirals to fly premium class on flights
when flying to or from overseas destinations.

* Revise the military service directives, orders, and policies to make them
consistent with the JTR and JFTR.

Agency Comments and
Our Evaluation

On September 10, 2003, DOD, Air Force, Army, Marine Corps, and Navy
officials representing the offices of the under secretaries of defense for
Acquisitions Technology and Logistics, Personnel and Readiness, and
Comptroller provided oral comments on a draft of this report. The officials
said they agreed with the findings presented in the draft report and
generally concurred with our recommendations for resolving the control
weaknesses. The officials explained that because responsibility for iravel
program management is spread across three under secretaries, they were
not yet sure who would be responsible for monitoring implementation of
the recommendations.

Those DOD officials pointed out that two of our recommendations could be
addressed in different ways than contemplated in the draft report. First,
they said the justification for premium class travel could be documented by
modifying or augmenting the existing DOD trave] order rather than using a
separate form. We have modified the text of these recommendations to be
less prescriptive as to the corrective actions and instead focus on the intent
of the recoramendations for having clear, well-supported justifications and
written audit trails of the authorization to spend additional funds on
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premium class travel. Second, in regard to fraining commercial travel office
personnel on premium class travel limitations, they expressed a preference
for DOD providing training materials to the commercial travel offices so
that they, rather than DOD, could train their personnel, and facilitating just-
in time or other training for commercial travel office personnel.

As agreed with your offices, unless you announce the contents of this
report earlier, we will not distribute it until 30 days from its date. At that
time, we will send copies to interested congressional committees; the
Secretary of Defense; the Under Secretary of Defense, Comptrofler; the
Secretary of the Army; the Secretary of the Navy; the Secretary of the Air
Force; and the Director of the Defense Finance and Accounting Service. We
will make copies available to others upon request. In addition, the report
will be available at no charge on the GAO Web site at http://www.gao.gov.

Please contact Gregory D. Kutz at (202) 512-9505 or kutzg@gao.gov, John J.
Ryan at (202) 512-9587 or ryanj@gao.gov, or John V. Kelly at (202) 512-6926
or kellyj@gao.gov if you or your staffs have any questions concerning this

report. Major contributors to this report are acknowledged in appendix [IL

/%mp K&

Gregory D. Kutz
Director
Financial Management and Assurance

Rl C g

Robert J. Cramer
Managing Director
Office of Special Investigations
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Objectives, Scope, and Methodology

We audited the controls over the authorization and issuance of premium
class travel charged to the Department of Defense's (DOD) centrally billed
travel accounts during fiscal years 2001 and 2002. Our assessment covered
the following:

+ The extent to which DOD uses the centrally billed travel accounts to
purchase premium class travel,

* Testing a statistical sample of premium class transactions to assess the
imp} tation of key controls and processes for
authorizing and issuing premium class travel, including approval by an
authorized official and justification in accordance with regulations. We
also identified other selected transactions throughout the premium
class travel transactions to determine if indications existed of improper
transactions.

* DOD’s oversight and monitoring of the use of premium travel and key
elements of the control environment, including the (1) consistency of
premiuim class travel procedures among the services and (2) adequacy
of documentation to justify the additional cost of premium class travel.

Magnitude of Premium
Class Travel

To assess the magnitude of use of premium class travel, we obtained from
Bank of America a database of fiscal year 2001 and 2002 travel transactions
charged to DOD's centrally billed travel card accounts. We queried the
database to isolate those transactions specifically related to airline travel.
The airline industry uses certain fare and service codes to indicate the class
of service purchased and provided. The database contained transaction-
specific information, including the fare and service codes used to price the
tickets DOD purchased. We identified the fare basis codes that
corresponded to the issuance of first, business and coach class travel.
Using these codes, we selected all airline transactions that contained at
least one leg in which DOD paid for premium class travel accorarnodations.
We also used these data to identify the number of transactions in which
DOD purchased an entirely coach class ticket, but the transactions
contained at least one segment of the ticket that was upgraded to a
premium class accommodation.
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Evaluate Effectiveness of
Controls through Statistical
Sampling and Data Mining

We tested a statistical sample of premium class transactions to assess the
impl tation of key mar t controls and processes for approving
and issuing premium class travel, and used data mining for additional
examples of transactions that illustrate improper or questionable premium
class travel. The population from which we selected our transactions for
testing was the set of positive debit transactions for both first and business
class travel that were charged to DOD’s centraily billed travel accounts
during fiscal years 2001 and 2002. Because our objective was to test
controls over travel card expenses, we excluded credits and miscellaneous
debits (such as fees) that would not have been for ticket purchases from
the population of transactions.

We further limited the business class transactions to those costing more
than $750 because many intra-European flight business class tickets cost
less than $750 and the corresponding coach class tickets were not
appreciably less. By eliminating from our sample business class
transactions less than $750, we avoided the possibility of selecting a large
numaber of transactions in which the difference in cost was not significant
enough to raise concerns of the effectiveness of the internal controls. The
total number of transactions excluded was 15,887, costing approximately
$8 million. While we excluded business class transactions costing less than
$750, we (1) did not exclude all intra-European flights and (2) potentially
excluded nonauthorized business class flights. Limitations of the database
prevented a more precise methodology of excluding lower cost business
class tickets.

To test the implementation of key control activities over the issuance of
premium class travel transactions, we selected a stratified random
probability sample from the subset of centrally billed account transactions
containing at least one premium class leg and in which the business class
ticket cost more than $750. Specifically, we selected 15 first class
transactions from a population of 1,240 transactions, totaling about

$3 million, and 122 business class transactions from a population of about
51,000 transactions, totaling about $113 million. For each transaction
sampled, we requested that DOD provide us the travel order, travel
voucher, travel itinerary, and other related supporting documentation. We
used that information to test whether documentation existed that
demonstrated that DOD had adhered to key internal controls over
authorizing and justifying the premium class ticket. Based on the
information DOD provided, we assessed whether a valid official approved
the premium class travel and whether the premiur class travel was
justified in accordance with DOD regulations. The results of the samples of
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these control attributes can be projected to the population of transactions
at DOD only, not to individual services or locations,

Based on the sampled transactions, we also estimated the percentage of
premium class travel taken by civilian supervisors, managers, and
executives, or senior military officers. With this statistically valid
probability sample, each transaction in the population had a nonzero
probability of being included, and that probability could be computed for
any transaction. Each sample element was subsequently weighted in the
analysis to account statistically for all the transactions in the population,
including those that were not selected. Because we followed a probability
procedure based on random selections, our sample is only one of a large
number of samples that we might have drawn, Since each sample could
have provided different estimates, we express our confidence in the
precision of our particular sample's estimates as 95 percent confidence
intervals (e.g., plus or minus 7 percentage points). These are intervals that
would contain the actual population value for 95 percent of the samples we
could have drawn. As a result, we are 95 percent confident that each of the
confidence intervals in this report will include the true values in the study
population. All percentage estimates from the sample of premium class air
travel have sampling errors (confidence interval widths) of plus or minus
9 percentage points or less. Table 5 and table 6 summarize the population
of DOD airline travel transactions containing at least one premium class leg
charged to DOD's centrally billed accounts in fiscal years 2001 and 2002
and the subpopulation subjected to testing.

Table 5: Fiscal Years 2001 and 2002 DOD Premium Class Travel | i to {Dollars in Thousands)
Totai population of d j to pii
premium ciass {business class costing less  (first class and business class
transactions than $750) costing more than $750) Transactions tested
Class Transactions Dollars  Transactions Dollars  Transactions Doltars Transactions Dotlars
First 1,408 $2,969 - - 1,409 $2.969 15 $34
Business 66,681 120,878 15,887 $8,149 50,794 112,727 122 289
Total 68,080 $123,845 15,887 $8,149 52,203 $115,696 137 $323

Source GAQ analysis of Bank of Amarica data.
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Tabie 6: Fiscal Years 2001 and 2002 Premium Class Travel Charged to the Centrally Billed Accounts Adjusted for Coding Errors
{Doltars in Thousands)

Subjected to sampling

{first class and business class Subsequently determined Population adjusted for coding
costing more than $750) premium less than tirst class errors
Class Transactions Dollars  Transactions Dollars  Transactions Dollars
First 1,409 $2,969 {169) &71) 1,240 $2,898
Business 50,794 112,727 169 71 50,963 112,798
Total 52,203 $115,696 1Y 0 52,203 $115,696

Sourcs: GAQ analysis of Bank of America dsta.

In addition to our audit of 2 DOD-wide statistical sample of transactions,
we also selected other transactions identified by our data mining efforts for
audit. Our data mining identified individuals who frequently flew using first
or business class accommodations, frequent trips to one location, and trips
involving family travel. For data mining transactions, we also requested
that DOD provide us the travel order, travel voucher, travel itinerary, and
any other supporting docuraentation that could provide evidence that the
premium class travel was properly authorized and justified in accordance
with DOD policies. H the additional documentation provided indicated that
the transactions were proper and valid, we did not pursue further
documentation of those transactions. If the additional documentation was
not provided or if it indicated further issues related to the transactions, we
obtained and reviewed additional documentation or information about
these transactions.

Control Environment To assess the overall control environment for premium class travel, we
obtained an understanding of the travel process, including authorization of
premium class travel, by interviewing officials from the Department of the
Army, Department of the Navy, Department of the Air Force, and Defense
Finance and Accounting Service. We reviewed applicable policies and
procedures and program guidance that they provided. We visited two Army
units, three Navy units, three Air Force units, and two Marine Corps units
to gain an understanding of the travel process, including the management
of premium class travel. We used as our primary criteria applicable laws
and regulations, including GSAs Federal Travel Regulation and DOD’s
Joint Travel Regulations and Joint Federal Travel Regulations. We also
used as criteria our Standards for Internal Control in the Federal
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Government! and our Guide to Evaluating and Testing Controls Qver
Sensitive Payments.® To assess the management control environment, we
applied the fundamental concepts and standards in our internal control
standards to the practices followed by manageraent in the areas reviewed.

We did not audit the Defense Finance and Accounting Service’s centrally
billed travel card payment process. We also did not audit electronic data
processing controis used in processing centrally billed account
transactions. The sites reviewed received paper monthly bills containing
the charges for their purchases and used manual processes for much of the
period we audited, which reduced the importance of electronic data
processing controls.

We briefed DOD raanagers, including DOD officials in the Office of the
Under Secretary of Defense (Comptroller), the Defense Finance and
Accounting Service, and the Office of Inspector General; Army officials in
the Office of Deputy Chief of Staff for Logistics; Navy officials in the Office
of the Assistant Secretary of the Navy for Financial Management and
Comptrolier; Air Force officials in the Office of the Deputy Chief of Staff
for Instaliation and Logistics; and Marine Corps officials in the Office of
Deputy Chief of Staff for Installations and Logistics. On August 8, 2003, we
provided DOD officials with a draft of this report. We obtained oral
comments from DOD, Air Force, Army, Marine Corps, and Navy officials
representing the offices of the under secretaries of defense for Acquisitions
Technology and Logistics, Personnel and Readiness, and Comptroller on
September 10, 2003. We summarized those comments in the “Agency
Comments and our Evaluation” section, We conducted our audit work from
November 2002 through August 2003, in accordance with U.S. generally
accepted government auditing standards, and we performed our
investigative work in accordance with standards prescribed by the
President’s Council on Integrity and Efficiency.

‘GAC/AIMD-00-21.3.1.

*GAO/AFMD-8.1.2.
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Process to Obtain Premium Class Travel

The process for obtaining premium class travel begins when a DOD civilian
employee or member of the military or the employee’s supervisor
determines that he or she needs to travel and the traveler is notified to
initiate a travel request. If the traveler determines that he or she needs
premium class travel, the traveler submits the travel request, along with
Jjustification for premium travel, to his or her supervisor for approval. Once
the supervisor reviews the travel request, along with the required
supporting documentation, such as a doctor’s note supporting a specific
physical condition and the necessity for premium travel, it is forwarded to
the official who signs the order. For first class travel, the secretary within
the military service or a designee reviews the request and justification for
first class travel for consistency with DOD regulations. In the case of
premium class other than first class transportation, the local transportation
officer or other appropriate authority reviews the request and justification.

The order-signing official reviews the travel request and documentation
and determines if there is adequate support for the premium travel. If the
travel is properly supported and justified, then the premium class travel is
approved and the official signs the travel request to generate a trave] order.
1f adequate support does not exist for the class of travel requested, then the
request for premium travel is denied.

The travel order is issued, signed by the official, and delivered to the
government travel office (GTO),' or the commercial travel office (CTO)?
acting on behalf of the government. Either the GTO or CTO verifies the
existence of documentation and checks for an authorizing signature. The
CTO then issues the premium class ticket and charges the centrally billed
account, The CTO is not supposed to use the centrally billed account to
purchase a premium class ticket until the traveler or the official provides
the CTO with a signed travel order authorizing the premium class travel.
Figure 3 provides a graphic description of the process to obtain premium
class travel.

"The GTO is staffed by g pl who are i {o monitor the activities of
the commercial travel office.

*The CTO is staffed by employees of a company that has been contracted to serve as a travel
agency for DOD or the military service.
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Appendix IX
Process to Obtain Premium Class Travel

Figure 3: Standard Process to Obtain Premium Class Travel When Multiple Classes of Service Are Available

Start

i §

Traveler Traveter Secretary

Traveler completes travel is request for K& Secretary or designee
request and includes first class reviews request and
justitication for premium travel? docurmentation.
travel

i

Teaveler eier

e mrm——— Traveler has g :
Ol reviews request and | rovied Sdnesatel Teaveler is enied premium

documentation support for class class travel and starts
of trave] Process over.

Process complete

=

Secrelary . €10 0r GTO g ©T0 or GTO . cro

Teavel ordor is issued and “Approved travel order 15 | T TGTO or GTO varties TTO issuss premivm cass
Searetaryidesignes or oficia defiveradto GTO or CTO. o8] existence of documentation, 18] toket and charges
signs indicating approval, : and checks for signature, centraly billed accourt.

Source: GAD anaiysis af DOD data.
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Appendix I1I

GAO Contacts and Staff Acknowledgments

G AO Contacts John V. Kelly, (202) 512-6926
Tuyet-Quan Thai, (206) 287-4889

Acknowledgments Staff making key contributions to this report were Kris Braaten, Beverly
Burke, Francine DelVecchio, Lisa Hansen, Kenneth M. Hill, Aaron Holling,
Jeffrey Jacobson, Julie Matta, Karlin Richardson, John Ryan, Sidney H.
Schwartz, and Scott Wrightson.
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GAOQO’s Mission

The General Accounting Office, the audit, evaluation and investigative arm of
Congress, exists to support Congress in meeting its constitutional responsibilities
and to help improve the performance and accountability of the federal government
for the American people, GAO examines the use of public funds; evaluates federal
programs and policies; and provides analyses, recommendations, and other
assistance to help Congress make informed oversight, policy, and funding
decisions. GAO’s commitment to good governnent is reflected in its core values of
accountability, integrity, and reliability.

Obtaining Copies of
GAO Reports and
Testimony

The fastest and easiest way to obtain copies of GAO documents at no cost is
through the Internet. GAO's Web site (www.gao.gov) contains abstracts and full-
text files of current reports and testimony and an expanding archive of older
products. The Web site features a search engine to help you locate documents
using key words and phrases. You can print these documents in their entirety,
including charts and other graphics.

Each day, GAO issues a list of newly released reports, festimony, and
correspondence. GAQ posts this list, known as “Today’s Reports,” on its Web site
daily. The list contains links to the full-text document files. To have GAO e-mail this
list to you every afternoon, go to www.gao.gov and select “Subscribe to

e-mail alerts” under the "Order GAO Products” heading.

Order by Mail or Phone

The first copy of each printed report is free. Additional copies are $2 each, A check
or money order should be made out to the Superintendent of Documents. GAO
also accepts VISA and Mastercard. Orders for 100 or more copies mailed to a single
address are discounted 25 perceni. Orders should be sent to:

U.S. General Accounting Office

441 G Street NW, Room LM

Washington, D.C. 20548

To order by Phone:  Voice: (202) 512-6000
TDD: (202) 512-25637
Fax: {202) 512-6061

To Report Fraud,
Waste, and Abuse in
Federal Programs

Contact:

Web site: www.gao.gov/fraudnet/fraudnet. htm
E-mail: fraudnet@gao.gov
Automated answering system: (800) 424-5454 or (202) 512-7470

Public Affairs

Jeff Nelligan, Managing Director, NelliganJ@gao.gov (202) 512-4800
U.S. General Accounting Office, 441 G Street NW, Roor 7149
‘Washington, D.C. 20548

PRINTED ON (é% RECYCLED PAPER
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RESPONSES TO SUPPLEMENTAL QUESTIONS FOR THE RECORD
SUBMITTED TO
CHARLES S. ABELL
Principal Deputy Under Secretary of Defense for Personnel & Readiness
and
LAWRENCE J. LANZILLOTTA

Principal Deputy Under Secretary (Comptroller)
U. 8. Department of Defense

QUESTIONS SUBMITTED BY SENATOR NORM COLEMAN
Chairman, Permanent Subcommittee on Investigations:

1.

Within DOD, who has lead responsibility for implementing the recommendations in GAO’s
report, Travel Cards Internal Control Weaknesses at DOD Led to Improper Use of First
and Business Class Travel?

The Office of the Under Secretary of Defense (Personnel and Readiness) will
head the task force formed to review the use of first and business class travel.

What actions will DOD take to recover any inappropriate expenditures for first and
business class travel that were identified by GAO?

The Department will review the cases using Directives in place at the time of
travel and determine appropriate action. The DoD Task Force is currently
reviewing the GAO concerns and recommended actions with regard to
misuse of premium class travel to include inappropriate expenditures.

Will the DOD IG take lead responsibility for all travel-related audit requirements within
DOD?

The DoD IG will be part of the task force. The issue of audit requirements
will be reviewed as part of the task force.

What are the names, ranks and organizational affiliations of the members of the task
force?

The task force will begin meeting in December 2003. The task force overall
chair will be from the Office of the Under Secretary of Defense for Personnel
and Readiness. The director will be Colonel Virginia Penrod, Director of
Military Compensation, Personnel and Readiness with assistance from the
Per Diem Travel and Allowance Committee Director, Mr. Steve Westbrook.

Permanent Subcommittee on Investigations
EXHIBIT #4
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The task force will also include, but not necessarily be limited to, members
from the Comptroller’s Office (to include Defense Finance and Accounting),
Acquisitions, Technology and Logistics, the Inspector General’s office,
Washington Headquarters Services Director, Administration and
Management, and the Services.

5. What are the time frames for completion of the Task Force’s mission?

Our goal is to have the task force report completed by the end of March 2004.

6. What impediments exist to centralizing travel order approval authority for first and
business class airline accommodations at a single location for DOD officials at the SES level
or above?

The issue isn’t so much that there are impediments, but what is the
appropriate approval level to ensure individuals follow our policies, Wehave
no argument with the concept of changing the levels. Determining the right
authority is one of the objective of the task force.

7. Are contract travel offices (CTOs) required in their contracts to verify (1) that travel
orders are signed, (2) that they are not signed by the person seeking travel authorization,
and (3) that the travel order specifically states that first or business class airline
accommodations are authorized? Under what circumstances are CTOs liable to reimburse
the government for first or business class travel that was not properly authorized and/or
justified?

Each Service operates individual contract travel offices. Part of the Task
Force charter will be to review each Services procedure for issuing premium
class travel to include CTOs. The Joint Travel Regulation and Joint Federal
Travel Regulation has been strengthened to require justification for first or
business class travel in the travel order.

8. Do you agree or disagree with the following statement. The most effective way to prevent
future abuse of premium class travel is to recover the funds from the individual or
organization that was responsible for making the expenditure. If you disagree, please
identify the most effective way to prevent future abuse.

It would be premature to answer this question at this time. The Task Force
will review the abuses and determine the best method of prevention.
9. When do you expect to have the Defense Travel System (DTS) fully implemented?

All 11,000 sites are scheduled to be operational by the end of FY 2006.
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10. Will DOD retain ownership and control over DTS when it is fully developed? If no, are
there contractual provisions that will compensate DOD for the sale or use of DTS within
or outside of DOD? If yes, will DOD provide DTS to all current and future contract travel
offices?

Yes, the Government has unlimited perpetual rights to use DTS throughout
DoD. At the end of the contract, the Government will receive the software
source code for future competitions. When fully implemented, DTS will be
the single TDY travel system for DoD.

11. Will DOD procure eTravel through a sole source contract or competitive bidding? If DOD
plans to use a sole source contract, please provide a rationale and justification for this
approach? If there is more than one eTravel system available, will DOD competitively test
all systems to identify the system that is most effective, efficient and economical prior to
awarding a contract for such services?

No, DoD will not procure eTravel for TDY travel. The eTravel program is
GSA’s initiative to provide a standardized travel system to the non-DoD
government agencies. DTS and GSA meeting quarterly with OMB and have
identified common performance metrics that will enable the federal
government to gain efficiencies in travel management activities. The eTravel
program does not address the entitlements of the uniformed services,
financial system integration and DoD security requirements. GSA currently
has no plans to incorporate the additional functionality necessary to support
DoD requirements.

The two offices are also collaborating on the consolidation of travel data to
enable more extensive data mining activities.

12. Will the DTS incorporate automated checks of travel orders and vouchers to identify
potential fraud and misuse of travel cards?

DTS incorporates automated checks that require travelers to justify any
deviation from DoD travel policy. This justification must be reviewed and
approved by appropriate officials before the travel order or voucher can be
approved. Post payments audits are conducted and appropriate actions are
taken, as necessary, to correct deficiencies.

Travel card providers and the PMO-DTS are working together to determine
the detailed requirements and policy necessary to implement, control and
manage the activation/deactivation of travel cards based on the approval of
travel authorization.

&
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RESPONSES TO SUPPLEMENTAL QUESTIONS FOR THE RECORD
SUBMITTED TO
CHARLES S. ABELL
Principal Deputy Under Secretary of Defense for Personnel & Readiness
and
LAWRENCE J. LANZILLOTTA
Principal Deputy Under Secretary (Comptroller)
U. S. Department of Defense

QUESTIONS SUBMITTED BY SENATOR MARK PRYOR:

1.

What is DoD’s process for performing monitoring and oversight activities to ensure that
premium class travel is authorized in accordance with the appropriate regulations?

Agencies provide reports to GSA on all first class travel. The base level
travel office monitors local use and cost of premium class travel. The DoD
task force on premium class travel will review how to strengthen internal
controls of the overall travel program.

How are DoD travelers, supervisors / managers, and employees at the commercial travel
offices (CTO) informed of government-wide and DoD travel regulations concerning
premium class travel?

All Services and DoD agencies receive updates to the JTR/JFTR from the Per
Diem Travel And Transportation Allowance Committee (PDTATAC).
References are available on the PDTATAC website;
http://www.dtic.mil/perdien/. The Services and other government agencies
are responsible for disseminating this information. The Task Force will
review this overall process. AsItestified, we will develop a decision support
tool to help local travel offices ensure appropriate approval processes are
followed when premium travel is requested.

3. Please explain what a “blanket order™ is?

An order issued to a traveler who regularly and frequently makes trips away
from the permanent duty station within certain geographical limits for a
specific time period in performance of regularly assigned duties. The
“blanket order” is an efficient, money saving means to preclude processing
trip-by-trip order for personnel whose duties require extensive travel.

a. In what circumstances would DoD normally issue a blanket order?

For mission essential travel as described above. Blanket orders are typically
issued for 90 day periods and do not cover premium travel.
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b. Why does DoD Directive 4500.9, Transportation and Traffic Management, grant blanket
authority for high-ranking officials to use premium class travel when traveling overseas
on official government business?

A change to DoD Directive 4500.9 that removed all authorization or
reference to blanket authorization was issued 17 November 2003.
4. What measures is DoD taking to held individuals who abused these travel privileges

accountable for their actions?

The Department will review the cases using Directives in place at the time of
travel and determine appropriate action.

¢4
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Senate Comimnittee on Governmental Affairs
Hearing Date: November 6, 2003
Subject: DoD’s Improper Use of First and Business Class Airline Travel

(The information follows):

Defense Business Management Modernization

The Department of Defense has embarked upon an agency-wide effort to
transform its business processes and the information systems that support them.
The goals of the transformation effort, the Business Management Modernization
Program, include: creating a more agile and efficient business infrastructure,
providing managers with the best management information in the shortest time
possible, and affirming the quality of financial information by attaining
unqualified audit opinions. A key element of our transformation strategy is the
aggressive management, and reduction, of the Department’s extensive systems
portfolio. Specific examples of systems reduction that have, or will, occur
include:

— Defense Travel System (DTS) will replace approximately 40 travel,
and related financial management systems (or modules),

- Defense Integrated Human Resource Management Systern (DIHMRS)
will replace 88 human resource systems,

~ Attached is a list of 238 business systems that have been eliminated or
replaced since the beginning (approximately) of the Department’s
business transformation program.

Permanent Subcommittee on Investigations

EXHIBIT #5
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