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Mr. Chairman, thank you for the opportunity to share a few observations concerning the Defense Contract Audit Agency (DCAA).  I will focus on the concerns raised by the recent Government Accountability Office (GAO) report regarding DCAA.  

As Members of this Committee are aware, the Department of Defense has submitted a lengthy response to GAO’s recommendations.  We acknowledge the seriousness of GAO’s findings and concur with their recommendations with very few exceptions, some of which I will explain below.  Based on my review of DCAA and the GAO recommendations, I believe that DCAA, with assistance from DoD, needs to focus on three major issues:
· Improving the quality of audits, especially the approach to auditing contractor business systems.
· Assessing the number and types of audits performed by DCAA and whether all audits currently required by acquisition laws and regulations are appropriate.
· Assessing improvements in the process for resolving DCAA audit results to ensure the audit findings are fully considered during contracting officer deliberations.
DCAA has already begun to focus on these major issues and others. It is important to note that the audit assignments covered by GAO’s review were completed three to five years ago and that a series of corrective actions was undertaken beginning in late 2008. In her testimony, the DCAA Director will describe the actions that have already been completed and those that are even now being implemented.  The Committee should understand that it may take several years for the full benefit of these actions to be realized.

In addition, I would like the Members to know that the Office of the Under Secretary (Comptroller) has taken steps to improve oversight of DCAA operations, and we continue to monitor DCAA to ensure timely implementation of GAO’s recommendations.  
To assist with this monitoring, I established a DCAA Oversight Committee last March that provides my office with advice and recommendations concerning oversight of DCAA.  The committee is made up of the Auditors General of the Army, Navy, and Air Force; the Director of Defense Procurement and Acquisition Policy (DPAP); and the DoD Deputy General Counsel for Acquisition and Technology.  This senior group will assess DCAA’s activities and the actions taken to correct problems identified by GAO and others.  The oversight committee meets regularly, and I have met with them several times. I have also assigned a member of my senior staff to assist in these oversight efforts.
We have also taken steps to increase the resources available to DCAA:
· Between Fiscal Years 2001 and 2010, the budget for DCAA has increased from $331.6 million to $458.3 million, growth of 38.2 percent.  
· DCAA’s total staff will increase by 131 (or 3.2 percent) over this same period.  
· DCAA is considering whether increasing DCAA staff by 700 auditor positions by the end of FY 2011 is a high budgetary priority, to be paid by the Defense Acquisition Workforce Development Fund. 
We believe that -- by taking aggressive action, improving oversight, and increasing resources -- we can resolve the significant issues posed by the GAO report.  We will monitor progress to determine if further actions need to be taken.
In two areas, however, we take issue with GAO’s conclusions.  These are considerations that GAO offered to Congress.  
First, GAO suggested that Congress consider providing DCAA with independence similar to that of the Department’s Inspector General (IG).  We respectfully disagree.  We do not believe that the DCAA Director should be a Senate-confirmed position unless DCAA is independent of DoD.  Presidential appointment with Senate confirmation will inject an inappropriate political element into DCAA, and it will inevitably create lengthy periods when there would be no Director.  
Likewise, we oppose fixed terms for the DCAA Director.  If DCAA remains part of DoD, the Secretary of Defense must have the ability to choose an appropriate Director.  We also question the wisdom of an independent budget, which would prevent or limit our ability to move money into DCAA, as is occurring now with funding from the Defense Acquisition Workforce Development Fund.  Nor do we support mandatory public reporting, an additional burden on an agency that is already working hard to meet its many mission demands.
While we do not support IG-like independence, we are taking steps to strengthen DCAA’s independence internally by assessing improvements to the process used by contracting officials to resolve DCAA audit findings.  Under this process, for highly significant issues, DCAA may appeal to the Director of DPAP.  If DCAA disagrees with the DPAP decision, further appeal could be made to the Under Secretary (Acquisition, Technology, and Logistics) and to the Under Secretary of Defense (Comptroller), who would act together as a team.  We expect that appeals to the Under Secretary level would involve only the most important issues.

Secondly, GAO suggested that Congress require DCAA to report to the Deputy Secretary of Defense. DoD strongly disagrees with this recommendation.  The Deputy Secretary is the Chief Management Officer of one of the world’s largest organizations and backs up the Secretary in the wartime chain of command.  Adding direct oversight of an individual Defense agency would add unreasonably to his current responsibilities. Accordingly, at least until the issues related to GAO are resolved, we recommend that DCAA continue to report to the USD(C).

In sum, Mr. Chairman, we acknowledge that GAO has raised some serious issues.  We believe that we have begun taking the appropriate steps to resolve those issues and will monitor the situation to determine if additional steps are needed. 
Lastly, as we go forward it is also essential that we keep in mind the value of the services DCAA provides to DoD and other organizations.  I have spoken personally to the Director of DPAP – one of DCAA’s key customers – and he informed me that DCAA products are necessary and critical to the acquisition process.  The Wartime Commission on Contracting has made similar comments.  As we strive to resolve issues raised by GAO, we must be careful not to undermine the unique value of DCAA.
Mr. Chairman, thank you again for providing this opportunity for me to comment on the GAO findings.  I am convinced that working together we can ensure that the work of DCAA will continue to support the Department of Defense and the security of the United States.

