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Fraud Cases Fell While Pentagon Contracts
Surged

Procurement Experts Say More Investigators Are Required

By Nick Schwellenbach | April 01, 2009

The number of defense contracting fraud and corruption cases sent by government investigators to
prosecutors dropped precipitously under the Bush administration, even as contracting by the Defense

Department almost doubled.
Defense contracting grew from about $200 billion in

ol Contract Fraud & Corruption fiscal year 1993 at the start of the Clinton
. ,"' - Immﬁﬂmﬂiﬁfﬁﬂﬁ e presidency to nearly $400 billion in FY 2008 at the
1 end of President George W. Bush’s administration
- ,'Ir I"u\ (1993 dollars adjusted for inflation to 2008 dollars).
] |I|II \‘n_\ But Defense Department investigators during the
|/ \ Bush administration sent 76 percent fewer
0 | ) .\';\ contracting fraud and corruption cases to the
s ki Justice Department for potential criminal
=1 \‘\_ prosecution than were referred under Clinton,
o] R B i according to Justice Department data analyzed by
THBITRAERRREIHEHABREEE]  the Centerfor Public Integrity.

number of Department of Defense referrals to the Justice
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less aggressive in helping to detect fraud,
Dupree said, because its personnel were
put in “integrated product teams” — in
other words, the auditors became part of
management. A July 2008 GAO report
found that DCAA’s independence had been
eroded because of its participation on
these teams. Last September, April G.
Stephenson, director of the DCAA, testified

Mandatedthat the agency has “ceased participation
by Congress in 2008, the eight-person Commission on Wartime Contracting

reviews reconstruction, security, and support contracts for Irag and
Afghanistan. to the GAO’s criticism.

in all” integrated product teams in response

In February and March, new guidelines were issued by DCAA headquarters that eliminated some barriers
for auditors to send investigators information about suspected fraud after it came to light that DCAA
managers were stifling some suspected fraud referrals. “You wipe out the investigators. And then you
decimate DCAA and then you make them part of the team,” Dupree said. “When you start adding it all up,

you find you don’t have anyone focusing on” what is happening to taxpayer money.

Beyond questions of the DCAA’s effectiveness, the agency has been cut out of auditing certain contracts
because of laws passed in the 1990s. These laws resulted in less information being available to the
government from contractors, “which in turn impacted the number of audit requests DCAA received from
contracting officers,” Pentagon spokesman James said. “Without cost or pricing data, DCAA is generally not

involved in auditing the prices,” he said.

Because the laws now require less of contractors, “fewer referrals can be made,” said Richard Loeb, an
adjunct professor of government contract law at the University of Baltimore. “My sense is that DCAA is doing

what it can, but the cupboard is bare.”

In addition, the acquisition workforce shrank greatly during the 1990s. This workforce includes contracting
specialists, engineers and quality assurance experts — the people who determine how well contractors are
performing. In fiscal year 1990, the DoD acquisition workforce, as defined by Congress, was 460,516. As of
fiscal year 2004, the number was 206,653.

The lack of oversight was particularly acute in Iraq, where for a time there were few auditors and

investigators minding the store.

“In the first year of the reconstruction experience in Iraq, weak or absent oversight permitted unscrupulous

individuals to commit fraud and other crimes,” according to a February report on Iraq reconstruction efforts.
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The report was issued by the Special Inspector General for Iraq Reconstruction, which was created to

monitor how funding from the U.S. is used in the reconstruction of Irag.

“This hard lesson underscores the need to ensure that future contingency operations include strong
oversight from their outset,” the report states, “so that U.S. taxpayers’ dollars are kept as safe as possible

from criminal abuse, and that when crimes do occur, the perpetrators are caught and brought to justice.”

Reforming the System
Against this troubled backdrop, there are several initiatives aimed at improving the government’s efforts to

ride herd on Pentagon contracting fraud and corruption. The Justice Department set up the National
Procurement Fraud Task Force in 2006 to “fight procurement fraud more effectively,” according to the

department’s website.

The Task Force was created in the wake of the Air Force’s
Darleen Druyun contracting fraud scandal, which led to the

largest defense fraud settlement in history, a bright spot in
defense fraud enforcement this decade. Once the number
two Air Force acquisition official, Druyun pleaded guilty in
2004 to one count of conspiracy for having negotiated a job
for herself at Boeing while offering the company preferential
treatment when she was still a government employee.

Notably, she helped to arrange a $30 billion refueling tanker

aircraft lease deal with Boeing, a deal that was eventually

scuttled. ‘
1
|

Once

Among the task force’s accomplishments, according to a the number two Air Force acquisition official,
Darleen Druyun was found to have negotiated a job
for herself at Boeing while offering the company
among government investigators, specialized training for preferential treatment when she was still a
government employee.

December 2008 progress report: improved coordination

agents and prosecutors on procurement fraud, and creation
of an operations center at a secure FBI facility to serve as a
clearinghouse for intelligence on fraud related to funding for

the wars in Iraq and Afghanistan.

But there’s an acknowledgment as well that more tools are
needed. The Task Force issued a set of legislative
recommendations in a white paper in 2008, obtained and

made public by the nonprofit Project On Government

Oversight. One set of their recommendations is for
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improvements in the government’s ability to detect

contracting fraud.

There are also some fresh efforts on Capitol Hill. The
congressionally-created Commission on Wartime Contracting
held its first public hearing in February 2009, at which several
government inspectors general testified about their
challenges in pursuing fraud. Clark Irwin, a spokesman for
the Commission, told the Center that the group plans to
examine the government’s work in combating fraud to

determine whether it has been sufficient to catch and deter

wrongdoing. The Commission’s preliminary findings will be . . . . Senatof
Claire McCaskill, a Missouri Democrat and a long-
described in an interim report this spring. In the Senate, time proponent of reducing government waste,
. . . . . chairs the Ad Hoc Subcommittee on Contractin
Missouri Democratic Sen. Claire McCaskill has been named Oversight 9

chair of a new subcommittee on government contracting.
Referring to the dropoff in Defense Department fraud referrals, McCaskill said in a Senate confirmation
hearing in January, “This defies common sense. We’ve had a massive explosion of procurement during the

conflict in Irag.”

At that January hearing, McCaskill asked Jeh C. Johnson, now the Defense Department general counsel,
about the drop off in cases. “Given the growth of procurement dollars, that a dramatic fall-off like that — I'm
an optimist in life, but | tend to doubt that it's because... there’s so far less procurement fraud out there,”
said Johnson. “This is obviously a very important area and | certainly would make that a priority.” According
to the Government Accountability Office, Johnson’s office plays a key role in implementing “policies relating

to prosecution of identified instances of fraud.”

President Obama has also made it clear he intends to keep a close eye on defense contracting. In a news
conference in March, as he announced a review of government contracting rules, Obama said “the days of
giving defense contractors a blank check are over... Far too often, the spending is plagued by massive cost

overruns, outright fraud, and the absence of oversight and accountability.”

Defense procurement veterans no doubt agreed with the new president’s assessment of the problem. But a

solution may require more cops on the beat.

Follow the Center on Twitter and Facebook.
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