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MEMORANDUM FOR DIRECTOR, DEFENSE FINANCE AND ACCOUNTING
SERVICE

SUBJECT: Report on the DoD Garnishment Program (Report No. D-2007-114)

We are providing this report for review and comment. We considered
management comments on a draft of this report when preparing the final report.

DoD Directive 7650.3 requires that all recommendations be resolved promptly.
The Director, Defense Finance and Accounting Service Cleveland comments were
partially responsive. We request additional comments on Recommendations A.3., B.1.,
B.2.,B.5,B.7.,B.9, B.10, B.12., and B.13. by August 20, 2007. See the Finding
section for the deleted, renumbered, and revised recommendations.

If possible, please send management comments in electronic format (Adobe
Acrobat file only) to Audclev@dodig.mil, Copies of the management comments must
contain the actual signature of the authorizing official. We cannot accept the / Signed /
symbol in place of the actual signature. If you arrange to send classified comments
electronically, they must be sent over the SECRET Internet Protocol Router Network
(SIPRNET).

Questions should be directed to Mr. Kenneth B. VanHove at (216) 700-0074
ext. 245 or Mr. John C. Petrucci at (216) 706-0074 ext. 266. See Appendix D for the
report distribution. The team members are listed inside the back cover.

By direction of the Deputy Inspector General for Auditing:

I N B

Pay¥]. Granetto, CPA
Assistant [#spector General and Director
Defense Financial Aunditing Service
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DoD Garnishment Program

Executive Summary

Who Should Read This Report and Why? Office of the Under Secretary of Defense
(Comptroller)/Chief Financial Officer and Defense Finance and Accounting Service
representatives responsible for processing garnishments should read this report.
Additionally, Department of Defense, Department of Energy, and Department of Health
and Human Services employees who have their earnings garnished by the Defense
Finance and Accounting Service should read this report. This report discusses processing
garnishments from current and retired military DoD employees’ earnings.

Background. Active, reserve, and retired military and Federal civilian employees have
pay garnished to pay personal and commercial debts. A garnishment is a legal or
equitable procedure that requires an employer to withhold payment for employees’ debt.
Garnishments are initiated by court orders issued against employers. The Defense
Finance and Accounting Service Garnishment Operations, located in Cleveland, Ohio,
was the designated agency responsible for handling DoD garnishment services.
Additionally, the Defense Finance and Accounting Service Garnishment Operations
processes garnishments for the Department of Energy and the Department of Health and
Human Services employees. In June 2006, the Defense Finance and Accounting Service
started processing garnishments for the U.S. Environmental Protection Agency
employees.

During FY 2005, the Defense Finance and Accounting Service Garnishment Operations
processed 224,851 new or modified garnishment orders, resulting in monthly payments
of $50 million to $60 million. The Defense Finance and Accounting Service
Garnishment Operations employs attorneys and paralegals that process child support,
alimony, and commercial debt garnishments for all current and retired DoD employees,
plus court-ordered divisions of property from military retiree pay. The attorneys and
paralegals also process Chapter 13 bankruptcies for military retirees and active duty
Navy personnel.

Garnishment documentation, such as court orders and correspondence between the
Defense Finance and Accounting Service Garnishment Operations and garnishment-
related parties, is manually scanned or transmitted into the Imaging Garnishment System.
Defense Finance and Accounting Service Garnishment Operations paralegals review
court orders that establish garnishment amounts and percentages and enter garnishment
information into the Integrated Garnishment System. The Integrated Garnishment
System allows the paralegals to perform legal reviews, format legal processes into pay
request transactions, provide legal notification, and perform customer service functions.
The Integrated Garnishment System interfaces with the Defense Civilian Pay System,
Defense Joint Military Pay System-Active Component, the Defense Retiree and
Annuitant Pay System, and Non-Appropriated Fund Central Payroll System. These
systems use the Integrated Garnishment System information to calculate the garnishment



amount. When an employee’s earnings were not sufficient to satisfy the full garnishment
amount, disposable earnings were multiplied by a percentage to obtain the garnishment
amount. The Integrated Garnishment System does not interface with the Marine Corps,
Reserve/Guard, and Combat Related Special Compensation pay systems. These
garnishments are processed by the Defense Finance and Accounting Service Garnishment
Operations, which provides garnishment information to pay analysts.

Results. The Defense Finance and Accounting Service did not ensure that proper
amounts were garnished from current and retired DoD employees to pay debt obligations.
Specifically, during FY 2005, the Defense Finance and Accounting Service systems used
inaccurate information to calculate garnishment amounts for 162 of the 286 current and
retired DoD employees, the Integrated Garnishment System included unsupported
garnishment information for 4 of the 286 current and retired DoD employees. In
addition, the Integrated Garnishment System included inconsistent court order
information for multiple garnishment orders for 8 of the 286 current and retired DoD
employees. Additionally, the Defense Finance and Accounting Service Garnishment
Operations did not always provide written notification to employees or issue written
notification within 15 calendar days. Based on our statistical sample, DFAS improperly
garnished approximately $6.6 million from current and retired DoD employees’ earnings
during FY 2005. Additionally, the Defense Finance and Accounting Service could
garnish incorrect amounts from current and retired DoD employees’ present and future
earnings. The Defense Finance and Accounting Service should establish a formal
managers’ internal control program, establish and revise internal policies and procedures,
modify the Defense Finance and Accounting Service systems, and revise current and
retired DoD employees’ accounts with accurate information. See the Finding section for
the detailed recommendations. See Appendix B for the sample analysis and
interpretation.

Management Comments and Audit Response. The Director, Defense Finance and
Accounting Service Cleveland concurred with six recommendations, nonconcurred with
nine recommendations, and partially concurred with five recommendations. As a result
of management comments, we deleted, renumbered, and revised five draft
recommendations. The Director, Defense Finance and Accounting Service Cleveland
management comments were responsive to eight recommendations, nonresponsive to six
recommendations, and partially responsive to three recommendations. We request that
the Director, Defense Finance and Accounting Service Cleveland provide comments on
the final report by August 20, 2007. See the Finding section of the report and Appendix
C for a discussion of management comments and the Management Comments section of
the report for the complete text of the comments.
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Background

Active, reserve, and retired military and Federal civilian employees are garnished
to pay personal and commercial debts. A garnishment is a legal or equitable
procedure that requires an employer to withhold payment for employees’ debt.
Garnishments are initiated by court orders issued against employers.

Defense Finance and Accounting Service Garnishment Operations. In
October 1995, the Defense Finance and Accounting Service (DFAS) completed
the consolidation of five DFAS Pay Centers and over 300 individual payroll
offices into a single garnishment operations office. DFAS Garnishment
Operations, located in Cleveland, Ohio, was the designated agency responsible
for handling DoD garnishment services. DFAS Garnishment Operations employs
attorneys and paralegals that process child support, alimony, and commercial debt
garnishments for all current and retired DoD employees, plus court-ordered
divisions of property from military retired pay. They also process Chapter 13
bankruptcies of military retirees and active duty Navy personnel. Additionally,
DFAS Garnishment Operations processes garnishments for the Department of
Energy and the Department of Health and Human Services employees. In June
2006, DFAS started processing garnishments for the U.S. Environmental
Protection Agency employees. During FY 2005, DFAS Garnishment Operations
processed 224,851 new or modified garnishment orders, resulting in monthly
payments of $50 million to $60 million.

Garnishment Processing. In 2001, DFAS Garnishment Operations converted
from a paper file system to the Electronic Document Management System. The
Electronic Document Management System maintained garnishment support and
correspondence between DFAS Garnishment Operations and garnishment-related
partles In August 2005, the Electronic Document Management System was
rewritten to a web application, Imaging Garnishment System (IGARN).
Garnishment documentation? received by mail is manually scanned into IGARN,
while electronic garnishment documentation is transmitted directly into the
system. Paralegals review court orders in IGARN and enter garnishment
information into the Integrated Garnishment System (IGS). 1GS allows the
paralegal to perform legal reviews, format legal processes into pay request
transactions, provide legal notification, and perform customer service functions.
IGS interfaces with the Defense Civilian Pay System, Defense Joint Military Pay
System-Active Component,® Defense Retiree and Annuitant Pay System (DRAS),
and Non-Appropriated Fund Central Payroll System. These systems use IGS
information to calculate the garnishment amount. Once the pay processing period

! Garnishment-related parties include: current and retired DoD employees, attorneys, former spouses,
support agencies, and DFAS Pay Centers.

2 Garnishment documentation includes court orders and correspondence between DFAS Garnishment
Operations and garnishment-related parties. Garnishment correspondence includes telephone inquiries,
e-mails, letters, pay system correspondence, and interrogatory requests.

® The Defense Joint Military Pay System-Active Component interfaces with IGS through the Automated
Garnishment System. The Automated Garnishment System calculates disposable earnings and the
maximum garnishment amount.



has ended, the pay systems populate IGS with the calculated disposable earnings*
and actual garnlshment amounts. IGS does not interface with the Marine Corps,
Reserve/Guard,” and Combat Related Special Compensation pay systems. These
garnishments are processed by DFAS Garnishment Operations providing
garnishment information to pay analysts.

Garnishment Calculation. Court orders established garnishment amounts and
percentages. The court ordered percentage is the maximum garnishment
limitation that can be garnished under State or local law. When an employee’s
earnings were not sufficient to satisfy the fuII garnishment amount, disposable
earnings were multiplied by a percentage® to obtain the garnlshment amount.

Objectives

Our overall audit objective was to determine whether DFAS accurately garnished
the earnings of current and retired DoD employees to pay debt obligations. We
also reviewed the management control program as it related to the overall
objective. See Appendix A for a discussion of the scope and methodology.

Review of Internal Controls

DoD Directive 5010.38, “Management Control Program,” August 26, 1996, and
DoD Instruction 5010.40, “Management Control Program Procedures,”

August 28, 1996 requires DoD organizations to implement a comprehensive
system of management controls that provides reasonable assurance that programs
are operating as intended and to evaluate the adequacy of the controls.’

Scope of the Review of the Managers’ Internal Control Program. We
reviewed the adequacy of DFAS managers’ internal controls over processing
garnishments. Specifically, we reviewed DFAS Garnishment Operations user
access logs for changes in IGS, prepayment sampling transactions, phone
conversation logs with employees, and transactions reviewed by team
supervisors. We also reviewed the adequacy of management’s self-evaluation of
those controls.

Adequacy of Management Controls. We identified material management
control weaknesses for the garnishment process as defined by DoD Instruction

* Disposable earnings are the part of an individual’s total earnings remaining after deductions required by
law are withheld. Some of these deductions include Federal, state and local taxes, and social security.

® The Reserve/Guard uses the Pay Garnishment Bankruptcy Taxes System to calculate disposable earnings
and the garnishment amount.

® The percentage is the lesser of the Federal or court ordered maximum garnishment limitation.

" Our review of internal controls was done under the auspices of DoD Directive 5010.38, “Management
Control Program,” August 26, 1996, and DoD Instruction 5010.40, “Management Control Program
Procedures,” August 28, 1996. DoD Directive 5010.38 was canceled on April 3, 2006. DoD Instruction
5010.40, “Managers’ Internal Control Program Procedures,” was reissued on January 4, 2006.



5010.40. Specifically, a formalized managers’ internal control program was not
established by DFAS Garnishment Operations for FY 2005 to ensure: accurate
information was used to calculate garnishment amounts; court orders were
properly maintained; and garnishment orders were processed consistently. The
recommendations, if implemented, will correct the procedures for processing
garnishments. See the finding for further details on the internal control
weaknesses. A copy of the report will be provided to the senior official
responsible for management controls in DFAS.

Adequacy of Management’s Self-Evaluation. DFAS officials identified
garnishment process interface as an assessable unit and in our opinion, correctly
identified some risk areas associated with the garnishment process. The DFAS
Internal Review office conducted an assessment of garnishment processing and
reported material management control weaknesses with implementing the
Certifying Officers’ Legislation. Specifically, pre- and post-payment reviews
were not compliant with the stated requirements. Data input into IGS were not
reviewed prior to interfacing with pay systems, resulting in undetected errors and
irregularities. DFAS Garnishment Operations implemented a pre-payment
sampling plan for new cases and existing cases requiring adjustment to minimize
errors and the processing of fraudulent documents in IGS. We agree with DFAS
Internal Review that DFAS Garnishment Operations should conduct additional
reviews on data input into IGS; however, the pre-payment reviews will not ensure
the accuracy of previously existing cases not requiring adjustment.



Accuracy of Garnishments

DFAS did not ensure proper amounts were garnished from current and
retired DoD employees to pay debt obligations. Specifically, during
FY 2005:

e DFAS systems used inaccurate information to calculate
garnishment amounts for 162 of the 286 current and retired DoD
employees,

e IGS included unsupported garnishment information for
4 of the 286 current and retired DoD employees, and

e IGS included inconsistent court order information for multiple
garnishment orders for 8 of the 286 current and retired DoD
employees.

DFAS Garnishment Operations did not establish a formal managers’
internal control program for FY 2005 to ensure the accuracy of
garnishments. Based on our statistical sample, DFAS improperly
garnished approximately $6.6 million from current and retired DoD
employees’ earnings during FY 2005. Additionally, DFAS could garnish
incorrect amounts from current and retired DoD employees’ present and
future earnings. See Appendix B for the sample analysis and
interpretation.

Criteria for Garnishment Restrictions

United States Code. As stated in section 1673(b)(2), title 15, United States Code
(15 U.S.C. 1673(b)(2)), the maximum garnishment limitation for the support of a
person shall not exceed 60 percent, unless the employee is supporting another
spouse and/or dependent child, then it shall not exceed 50 percent. However, the
garnishment limitation of 50 and 60 percent can increase to 55 and 65 percent,
respectively, when arrearages® are 12 or more weeks.’

As stated in the Uniformed Services Former Spouses’ Protection Act (Former
Spouse Act), section 1408(e), title 10, United States Code (10 U.S.C. 1408(e)
the maximum garnishment limitation for the Former Spouse Act court orders
shall not exceed 50 percent. If the employee had a combination of support
order(s)*! and Former Spouse Act court order(s), the maximum garnishment

d

® Arrearages are past due support payments.
® Percentages apply to those garnishments that are ordered by a court.

19 Former Spouse Act court orders included child support, alimony, and/or the division of property
(including community property). A division of property is the payment of military retired pay to a former
spouse.

1 Support orders are income withholding orders sent to an individual’s employer for child or spousal
support.



limitation may not exceed 65 percent. Additionally, those orders should be
satisfied on a first-come, first-served basis.

Code of Federal Regulations. As stated in 5 Code of Federal Regulations
(C.F.R.) Section 581 (2006), the designated agent shall send a written notice to
the employee no later than 15 calendar days after being served with a court order.
In addition, the Consumer Credit Protection Act maximum garnishment
limitations are applied unless the State or local law provides a lesser maximum
garnishment limitation. The maximum garnishment limitation applies to the total
combined disposable earnings received by the employee. Furthermore, the
recipient may receive an additional 5 percent when arrearages of 12 or more
weeks appear on the court order. If the court order does not include arrearages of
12 or more weeks, the recipient can submit to DFAS a certified copy of the order
or other acceptable evidence establishing this fact.

Accuracy of Garnishment Information

DFAS did not ensure that proper amounts were garnished from current and retired
DoD employees to pay debt obligations. During FY 2005, DFAS systems used
inaccurate information to calculate garnishment amounts for 162 of the 286
current and retired DoD employees. Specifically, DFAS systems included
inaccurate garnishment amounts and limitations and disposable earnings
calculations. Additionally, IGS limitations existed for manual and multiple
system garnishment payments. Furthermore, IGS included improper order of
precedence for some orders.

Accuracy of Garnishment Amounts and Limitations. DFAS systems used
inaccurate amounts and limitations to calculate garnishments. Specifically, IGS
contained garnishment amounts that did not match the court-ordered amounts.
IGS also contained maximum garnishment limitations that did not follow

5 C.F.R. Section 581.402 (2006). The maximum garnishment limitations for
disposable earnings subject to garnishment to enforce any support order(s) are
specified in 5 C.F.R. Section 581.402 (2006). These maximum garnishment
limitations apply unless a lower maximum garnishment limitation is provided by
applicable state or local law. However, IGS did not always account for these
lower maximum garnishment limitations.

Accuracy of Disposable Earnings Calculations. DFAS systems used inaccurate
disposable earnings to calculate garnishment amounts. Specifically, the retired
military employees’ disposable earnings were inaccurately calculated after
receiving cost of living adjustments and did not include proper tax and survivor
benefit premium deductions. Military employees’ disposable earnings
computations did not include some miscellaneous debt deductions. Additionally,
military reservists’ disposable earnings computations did not include Thrift
Savings Plan contributions as a deduction. 1GS also included disposable earnings
amounts that could not be computed using DFAS methodologies.

IGS Limitations for Manual and Multiple System Payments. IGS limitations
exist for manual and multiple system garnishment payments. Specifically, IGS



did not contain the Defense Civilian Pay System, the Defense Joint Military Pay
System-Active Component, and DRAS manual payment information. For
example, DFAS Retired and Annuitant Pay*? deducted a garnishment from a
manual payment; however, IGS did not include the manual payment information.
Additionally, IGS did not include all Marine Corps, Reserve/Guard, and Combat
Related Special Compensation payment information.

IGS also included garnishment amounts for the same court order from multiple
pay systems. For example, an employee had a garnishment taken from the
Defense Joint Military Pay System-Active Component. During the same period,
the employee was also garnished from the Defense Civilian Pay System, resulting
in duplicate garnishment payments.

IGS Garnishment Order of Precedence. IGS included improper order of
precedence for some support orders and Former Spouse Act court order(s). The
garnishment service date established the order of precedence for processing.
However, DFAS Garnishment Operations entered service dates into IGS that were
not consistent with the order in which the court orders were received.

Supporting Documentation for Garnishments

IGS included unsupported garnishment information for 4 of the 286 current and
retired DoD employees. Specifically, IGARN did not include applicable court
orders justifying existing garnishments within IGS. For example, 1GS identified a
child support garnishment amount of $404.25. However, IGARN did not contain
a court order supporting the garnishment amount.

Consistency of IGS Information

IGS included inconsistent court order information for multiple garnishment orders
for 8 of the 286 current and retired DoD employees.'® Specifically, IGS included
combined amounts associated with multiple garnishment types into one
garnishment. For example, IGS included child support and alimony as a single
garnishment; however, in another example, the garnishments were separated. By
inconsistently establishing garnishments within IGS, DFAS Garnishment
Operations increased the likelihood of future errors.

12 DFAS Retired and Annuitant Pay provides contractor oversight responsibility of Lockheed Martin.
Lockheed Martin processes monthly payroll and pay-related services for military retirees and their
annuitants. Additionally, Lockheed Martin processes special compensation pay for combat-related
disabled military retirees.

3 Multiple garnishment orders occur when several garnishment types are included within a single court
order.



Adequacy of Garnishment Processing Reviews

DFAS Garnishment Operations did not establish a formal managers’ internal
control program for FY 2005 to ensure the accuracy of garnishments. However,
DFAS Garnishment Operations conducted periodic garnishment processing
reviews. Specifically, supervisors periodically reviewed one percent of new or
modified garnishment transactions entered into IGS. Additionally, supervisors
reviewed 100 percent of phone logs documenting telephone conversations
between paralegals and garnishment-related parties. Supervisors also reviewed
the user access log, which tracks changes made by the system administrator.
During FY 2005, DFAS Garnishment Operations’ supervisors reviewed
approximately 2,000 new or modified garnishment transactions and 11,781 phone
logs. A DFAS Garnishment Operations’ representative stated that they rely
primarily on notification from garnishment-related parties to identify garnishment
problems.

In July 2005, DFAS Garnishment Operations implemented a monthly
pre-payment sampling plan. Specifically, the pre-payment assessment reviewed
four percent of new and existing cases requiring adjustment. Pre-payment
reviews should reduce the potential for improper garnishments; however, the
reviews will not ensure the accuracy for existing cases not requiring adjustment.
Although DFAS Garnishment Operations conducted reviews, the reviews did not
identify improperly processed garnishment information, improperly maintained
court orders during transitions, and inconsistently processed court orders. DFAS
Garnishment Operations should establish a formal managers’ internal control
program that includes a review of cases not requiring adjustment to reduce the
number of improper garnishments.

Processing Court Ordered Garnishment Amounts and Limitations. DFAS
Garnishment Operations inaccurately processed garnishment amounts and
limitations. Specifically, DFAS Garnishment Operations did not update IGS
garnishment amounts after the reprogramming of pay systems, imgroperly
processed termination orders and multiple family support orders,** and incorrectly
entered court ordered garnishment amounts into IGS. DFAS Garnishment
Operations also improperly applied and established internal policies that were
inconsistent with 5 C.F.R. Section 581 (2006) when applying garnishment
limitations.

Updating IGS Garnishment Amounts. DFAS Garnishment Operations
did not update IGS with current garnishment amounts after pay systems
reprogramming. A DFAS Garnishment Operations representative stated that prior
to January 2001, DFAS pay systems could not compute the garnishment amount
using the garnishment limitation percentage within 1GS. Therefore, DFAS
Garnishment Operations calculated and entered the garnishment amount in 1GS.
As a result, DFAS garnished current and retired DoD employees’ earnings for the
same amount each month despite pay increases. In January 2001, DFAS updated
the pay systems to calculate the garnishment amount based on garnishment

¥ Multiple family support orders occur when several court orders for support of different families are
issued against the earnings of the same employee.



limitations. DFAS Garnishment Operations decided that it would be too time
consuming to review and update the court ordered amounts in IGS even though
converted garnishment cases are easily identified as “CON” within IGS. DFAS
Garnishment Operations stated that the receipt of amended court orders would
update the garnishment amounts in IGS. DFAS Garnishment Operations should
review and update these cases to ensure that current and retired military DoD
employees are accurately garnished.

Processing Termination Orders. DFAS Garnishment Operations
improperly processed termination orders. DFAS Garnishment Operations did not
process termination orders when the employee’s pay status was inactive in IGS.
DFAS Garnishment Operations, “Integrated Garnishment System Manual,” states
that IGS does not allow a paralegal to process a termination order if the
transaction status of the garnishment is inactive. The paralegal is required to
notify the appropriate system support specialist to terminate the garnishment.
However, DFAS Garnishment Operations did not process these termination
orders, and the garnishments continued.

Additionally, DFAS Garnishment Operations did not process termination orders
within 30 days. DFAS Garnishment Operations, “Paralegal/Customer Service
Reference and Training Manual,” December 1998, stated that termination orders
should be processed within 30 days. In one example, DFAS Garnishment
Operations terminated a garnishment 4 months after receipt of the termination
order. DFAS Garnishment Operations should provide training to ensure
appropriate and timely termination of court orders.

Processing Multiple Family Support Orders. DFAS Garnishment
Operations improperly processed multiple family support orders. DFAS
Garnishment Operations developed a worksheet to calculate allocation
percentages proportionate to the total garnishment amount of all support orders.
Although DFAS Garnishment Operations updated the garnishment amount within
IGS, they did not update allocation percentages upon receipt of amended support
orders. Therefore, garnishment amounts are no longer proportionately distributed
between multiple families. DFAS Garnishment Operations should update
allocation percentages within 1GS so overall garnishment amounts are
appropriately distributed between multiple families.

Entering Garnishment Amounts. DFAS Garnishment Operations
incorrectly entered court-ordered garnishment amounts into IGS. A DFAS
Garnishment Operations’ representative stated that court orders were entered in
error. They were unable to identify data entry errors because only one percent of
all new or modified garnishment cases were reviewed. DFAS Garnishment
Operations should review a greater percentage of garnishment cases, to include
unmodified cases, to reduce the number of improper garnishments.

Applying Maximum Garnishment Limitations. DFAS Garnishment
Operations improperly applied 5 C.F.R Section 581.402 (2006) when processing
court orders. As stated in 5 C.F.R. Section 581.402 (2006), the garnishment
amount is calculated using the lesser of the Federal, state, or local maximum
garnishment limitations. However, paralegals entered the incorrect garnishment
limitations in IGS because they inconsistently applied the lesser garnishment



limitation. For example, they applied the Federal maximum garnishment
limitation of 65 percent to calculate the garnishment amount, although the
maximum garnishment limitation from the court order was 50 percent. DFAS
Garnishment Operations should apply the lesser of the Federal or court-ordered
maximum garnishment limitation to reduce the number of inaccurate
garnishments.

DFAS Garnishment Operations established internal policies that were inconsistent
with Federal regulations. DFAS Garnishment Operations’ Policy Letter 2-9,
“Support Orders and Consumer Credit Protection Act Limits,” July 2002, directed
paralegals to process support orders with the additional 5 percent, even if the
“arrears are over 12 weeks” box was not marked. Federal regulations require that
court orders establish that arrearages are 12 or more weeks or that the head of the
government entity establish other acceptable evidence to garnish an additional

5 percent. However, DFAS Garnishment Operations did not define other
acceptable evidence required for establishing arrearages of 12 or more weeks.

Additionally, Policy Letter 2-9 directed paralegals to process orders identifying
only current support at a maximum of either 55 or 65 percent when those
percentages are stated on an order. A DFAS Garnishment Operations
representative stated that the paralegals assumed the current garnishment amount
included arrearages because the court order included the additional 5 percent.
However, 5 C.F.R. Section 581.402 (2006) requires that court orders be processed
at a maximum of either 50 or 60 percent when they include only current support.
DFAS Garnishment Operations should implement revised internal policy to
reduce the number of improper garnishments. Additionally, DFAS Garnishment
Operations should define other acceptable evidence for establishing arrearages of
12 or more weeks to support the 5 percent increase in the maximum garnishment
limitation.

Calculating Disposable Earnings. DFAS pay systems inaccurately calculated
disposable earnings. Specifically, DRAS, the Automated Garnishment System,
and the Pay Garnishment Bankruptcy Taxes System improperly computed some
current and retired military employees’ disposable earnings. During

January 2005, DRAS inconsistently applied the annual cost of living adjustment
when calculating disposable earnings. A DFAS Garnishment Operations
representative acknowledged this issue and previously requested that DFAS
Retired and Annuitant Pay correct DRAS; however, this issue remains
unresolved.

Additionally, DRAS inconsistently applied the lesser of the tax withholding or
authorization amount when calculating retired military employees’ disposable
earnings. DoD Financial Management Regulation 7000.14-R, volume 7B,
chapter 29, “Former Spouse Payment from Retired Pay,” July 2005 states that
retired employees’ disposable earnings should be calculated using the lesser of
the tax withholding or authorization amount. DFAS Garnishment Operations
reviewed retired employees’ Federal and state tax withholding amounts and
entered the tax authorization amount required to satisfy the retired employees’ tax
obligation. The reviews ensured that employees did not increase their tax
withholding amount with the intent of decreasing disposable earnings and the
garnishment amount. However, DRAS did not always use the lesser of these two



amounts and, in some cases, did not use either amount when calculating
disposable earnings. DRAS also improperly calculated some disposable earnings
without a survivor benefit premium deduction because the beneficiaries’ social
security numbers were improperly entered. DFAS should consistently apply the
annual cost of living adjustments, the lesser of the tax withholding or
authorization amount, and enter the proper beneficiary social security numbers to
reduce the number of improper garnishments.

The Automated Garnishment System and the Pay Garnishment Bankruptcy Taxes
System improperly computed some current military employees’ disposable
earnings. An Automated Garnishment System functional analyst stated that some
miscellaneous debts should be included as deductions within military employees’
disposable earnings calculations. Additionally, 5 C.F.R. Section 581.105 (2006)
stated that Thrift Savings Plan contributions should be included as a deduction
within military reservists’ disposable earnings calculations. However, the
systems did not include these items as deductions when calculating disposable
earnings. DFAS Military Pay also could not identify some disposable earnings
methodologies used to calculate amounts within IGS. DFAS should properly
include some miscellaneous debts and Thrift Savings Plan contributions as
deductions within disposable earnings calculations and consistently apply
disposable earnings methodologies to reduce the number of improper
garnishments.

IGS Capabilities for Manual and Multiple System Payments. IGS does not
interface with all DFAS pay systems. Specifically, DFAS did not establish an
electronic interface for manual payments or between 1GS and Marine Corps,
Reserve/Guard, and Combat Related Special Compensation pay systems. DFAS
management determined that system interfaces were not cost-effective to
implement. Additionally, IGS is not capable of consolidating garnishment
amounts received from multiple pay systems. Although IGS interfaces with some
pay systems, it separates each garnishment by pay system. DFAS Garnishment
Operations could not identify when employees had duplicate garnishments
deducted from their earnings. Additionally, DFAS Garnishment Operations did
not reconcile IGS information to compensate for system limitations. DFAS
Garnishment Operations should establish and implement reconciliation
procedures to identify potential garnishments that exceed court order limitations.

Modification of Garnishment Order of Precedence. DFAS Garnishment
Operations improperly modified the garnishment precedence order for several
retired DoD employees. At the former spouse’s request, DFAS Garnishment
Operations gave priority to community property orders by terminating and
reestablishing the garnishment with a new service date. According to a DFAS
Garnishment Operations representative, former spouses have the right to
terminate and restart the enforcement without obtaining new support orders.
Additionally, the representative stated that Former Spouse Act court orders
cannot collect arrearages; however, support orders allow the former spouse to
collect arrearages. By modifying the order of precedence, the former spouse may
receive the accumulated arrearages payments. However, the change in
garnishment precedence order without obtaining new support orders is not in
accordance with 10 U.S.C. 1408(e)(4)(A). According to

10 U.S.C. 1408(e)(4)(A), court orders should be satisfied on a first-come, first-
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served basis when retired military employees had combinations of support
order(s) and Former Spouse Act court order(s). DFAS Garnishment Operations
should provide training to ensure court orders are processed on a first-come, first-
served basis.

Maintaining Garnishment Documentation. DFAS Garnishment Operations did
not properly maintain court orders during system transitions. A DFAS
Garnishment Operations representative stated that some court orders were not
provided during the consolidation of the garnishment function into DFAS
Garnishment Operations. The representative also stated that the contractor may
not have scanned all court orders into IGARN when converting from a paper
system to an electronic imaging system. DFAS Garnishment Operations should
maintain garnishment documentation to support garnishments.

Processing Court Orders Consistently. DFAS Garnishment Operations did not
establish standard policies or procedures for processing multiple garnishments.
Specifically, the DFAS Garnishment Operations, “Paralegal/Customer Service
Reference and Training Manual,” December 1998, was silent on the processing of
multiple garnishments. Due to the lack of internal policy, paralegals
inconsistently processed multiple garnishment orders. DFAS Garnishment
Operations should establish policies and procedures for multiple garnishment
orders to consistently process multiple garnishment orders.

Garnishment Deductions

Based on our statistical sample, DFAS improperly garnished approximately $6.6
million from current and retired DoD employees’ earnings during FY 2005. In
addition, DFAS could garnish incorrect amounts from current and retired DoD
employees’ earnings during FY 2005 because DFAS Garnishment Operations did
not properly maintain supporting documentation. The potential also exists for
DFAS to garnish incorrect amounts from future earnings of current and retired
DoD employees because DFAS Garnishment Operations inconsistently processed
court orders. See Appendix B for the sample analysis and interpretation.

Management Comments on the Finding and Audit Response

Summaries of management comments on the finding and our audit response are in
Appendix C.
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Recommendations, Management Comments, and Audit
Response

Deleted, Renumbered, and Revised Recommendations. As a result of
management comments, we renumbered draft Recommendation A.2.a. to
Recommendation A.2. and deleted draft Recommendations A.2.b. and A.2.c. We
revised draft Recommendation A.3. by removing Family Servicemembers’ Group
Life Insurance as a required deduction for calculating disposable earnings. We
deleted draft Recommendation B.6.a., B.6.b., and B.6.c. and renumbered
Recommendation B.7. to Recommendation B.6. We also revised
Recommendation B.6. to ensure consistent processing of support orders, establish
arrearages of 12 or more weeks in order to increase the maximum garnishment
limitation, and define “other evidence acceptable” submitted for establishing
arrearages of 12 or more weeks. Additionally, we revised Recommendation B.12.
for the Assistant General Counsel for Garnishment Operations, Defense Finance
and Accounting Service to follow established court order retention policies and
procedures.

A. We recommend that the Director, Defense Finance and Accounting
Service:

1. Establish a formal managers’ internal control program for the
garnishment process in accordance with applicable management control
regulations.

Management Comments. The Director, Defense Finance and Accounting
Service Cleveland nonconcurred and stated that the Defense Finance and
Accounting Service Garnishment Operations currently has a comprehensive
management control program in place. It includes monthly reviews of assessable
units, an annual Statement of Assurance, Federal Managers’ Financial Integrity
Act quarterly reports, and a comprehensive series of pre- and post-payment
reviews.

Audit Response. Although the Director, Defense Finance and Accounting
Service Cleveland nonconcurred with Recommendation A.1., the comments are
responsive. A formal managers’ internal control program was not established for
FY 2005; however, a formal managers’ internal control program was in effect
during FY 2006. Action taken by the Assistant General Counsel of Garnishment
Operations, Defense Finance and Accounting Service to establish a formal
managers’ internal control program satisfies the recommendation. No further
comments are required.

2. Modify the Defense Retiree and Annuitant Pay System to ensure
proper application of annual cost of living adjustments and lesser of the tax
withholding or authorization amount when calculating disposable earnings.

Management Comments. The Director, Defense Finance and Accounting

Service Cleveland concurred and stated that corrective actions will be completed
by August 1, 2007.
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3. Modify the Automated Garnishment System disposable earnings
calculation to include some miscellaneous debts as deductions.

Management Comments. The Director, Defense Finance and Accounting
Service Cleveland nonconcurred and stated that not all miscellaneous debts are
authorized deductions. Authorized miscellaneous deductions are coded as “DS”
debts within the Defense Joint Military Pay System. The Director, Defense
Finance and Accounting Service Cleveland stated that the Defense Joint Military
Pay System is programmed correctly to use specified miscellaneous debts as
deductions when computing disposable pay.

Audit Response. The Director, Defense Finance and Accounting Service
Cleveland comments are nonresponsive. We identified examples when
miscellaneous debts coded as “DS” were not included as deductions when
calculating disposable earnings. We request that the Director, Defense Finance
and Accounting Service Cleveland reconsider her position and provide additional
comments on the final report.

4. Modify the Pay Garnishment Bankruptcy Taxes System disposable
earnings calculation to include Thrift Savings Plan contributions as a
deduction.

Management Comments. The Director, Defense Finance and Accounting
Service Cleveland concurred and stated that corrective actions will be completed
by April 1, 2008.

B. We recommend that the Assistant General Counsel for Garnishment
Operations, Defense Finance and Accounting Service:

1. Revise all 162 current and retired DoD employees’ accounts with
accurate information to calculate garnishment amounts. Additionally, notify
the current and retired DoD employees when an incorrect amount was
garnished by annotating their leave and earnings statement or by sending a
letter.

Management Comments. The Director, Defense Finance and Accounting
Service Cleveland nonconcurred and stated that the Assistant General Counsel of
Garnishment Operations, Defense Finance and Accounting Service does not agree
that 206 employees’ accounts contain inaccurate information for calculating
garnishment amounts.

Audit Response. The Director, Defense Finance and Accounting Service
Cleveland comments are nonresponsive. Although we modified our analysis and
the report based on management comments, 162 of the 206 accounts previously
identified still have inaccurate information that DFAS needs to correct. We
identified a number of issues that resulted in inaccurate information. Military pay
systems’ disposable earnings computations did not include some miscellaneous
debts and Thrift Savings Plan contributions as deductions. Additionally, DRAS
did not include proper tax and deductions for survivor benefit premiums. DRAS
also inaccurately calculated retired military employees’ disposable earnings after
members received cost of living adjustments. We also identified a number of
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other issues that resulted in improper garnishments from current and retired DoD
employees’ pay. DFAS Garnishment Operations paralegals did not update 1GS
garnishment amounts after pay systems reprogramming, did not properly process
terminations orders and multiple family support orders, and incorrectly entered
court-ordered garnishment amounts and limitations into IGS. We request that the
Director, Defense Finance and Accounting Service Cleveland reconsider her
position and provide additional comments on the final report.

2. Increase the monthly review of new garnishment cases and existing
cases requiring adjustment and establish a review process for garnishment
cases not requiring adjustments.

Management Comments. The Director, Defense Finance and Accounting
Service Cleveland concurred and stated that the Assistant General Counsel of
Garnishment Operations, Defense Finance and Accounting Service will work
with the Defense Finance and Accounting Service Internal Review to modify the
current random sampling process to include a review of cases that have not
required adjustment. Corrective actions will be completed by August 1, 2007.

Audit Response. Although the Director, Defense Finance and Accounting
Service Cleveland concurred with our recommendation, her comments were
partially responsive. The Director, Defense Finance and Accounting Service
Cleveland comments did not address increasing the monthly review of new
garnishment cases and existing cases that require adjustment. Therefore, we ask
that the Director, Defense Finance and Accounting Service Cleveland provide
additional comments on the final report.

3. Review all cases identified as “CON” within the Integrated
Garnishment System and update applicable garnishment information.

Management Comments. The Director, Defense Finance and Accounting
Service Cleveland concurred and stated that there are 38,000 converted accounts
that have not had a subsequent action posted on them since the conversion date.
The Assistant General Counsel of Garnishment Operations, Defense Finance and
Accounting Service will develop a plan to ensure that all conversion cases are
reviewed. Corrective actions will be completed by April 1, 2008.

4. Provide training to ensure appropriate and timely termination of
garnishments.

Management Comments. The Director, Defense Finance and Accounting
Service Cleveland concurred and stated that the Assistant General Counsel of
Garnishment Operations, Defense Finance and Accounting Service will increase
the frequency of paralegal remedial training and re-emphasize the importance of
processing all transactions within the required time limitations. Corrective
actions will be completed by August 1, 2007.

5. Review all multiple family support orders to update allocation
percentages within the Integrated Garnishment System.
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Management Comments. The Director, Defense Finance and Accounting
Service Cleveland partially concurred and stated that several instances were
identified in which the paralegal failed to follow the established allocation
procedures. The Director, Defense Finance and Accounting Service Cleveland
stated that additional training should correct the issue. Additionally, the Assistant
General Counsel of Garnishment Operations, Defense Finance and Accounting
Service agreed to increase the percentage of multiple family support order cases
reviewed by supervisors. Remedial training will be completed by August 1, 2007.

Audit Response. The Director, Defense Finance and Accounting Service
Cleveland comments are partially responsive. We recognize that the Assistant
General Counsel of Garnishment Operations, Defense Finance and Accounting
Service plans to increase reviews of multiple family support order cases;
however, increasing reviews will not ensure that existing multiple family support
orders are properly allocated within the Integrated Garnishment System.
Therefore, we request that the Assistant General Counsel of Garnishment
Operations, Defense Finance and Accounting Service review existing multiple
family support orders within the Integrated Garnishment System and update
allocation percentages as needed. We ask that the Director, Defense Finance and
Accounting Service Cleveland provide additional comments on the final report.

6. Revise and implement the Defense Finance and Accounting Service
Garnishment Operations Policy Letter 2-9, “Support Orders and Consumer
Credit Protection Act Limits,” July 2002 to:

a. Ensure consistent processing of support orders by applying
the lesser of the Federal or court ordered maximum garnishment limitation.

b. Establish that arrearages must be 12 or more weeks in
order to increase the maximum garnishment limitation by an additional
5 percent.

c. Define “other evidence acceptable” submitted for
establishing arrearages of 12 or more weeks.

Management Comments. The Director, Defense Finance and Accounting
Service Cleveland partially concurred. She stated that the Assistant General
Counsel of Garnishment Operations, Defense Finance and Accounting Service
will contact the Federal Office of Child Support Enforcement regarding the policy
that instructs paralegals to increase the maximum limitation for cases specifying
55 percent or 65 percent but indicating only current support on the court order.
According to the Director, Defense Finance and Accounting Service Cleveland,
this policy was instituted when a number of states began combining all ordered
amounts into one total without breaking out current and arrearage amounts. The
Assistant General Counsel of Garnishment Operations, Defense Finance and
Accounting Service will clarify the paragraph within Policy Letter 2-9 regarding
12 weeks of arrears and will define “other evidence acceptable” to ensure
consistent processing of court orders. Corrective actions will be completed by
August 1, 2007.
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Audit Response. Although the Director, Defense Finance and Accounting
Service Cleveland only partially concurred with our recommendations, the
comments are responsive. The Director, Defense Finance and Accounting
Service Cleveland agreed to revise Policy Letter 2-9 to further clarify the
processing of court orders. No further comments are required.

7. Coordinate with the Defense Finance and Accounting Service Pay
Operations to ensure that disposable earnings comply with Federal
regulations.

Management Comments. The Director, Defense Finance and Accounting
Service Cleveland partially concurred and stated that the pay systems, with the
exception of the Defense Joint Military Pay System-Reserve Component, are
programmed in accordance with laws and regulations. Corrective action
regarding the Defense Joint Military Pay System-Reserve Component will be
completed by April 1, 2008.

Audit Response. The Director, Defense Finance and Accounting Service
Cleveland comments are nonresponsive. We agree with the Director, Defense
Finance and Accounting Service Cleveland that disposable earnings issues exist
within the Defense Joint Military Pay System-Reserve Component. However,
additional disposable earnings issues remain within the Defense Joint Military
Pay System-Active Component and DRAS. Specifically, the Defense Joint
Military Pay System-Active Component disposable earnings computations did not
include some miscellaneous debt deductions. Additionally, DRAS inaccurately
calculated retired military employees’ disposable earnings after members received
cost of living adjustments and did not include proper tax and deductions for
survivor benefit premiums. We request that the Director, Defense Finance and
Accounting Service Cleveland reconsider her position and provide additional
comments on the final report.

8. Coordinate with the Defense Finance and Accounting Service
Retired and Annuitant Pay to ensure that survivor benefit premium
beneficiary social security numbers are correct.

Management Comments. The Director, Defense Finance and Accounting
Service Cleveland partially concurred. She stated that the Defense Finance and
Accounting Service Garnishment Operations and the Defense Finance and
Accounting Service Retired and Annuitant Pay will conduct periodic supervisory
reviews to ensure that Uniformed Services Former Spouses’ Protection Act
applicant information regarding survivor benefit premium beneficiary is accurate.
Additionally, the Defense Finance and Accounting Service Retired and Annuitant
Pay will issue an office-wide “Tip of the Day” to all personnel responsible for
processing such accounts on the importance of accurate survivor benefit premium
beneficiary information. Corrective action will be completed by August 1, 2007.

Audit Response. Although the Director, Defense Finance and Accounting
Service Cleveland only partially concurred with our recommendations, the
comments are responsive. The Director, Defense Finance and Accounting
Service Cleveland identified corrective actions to ensure that survivor benefit
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premium beneficiary social security numbers are correct. No further comments
are required.

9. Establish and implement reconciliation procedures to capture
manual and multiple system payments.

Management Comments. The Director, Defense Finance and Accounting
Service Cleveland nonconcurred and stated that pay systems keep payment
records, not the Integrated Garnishment System. Additionally, each pay system,
not the Defense Finance and Accounting Service Garnishment Operations, should
maintain records of offline payments.

Audit Response. The Director, Defense Finance and Accounting Service
Cleveland comments are nonresponsive. We recognize that the pay systems
should maintain payment records; however, the pay systems do not interface with
one another, and multiple system payment information is unavailable. Because
the Integrated Garnishment System captures payment information from multiple
pay systems, it is logical to establish reconciliation procedures involving the
Integrated Garnishment System. Establishing reconciliation procedures would
assist with paralegal reviews and enable DFAS Garnishment Operations to
identify duplicate garnishment payments that exceed court order limitations made
from multiple payment systems. We request that the Director, Defense Finance
and Accounting Service Cleveland reconsider her position and provide additional
comments on the final report.

10. Provide training to ensure support orders and Former Spouse Act
court orders are processed on a first-come, first-served basis.

Management Comments. The Director, Defense Finance and Accounting
Service Cleveland nonconcurred and stated that the cases identified involved
orders for support that is not being paid to a Child Support Enforcement Agency,
but, rather is being paid directly to the custodial parent. In these instances the
custodial parent is receiving both support and Former Spouse Act payments. The
Director, Defense Finance and Accounting Service Cleveland stated that the first-
come, first-served basis identified in the DoD Financial Management Regulation
7000.14-R, volume 7B, chapter 29, section 291105 is only applicable when
multiple claimants are involved and not applicable in the cases identified.

Audit Response. The Director, Defense Finance and Accounting Service
Cleveland comments are nonresponsive. The DoD Financial Management
Regulation 7000.14-R, volume 7B, chapter 29, section 291105 does not provide
that the first-come, first-served basis is only applicable when multiple claimants
are involved. Specifically, DoD Financial Management Regulation 7000.14-R,
volume 7B, chapter 29, section 291105 states that when several court orders are
served on a retiree’s retired pay, payments will be satisfied on a first-come, first-
served basis within the limitations. Additionally, 10 U.S.C. 1408(e)(4)(A), states
that court orders should be satisfied on a first-come, first-served basis when
retired military employees have combinations of support order(s) and Former
Spouse Act court order(s). We request that the Director, Defense Finance and
Accounting Service Cleveland reconsider her position and provide additional
comments on the final report.
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11. Contact garnishment-related parties to obtain court orders
missing from the Imaging Garnishment System.

Management Comments. The Director, Defense Finance and Accounting
Service Cleveland concurred. She stated that the Assistant General Counsel of
Garnishment Operations, Defense Finance and Accounting Service will contact
the recipients of payments for cases identified in which the Imaging Garnishment
System does not contain court orders authorizing payments. Corrective actions
will be completed by August 1, 2007.

12. Follow established court order retention policies and procedures
to ensure retention of court order documentation.

Management Comments. The Director, Defense Finance and Accounting
Service Cleveland nonconcurred and stated that retention policies were in place
prior to our review. Additionally, the Director, Defense Finance and Accounting
Service Cleveland provided a listing of the retention requirements for different
types of legal documents.

Audit Response. The Director, Defense Finance and Accounting Service
Cleveland comments are partially responsive. Although policies were in place,
we identified instances in which documents were not retained for the required
time period. We request that the Director, Defense Finance and Accounting
Service Cleveland reconsider her position and provide additional comments on
the final report.

13. Establish policies and procedures for multiple garnishment
orders to ensure consistent processing.

Management Comments. The Director, Defense Finance and Accounting
Service Cleveland nonconcurred and stated that the Defense Finance and
Accounting Service Garnishment Operations have policies and procedures in
place to ensure consistent garnishment processing.

Audit Response. The Director, Defense Finance and Accounting Service
Cleveland comments are nonresponsive. We recognize that the Assistant General
Counsel of Garnishment Operations, Defense Finance and Accounting Service
has allocation procedures for processing multiple family support orders.
However, the allocation procedures do not ensure consistent processing of
multiple garnishment orders because only one claimant is involved with multiple
garnishment orders. We request that the Director, Defense Finance and
Accounting Service Cleveland reconsider her position and provide additional
comments on the final report.

Other Matters of Interest

Written Notification to Employees. DFAS Garnishment Operations did not
always notify current and retired DoD employees when a legal process was
served. They are required to provide written notification to the employee within
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15 calendar days that the designated agent has been served with a legal process.
However, DFAS Garnishment Operations did not always provide written
notification to employees or issue written notification within 15 calendar days.
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Appendix A. Scope and Methodology

We conducted this performance audit from July 2005 through December 2006 in
accordance with generally accepted government auditing standards. Those
standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. We believe that the evidence obtained
provides a reasonable basis for our findings and conclusions based on our audit
objectives.

To review the DoD garnishment program, we evaluated the DFAS process of
garnishing earnings of current and retired DoD employees to pay debt obligations.
We limited our review to court-ordered garnishments. During FY 2005, IGS
included a universe of 249,085 current and retired DoD employees (excluding
September 2005). We used a statistical sample of 293 social security numbers for
current and retired DoD employees to determine whether DFAS accurately
garnished earnings. See Appendix B for the statistical sampling plan. We
reviewed garnishment and pay documentation for 286 current and retired DoD
employees because 7 employees did not receive pay during FY 2005. The sample
reviewed contained 664 garnishments. Additionally, we contacted representatives
from the Office of the Under Secretary of Defense (Comptroller)/Chief Financial
Officer, DFAS Garnishment Operations, DFAS Pay Centers, and Lockheed
Martin.

We performed the following to accomplish the audit objectives.

e We contacted the Office of the Under Secretary of Defense
(Comptroller)/Chief Financial Officer to determine their involvement with
the DoD Garnishment Program.

e We met with DFAS Garnishment Operations to request system access,
obtain a universe of transactions, and gain an understanding of the
garnishment process. We extracted court order files from IGARN and
compared them to information within the IGS. Additionally, we compared
IGS information to pay system documentation and determined whether
garnishment limitations conformed to applicable Federal and DoD
regulations. We met with DFAS Garnishment Operations to clarify any
unresolved issues and discussed their oversight procedures.

e We contacted DFAS Pay Centers (Civilian, Military (Active and Reserve),
and Retired and Annuitant) and Lockheed Martin to obtain FY 2005
payment documentation. We used the payment documentation to
recalculate disposable earnings and to identify actual garnishment
amounts withheld. We compared calculated disposable earnings and
garnishment amounts from payment documentation to amounts identified
within IGS.

Use of Computer-Processed Data. We did not evaluate the general and

application controls of DFAS Garnishment Operations and pay operations
systems, although we did rely on data produced by those systems to conduct the
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audit. For the Defense Civilian Pay System and DRAS, we relied on the general
and application control tests conducted by other auditors. Additionally, we
determined data reliability by comparing the court order files to system
information and recalculating disposable earnings to determine accurate
garnishment amounts. As discussed within this report, we identified inaccuracies
with the data from the garnishment systems. Although we did not evaluate
additional controls, it did not affect the results of the audit.

Use of Technical Assistance. An Operations Research Analyst of the
Quantitative Methods Division of the Department of Defense Office of Inspector
General assisted with the project sample selection and projection of results. The
Data Mining Division of the Department of Defense Office of Inspector General
coordinated with the Defense Manpower Data Center to ensure the validity of
current and retired DoD employees and garnishment recipients within our sample.
In addition, the Office of Legal Counsel of the Department of Defense Office of
the Inspector General provided legal support regarding interpretation of
applicable regulations.

Government Accountability Office High-Risk Area. The Government
Accountability Office has identified several high-risk areas in DoD. This report
provides coverage of the DoD Financial Management high-risk area.

Prior Coverage

No prior coverage has been conducted on garnishments during the last 5 years.
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Appendix B. Statistical Sample

Population. DFAS Garnishment Operations provided us with 348,830
transactions processed during FY 2005. These transactions were associated with
249,085 unique social security numbers.

Sample Plan. We weighted each of the 249,085 social security numbers based
on the assigned number of garnishments and divided the population into four
strata. The Quantitative Methods Division of the Department of Defense Office
of Inspector General selected records within each stratum using a simple random
sample (without replacement), and determined the sample size for each stratum
based on calculations, what-if analyses, and professional judgment. The
Quantitative Methods Division drew the sample using the random sampling
capabilities of SAS version 9.1. Table B-1 discusses the statistical sampling plan.

Table B-1. Statistical Sampling Plan
Stratum Garnishments Population Sample
1 4/5 33 33
2 3 426 100
3 2 11,329 80
4 1 237,297 80
Total 249,085 293

Analysis and Interpretation. Through an analysis of each social security
number contained in the sample, we identified errors totaling $88,543 (absolute
value). By projecting the error amount across the population, the Quantitative
Methods Division calculated an error amount between $3.25 million and $9.95
million at a 95 percent confidence level with a point estimate of $6.60 million.
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Appendix C. Management Comments on the
Finding and Audit Response

1. Review of Internal Controls

Management Comments. The Director, DFAS Cleveland stated that DFAS
Garnishment Operations currently has a comprehensive management control
program in place that includes monthly reviews of assessable units, an annual
statement of assurance, Federal Managers’ Financial Integrity Act quarterly
reports, and a comprehensive series of pre- and post-payment reviews.

Audit Response. During FY 2005, DFAS Garnishment Operations did not have
a formal managers’ internal control program in place for the garnishment process.
However, we do recognize that DFAS Garnishment Operations had a formal
managers’ internal control program in effect during FY 2006.

2. Accuracy of Garnishments

Management Comments. The Director, DFAS Cleveland stated that disposable
pay calculations are accurate for all pay systems with the exception of the
Defense Joint Military Pay System-Reserve Component. The reserve pay system
is not programmed to use the Thrift Savings Plan contribution as an authorized
deduction when computing garnishment disposable pay.

Audit Response. The Director, DFAS Cleveland acknowledged that the Defense
Joint Military Pay System-Reserve Component is incorrectly calculating
garnishment disposable earnings; however, we also identified disposable earnings
issues within the Defense Joint Military Pay System-Active Component and
DRAS. Specifically, we identified that military employees’ disposable earnings
computations did not include some miscellaneous debt deductions. Additionally,
retired military employees’ disposable earnings were inaccurately calculated after
receiving cost of living adjustments and did not include proper tax and survivor
benefit premium deductions. We also identified a number of other issues within
the report that caused improper garnishments from current and retired DoD
employees.

2a. Accuracy of Garnishment Information

Management Comments. The Director, DFAS Cleveland stated that disposable
pay calculations are accurate for all pay systems with the exception of the
Defense Joint Military Pay System-Reserve Component. The Director, DFAS
Cleveland stated that although the auditors identified cases where incorrect
amounts and percentage limitations were used, these were human errors that
resulted when paralegals input cases into the Integrated Garnishment System.

Audit Response. We agree with the Director, DFAS Cleveland that the Defense
Joint Military Pay System-Reserve Component is incorrectly calculating
garnishment disposable earnings; however, we also identified disposable earnings
issues within the Defense Joint Military Pay System-Active Component and
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DRAS. The Director, DFAS Cleveland agreed that DFAS systems used
inaccurate information to calculate garnishment amounts. Specifically, the
Director, DFAS Cleveland acknowledged that systems included incorrect
garnishment amounts and limitations as a result of paralegal data entry errors.

Management Comments. The Director, DFAS Cleveland stated that pay
systems are the official record of any payments made, not the IGS. Additionally,
IGS does not reconcile garnishment payments from the same individual’s pay that
is being made from different pay systems. However, the information on each
individual garnishment is contained in IGS and there is no reason to reconcile the
payments being made from different pay systems.

Audit Response. We recognize that it is the responsibility of the pay systems to
maintain the official record of payment; however, the pay systems do not
interface with one another, and multiple system payment information is
unavailable. Because IGS captures multiple system payment information, it is
logical to establish reconciliation procedures involving IGS. Establishing
reconciliation procedures would assist with paralegal reviews and enable DFAS
Garnishment Operations to identify duplicate garnishment payments that exceed
court order limitations made from multiple systems.

Management Comments. The Director, DFAS Cleveland stated that any
improper order of precedence for cases with multiple orders would be due to input
error and not due to any system errors or improper programming.

Audit Response. The audit team did not attest that improper order of precedence
was due to system errors or improper programming. During our review, we
identified that the improper order of precedence was due to DFAS Garnishment
Operations modifying the garnishment precedence order.

2b. Accuracy of Garnishment Amounts and Limitations

Management Comments. The Director, DFAS Cleveland stated that there are
instances when it is appropriate to include amounts and limitations that differ
from amounts and limitations contained within support orders. Specifically, it
would be appropriate when payments are required to be allocated among multiple
court orders or when a member has deductions occurring from multiple pay
systems.

Audit Response. We agree with the Director, DFAS Cleveland that there are
instances when it would be appropriate for amounts and limitations to differ;
however, we identified a number of other issues that attributed to DFAS systems
using inaccurate amounts and limitations to calculate garnishments. Specifically,
we identified that IGS garnishment amounts were not updated after the
reprogramming of pay systems, terminations orders and multiple family support
orders were improperly processed, and court ordered garnishment amounts and
limitations were incorrectly entered into IGS by DFAS Garnishment Operations
paralegals. The Director, DFAS Cleveland recognized in her comments on
Recommendation B.3., Recommendation B.4., Recommendation B.5., and
Section 2a of Appendix C that these issues existed.
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2c¢. Accuracy of Disposable Earnings Calculations

Management Comments. The Director, DFAS Cleveland stated that the DRAS
disposable earnings calculation issue regarding cost of living adjustments was
identified and would be permanently fixed for the December 2006 update.

Audit Response. The Director, DFAS Cleveland recognized this issue and will
implement corrective action by August 1, 2007.

2¢ (1). Accuracy of Disposable Earnings Calculations — Survivor Benefit
Premiums

Management Comments. The Director, DFAS Cleveland stated that survivor
benefit premium deductions are calculated correctly. However, confusion arises
when the incorrect social security number of the former spouse does not match up
when the system performs the match even though it is the correct spouse. This
could result in the disposable pay not considering the survivor benefit premium
deduction and result in a small overpayment to the former spouse.

Audit Response. The audit team did not attest to the accuracy of the calculation
for the survivor benefit premium deduction. During our review, we identified that
the retired military employees’ disposable earnings did not include proper
survivor benefit premium deductions because the beneficiaries’ social security
numbers were improperly entered.

2d (1). IGS Limitations for Manual and Multiple System Payments

Management Comments. The Director, DFAS Cleveland stated that pay
systems are the official record of any payments made. Additionally, there is no
history of offline payments within IGS and there is no need for IGS to contain this
history because the pay systems hold the history for these payments.

Audit Response. We recognize that it is the responsibility of the pay systems to
maintain the official record of payment; however, the pay systems do not
interface with one another, and multiple system payment information is
unavailable. Because IGS captures multiple system payments, it is logical to
establish reconciliation procedures involving IGS. Establishing reconciliation
procedures would assist with paralegal reviews and enable DFAS Garnishment
Operations to identify duplicate garnishment payments that exceed court order
limitations made from multiple systems.

2e. IGS Garnishment Order of Precedence

Management Comments. The Director, DFAS Cleveland stated that

10 U.S.C. 1408(e)(4)(A) requires that the first document received takes priority
when DFAS is served with an application under the Former Spouse Act and
subsequently receives a garnishment action under 42 U.S.C. 659. The actual
service date (the date that the order was date-stamped by the scanner when it was
imaged into the IGARN) is used when processing orders within IGS.
Additionally, there are instances when IGS contains service dates different than
the actual date the court order was served to DFAS. However, as a long as the
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service dates entered establish the correct withholdings priority, the function of
the service date is met.

Audit Response. We agree with the Director, DFAS Cleveland that court orders
should be satisfied on a first-come, first-served basis when retired military
employees had combinations of support order(s) and Former Spouse Act court
order(s). However, we identified cases in which the order of precedence was
modified by the paralegal, thus, changing the withholding priority.

4. Consistency of IGS Information

Management Comments. The Director, DFAS Cleveland stated that it can be
proper to combine ordered amounts, rather than separating them, depending on
the circumstances involved in a particular case.

Audit Response. We recognize that depending on the circumstances, it can be
proper to combine ordered amounts rather than separating them. However, we
identified instances when paralegals processed similar orders differently.

5. Adequacy of Garnishment Processing Reviews

Management Comments. The Director, DFAS Cleveland stated that DFAS
Garnishment Operations has a comprehensive management control program in
place.

Audit Response. During FY 2005, DFAS Garnishment Operations did not have
a formal managers’ internal control program in place for the garnishment process.
However, we do recognize that DFAS Garnishment Operations had a formal
managers’ internal control program in effect during FY 2006.

5a. Processing Court Ordered Garnishment Amounts and Limitations

Management Comments. The Director, DFAS Cleveland stated that while no
process involving manual input can be 100 percent accurate, the systems, policies,
procedures, and management internal controls that are in place ensure that nearly
all cases are entered correctly in the pay systems the first time. Additionally, the
automated programming in IGS and the computations performed within the pay
systems ensure that the proper amounts and limitations are being applied in
accordance with the law and regulations.

Audit Response. During the audit, we identified a number of issues that we
attributed to DFAS Garnishment Operations inaccurately processing garnishment
amounts and limitations. The Director, DFAS Cleveland recognized that IGS
garnishment amounts were not updated after the reprogramming of pay systems,
terminations orders and multiple family support orders were improperly
processed, and court-ordered garnishment amounts and limitations were
incorrectly entered into IGS by DFAS Garnishment Operations paralegals.
Additionally, she recognized that the Defense Joint Military Pay System-Reserve
Component was improperly programmed to not include Thrift Savings Plan
contributions as a deduction and that DRAS inaccurately calculated some retired
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military employees’ disposable earnings after receiving cost of living adjustments
and did not include proper tax deductions.

Management Comments. The Director, DFAS Cleveland stated that the various
DFAS pay systems are updated on a continual basis through system releases.
Additionally, the IGS system was updated after the DRAS re-programming and
conversion several years ago. In addition to updating the 1GS system, DFAS
Garnishment Operations performed a series of manual “clean-up” of cases that
might have been affected by the system changes.

Audit Response. During the audit, we identified that DFAS Garnishment
Operations did not update 1GS with current garnishment amounts after pay
systems reprogramming. The Director, DFAS Cleveland recognized this issue
and stated that it will be completed by April 1, 2008.

Management Comments. The Director, DFAS Cleveland stated that their
internal policies are consistent with 5 C.F.R. Section 581 (2006).

Audit Response. The Director, DFAS Cleveland recognized the need to clarify
the paragraph within Policy Letter 2-9 regarding 12 weeks in arrears and will
define “other evidence acceptable” to ensure consistent processing of court
orders.

5e. Entering Garnishment Amounts

Management Comments. The Director, DFAS Cleveland stated that the 1G
team reviewed a number of cases where paralegals had entered improper
garnishment amounts in IGS. However, she disagrees that DFAS Garnishment
Operations should increase the percentage of cases reviewed because they
conduct reviews. Increasing the percentage of garnishment cases reviewed to
include cases where no current transaction has taken place is not reasonably
achievable.

Audit Response. Although DFAS Garnishment Operations conducted reviews,
the reviews did not identify improperly processed garnishment information.
Increasing the percentage of garnishment cases reviewed would reduce the
number of improper garnishments. The Director, DFAS Cleveland agreed that
the Assistant General Counsel of Garnishment Operations, DFAS will work with
the DFAS Internal Review to modify the current random sampling process to
include a review of cases that have not required adjustment.

5f (2) and 5f (3). Applying Maximum Garnishment Limitations

Management Comments. The Director, DFAS Cleveland stated that they will
process an order up to the applicable Consumer Credit Protection Act percentage
unless the order contains a lower percentage. Additionally, they consider the
greater percentage in the order to be “other evidence acceptable” required by the
regulation. Furthermore, the percentage on the order is a better indication of
whether the arrears are over 12 weeks rather than the block being checked.
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Audit Response. The Director, DFAS Cleveland agreed to process support
orders by applying the lesser of the Federal or court-ordered maximum
garnishment limitation and recognized the need to clarify Policy Letter 2-9
regarding 12 weeks in arrears and will define “other evidence acceptable” to
ensure consistent processing of court orders.

5h (3). Calculating Disposable Earnings — Considering SBP Premiums

Management Comments. The Director, DFAS Cleveland stated that survivor
benefit premium deductions are calculated correctly. However, confusion arises
when the incorrect social security number of the former spouse does not match up
when the system performs the match even though it is the correct spouse.
According to the Director, DFAS Cleveland, this could result in the disposable
pay not considering the survivor benefit premium deduction and result in a small
overpayment to the former spouse.

Audit Response. The audit team did not attest to the accuracy of the calculation
for the survivor benefit premium deduction. During our review, we identified that
the retired military employees’ disposable earnings did not include proper
survivor benefit premium deductions because the beneficiaries’ social security
numbers were improperly entered.

5h (5). Calculating Disposable Earnings — Automated Garnishment System
and Pay Garnishment Bankruptcy Taxes System

Management Comments. The Director, DFAS Cleveland stated that the
Automated Garnishment System is properly computing disposable pay in
accordance with laws and regulations. However, the Pay Garnishment
Bankruptcy Taxes System is not computing disposable earnings using the Thrift
Savings Plan as an authorized deduction. The Director, DFAS Cleveland stated
that they are addressing this issue with the systems manager.

Audit Response. We agree with the Director, DFAS Cleveland that the Pay
Garnishment Bankruptcy Taxes System is not computing disposable earnings
using the Thrift Savings Plan as an authorized deduction. We also identified that
the Automated Garnishment System is not properly computing disposable pay in
accordance with laws and regulations. The authorized miscellaneous deductions
are coded as “DS” debts. We identified examples when miscellaneous debts
coded as “DS” were not included as deductions when calculating military
employees’ disposable earnings calculations.

5i (2). IGS Capabilities for Manual and Multiple System Payments —
Combining Garnishments

Management Comments. The Director, DFAS Cleveland stated that DFAS
Garnishment Operations computes the amounts to be deducted from each of the
pay systems. Additionally, there is no need for the system to reconcile these
cases because the total amount entered in the two systems had been computed so
that if the total amount entered into both systems were deducted, only the total
amount ordered would be paid.
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Audit Response. The Director, DFAS Cleveland provided an example of the
paralegal computing and splitting of the garnishment amount between multiple
pay systems. However, the Director of DFAS Cleveland previously
acknowledged that instances exist in which duplicate payments for the same court
order were taken from multiple pay systems. IGS is not capable of consolidating
garnishment amounts received from multiple pay systems. IGS captures payment
information from multiple pay systems and it is logical to establish reconciliation
procedures involving IGS. Establishing reconciliation procedures would assist
with paralegal reviews and enable DFAS Garnishment Operations to identify
duplicate garnishment payments that exceed court order limitations made from
multiple payment systems.

5i (3). IGS Capabilities for Manual and Multiple System Payments —
Duplicate Garnishments

Management Comments. The Director, DFAS Cleveland stated that our
statement that DFAS Garnishment Operations could not identify when employees
had duplicate garnishments deducted from their earnings is correct. This issue
only applies when an individual who is a DoD civilian employee and a military
reservist is activated and later deactivated. However, this situation does not occur
in every instance. These circumstances involve a very specific and limited
number of cases.

Audit Response. We recognize that duplicate garnishments are deducted when
an individual who is a DoD civilian employee and a military reservist is activated
and later deactivated. However, an employee had a garnishment taken by the
Defense Civilian Pay System and DRAS during the same period, which resulted
in duplicate garnishment payments that exceeded court order limitations.

5j. Modification of Garnishment Order of Precedence

Management Comments. The Director, DFAS Cleveland stated that their
procedures are in accordance with the provisions in DoD Financial Management
Regulation volume 7B, chapter 29, section 291105, which specifies that when
multiple court orders are served on a retiree’s pay account, they will be satisfied
on a first-come, first-served basis. This provision is to ensure that when multiple
claimants are involved, they are paid their appropriate portion of the available
disposable pay on the basis of when their claim is received by DFAS. However,
when the claimant on both orders is the same individual, this provision is not
applicable. DFAS Garnishment Operations has always interpreted this provision
as not applying when the payee is the same former spouse.

Audit Response. The DoD Financial Management Regulation 7000.14-R,
volume 7B, chapter 29, section 291105 does not provide that the first-come, first-
served basis is only applicable when multiple claimants are involved. DoD
Financial Management Regulation 7000.14-R, volume 7B, chapter 29, section
291105 states that when several court orders are served on a retiree’s retired pay,
payments will be satisfied on a first-come, first-served basis within the
limitations. Additionally, 10 U.S.C. 1408(e)(4)(A), specifically states that court
orders should be satisfied on a first-come, first-served basis when retired military
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employees had combinations of support order(s) and Former Spouse Act court
order(s). In 10 U.S.C 1408(e)(2), Congress provides:

In the event of effective service of more than one court order which
provide for payment to a spouse and one or more former spouses or to
more than one former spouse the disposable retired pay of the member
shall be used to satisfy (subject to the limitations of paragraph (1)) such
court orders on a first-come, first-served basis.

The specific language in 10 U.S.C. 1408(e)(2) indicates that the first-come, first-
served requirement for cases subject to the limitations of 10 U.S.C. 1408(e)(1)
only applies when there is a spouse and one or more former spouses. Therefore,
the first-come, first-served requirement does not apply to cases subject to the
limitations of 10 U.S.C. 1408(e)(1) in which there is only one former spouse and
no current spouse.

Congress omitted the multiple spouse language from 10 U.S.C. 1408(e)(4)(A),
which provides:

In the event of effective service of a court order under this section and
the service of legal process pursuant to section 459 of the Social
Security Act (42 U.S.C 659), both of which provide for payments
during a month from the same member, satisfaction of such court
orders and legal process from the retired pay of the member shall be on
a first-come, first-served basis.

Therefore, Congress intended that the first-come, first-served provision in
10 U.S.C 1408(e)(4)(A) applies to all cases under 10 U.S.C. 1408(e)(4)(A), even
if there is only one former spouse and no current spouse.

5I. Processing Court Orders Consistently

Management Comments. The Director, DFAS Cleveland stated that allocation
procedures exist for cases when a member is supporting multiple families and the
member does not have enough disposable earnings to pay the entire court-ordered
amounts.

Audit Response. We recognize that the Assistant General Counsel of
Garnishment Operations, Defense Finance and Accounting Service has allocation
procedures for processing multiple family support orders. However, allocation
procedures do not ensure consistent processing of multiple garnishment orders
because only one claimant is involved with multiple garnishment orders.

6. Garnishment Deductions

Management Comments. The Director, DFAS Cleveland stated that based on
their analysis of the cases in the sample and their interpretation of the laws and
regulations, they estimate that they made improper payments of approximately

$16,900.

Audit Response. Based on management comments, we modified our analysis

and the report. However, DFAS still improperly garnished approximately

30



$88,543. We identified a number of issues that resulted in inaccurate information.
The disposable earnings computations of the military pay systems did not include
some miscellaneous debts and Thrift Savings Plan contributions as deductions.
Additionally, DRAS did not include proper tax and deductions for survivor
benefit premiums. DRAS also inaccurately calculated retired military employees’
disposable earnings after members received cost of living adjustments. We also
identified a number of other issues that resulted in improper garnishments from
current and retired DoD employees’ pay. DFAS Garnishment Operations
paralegals did not update IGS garnishment amounts after pay systems
reprogramming, did not properly process terminations orders and multiple family
support orders, and incorrectly entered court-ordered garnishment amounts and
limitations into 1GS. The Director, DFAS Cleveland recognized in her comments
on Recommendation A.2., Recommendation A.4., Recommendation B.3.,
Recommendation B.4., Recommendation B.5., and Section 2a of Appendix C that
most of these issues existed.

Other Matters of Interest — Written Notification to Employees

Management Comments. The Director, DFAS Cleveland stated that they send
notifications when cases are processed both by mail and e-mail through
SmartDocs. Additionally, for some older cases, the IGARN files may not contain
evidence of these letters. However, notification letters are currently saved to
IGARN.

Audit Response. We recognize that evidence of these letters may not be
contained in IGARN for some older cases; however, we identified that DFAS
Garnishment Operations did not always provide written notification to employees
or issue written notification within 15 calendar days for court orders as recent as
FY 2005.
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Appendix D. Report Distribution

Office of the Secretary of Defense
Under Secretary of Defense (Comptroller)/Chief Financial Officer
Deputy Chief Financial Officer

Deputy Comptroller (Program/Budget)
Director, Program Analysis and Evaluation

Department of the Army

Auditor General, Department of the Army

Department of the Navy

Naval Inspector General
Auditor General, Department of the Navy

Department of the Air Force

Auditor General, Department of the Air Force

Other Defense Organizations

Director, Defense Finance and Accounting Service
Assistant General Counsel for Garnishment Operations, Defense Finance and
Accounting Service

Non-Defense Federal Organizations

Office of Management and Budget

Inspector General, Department of Energy

Inspector General, U.S. Environmental Protection Agency
Inspector General, Department of Health and Human Services
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Congressional Committees and Subcommittees, Chairman and
Ranking Minority Member

Senate Committee on Appropriations

Senate Subcommittee on Defense, Committee on Appropriations

Senate Committee on Armed Services

Senate Committee on Homeland Security and Governmental Affairs

House Committee on Appropriations

House Subcommittee on Defense, Committee on Appropriations

House Committee on Armed Services

House Committee on Oversight and Government Reform

House Subcommittee on Government Management, Organization, and Procurement,
Committee on Oversight and Government Reform

House Subcommittee on National Security and Foreign Affairs, Committee on Oversight
and Government Reform
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