e~ a3 Sy

123527

BY THE US GENERAL ACCOUNTING OFFICE

Report To The Secretary Of Defense

Internal Controls Can Be Improved To

Help Ensure Proper And Correct
Military Retirement Payments

Military services pay 1.4 milhon retirees and sur-
vivors about $14 billion each year. A GAO audit
fourid that payments could be made to ineligible,
fictitious, or dead persons. Important pay sys-
tems’ controls, designed to ensure proper or cor-
rect payments, were inadequate, not followed, or
nonexistent For example, the Navy and Marine
Corps lacked adequate separation of duties and
internal checks to ensure that payments were
made only to those retirees and survivors autho-
rized to receive such payments. After GAO's
review, a Navy clerk was indicted for fraud involv-
Ing payments made to fictitious retirement pay
accaunts,

This: report recommends a number of actions
needed to improve the effectiveness of internal
controls in the military retirement pay systems
Defdnse has substantially concurred with these
recommendations. Also, Defense, which Is re-
quired to review its internal controls under provi-
sions of the Federal Managers’ Financial Integ-
nty Act of 1982, reported that military pay
accounting systems need improvement.
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WASHINGTON, D.C. 20348
M
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The Honorable Caspar W. Weinberger
The Secretary of Defense

Dear Mr. Secretary:

This report discusses a number of actions needed to improve
the effectiveness of internal controls in the military retirement
pay systems. Our review was made to determine whether internal
controls were in effect to ensure proper and correct payments to
retirees and survivors.

This report contains recommendations to you. As you know, 31
U.S.C. 720 requires the head of a federal agency to prepare a writ-
ten statement on actions taken on our recommendations. You should
send the statement to the Senate Committee on Governmental Affairs
and the House Committee on Government Operations within 60 days of
the date of the report and to the House and Senate Committees on
Appropriations with the agency's first request for appropriations
made over 60 days after the date of the report.

We also are sending copies of this report today to the Direc-
tor of the Office of Management and Budget; the Chairmen of the
Senate and House Committees on Appropriations, the Senate Committee
on Governmental Affairs and the House Committee on Government Op-
erations; and the Secretaries of the Air Force, Army, and Navy.

Sincerely yours,

Frederick D, Wolf
Director






GENERAL ACCOUNTING OFFICE INTERNAL CONTROLS CAN BE

REPORT TO THE SECRETARY OF DEFENSE IMPROVED TO HELP ENSURE
PROPER AND CORRECT MILITARY
RETIREMENT PAYMENTS

DIGEST
Each year, the military services pay about 1.4 mil-
lion retirees and survivors about $14 billion. 1In
an entitlement program of this size it is very im-
portant that there are sufficient internal controls
in the military services' payment systems to help
ensure that only proper and correct payments are
made. Recently, the Congress, recognizing the need
for better internal controls in the federal govern-
ment, passed the Federal Managers' Financial Integ-
rity Act of 1982 (Public Law 97-255). It calls for
an annual statement, signed by the agency head, at-
testing to the effectiveness of that agency's in-
ternal controls.

Internal controls consist of the plan of organiza-
tion and methods and procedures adopted by manage-
ment to ensure that resources are used according to
laws, requlations, and policies with adequate safe-
guards against misuse, waste, and loss. Management
must also require that reliable data are obtained,
maintained, and accurately disclosed in reports.
Strong internal controls in pay systems can help
ensure that payments are proper and correct. The
adequacy of an internal control system can be as-
sessed by examination of its objectives and the ef-
fectiveness of the techniques used to accomplish
the objectives, GAO conducted this review to find
out whether internal controls were in effect to en-
sure proper and correct payments to retirees and
survivors.

GAO's review of retirement pay systems indicated a
need for the military services to improve internal
control techniques to help ensure that:

--the Navy and Marine Corps place only authorized
persons on the payment rolls,

--payments by the military services continue only
if recipients retain their eligibility for such
payments, and

--payments by the military services are not made to
deceased persons.
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NEED FOR IMPROVED CONTROLS
TO ENSURE THAT ONLY AUTHORIZED
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rolls. For example, in the Navy, no attempt was
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ment pay authorization documents from duties estab-
lishing new accounts in the retirement pnav svstem
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As a result, the same clerk could create fictitious
rni-'lrnmanf- nav anthorization documents and then
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place unauthorized persons on the payment rolls.
In the Marine Corps, whenever incorrect retirement
authorization data were received by the Corps' Fi-
nance Center from the personnel department, pay
clerks had unsupervised access to certain system
input forms used to correct the error. These forms
could also be used to place unauthorized individ-
vale on the retirement vavreoll gvgtem {(Saa n. 4.)
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Navy and Marine Corps officials acknowledged to GAO
that their internal control techniques were weak
and improvements were needed to prevent unauthor-
ized accounts. After GAO's review, a Navy clerk
wag indicted for fraud involving $132,000 paid to
fictitious retirement pay accounts.

NEED FOR IMPROVED CONTROLS
TO ENSURE THAT RECIPIENTS ON

THE ROLLS ARE ENTITLED TO PAYMENTS

After examining all the military services, GAO con-
cluded each service needed better internal control
techniques to ensure that recipients receive only
what they are entitled to. Examples follow:

--Although since 1973 the Department of Defense
(DOD) has required the services to obtain annual
certification of annuitants' eligibility to re-
ceive payments, the Marine Corps had never asked
approximately 2,000 survivors to certify their
eligibility. Following a GAO request, the Marine
Corps put this internal control technique into
effect and requested the required certification
from survivors. Subsequently, the Marine Corps
suspended payments in 11 cases. The other serv-
ices requested annual certifications but the Army
and Navy did not quickly suspend pay accounts
when certifications were not received. For ex-
ample, the Army did not stop payment to survivors
for as long as 22 months after the survivors
failed to return the certifications. (See p. 6.)

ii

»



--Certain separation payments, such as disability
severance and readjustment payments made to vet~
erans on leaving active duty, must be recouped by
the services if the veteran later rejoins the
military and subsequently becomes eligible for
military retirement pay. The Veterans Adminis-
tration (VA) must also recover the payments if
the veteran later becomes eligible for disability
compensation. The services keep a documents file
showing separation payments made and notify VA of
such payments. Under present procedures it is
difficult to ensure that all recoupments are made
because recoupment action, in certain cases, may
be required long after the separation payments
were made and the records of payments often be-
come lost or difficult to find. This was borne
out in a limited examination by GAO which dis-
closed that VA had not recovered, as required,
disability severance payments amounting to over
$131,000. GAO concluded that one technique to
improve internal controls would be a central com-
puterized file of individuals receiving special
payments--a file for use by VA and the services
to help ensure that the required recoupment takes
place., (See p. 6.)

--The DOD Military Retired Pay Manual requires that
deceased retirees' children from 18 to 23 years
old must attend school and remain unmarried to be
eligible for annuity payments. A school attend-
ance certification, signed by the school's regis-
trar, is required for each school period. All
four military services have procedures for ob-
taining these certifications. However, most of
the services (1) do not consistently follow es-
tablished procedures, (2) use inadequate or in-
complete certification forms, (3) do not suspend
or terminate accounts quickly, and (4) need to
validate the certificates submitted to them. GAO
made a limited test of the validity of certifi-
cates and found two apparent cases of fraud in-
volving false certifications. These cases were
turned over to military officials for appropriate
action. (See p. 9.)

NEED FOR IMPROVED CONTROLS
TO ENSURE THAT PAYMENTS
ARE NOT MADE TO DECEASED PERSONS

The internal control techniques of the military
services did not prevent payments to deceased per-
sons because the services generally relied on third
parties, such as banks and the U.S. Postal Service,
to inform the services about these deaths. This
system has proved to be ineffective. For example,
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a match by the services of files on retirement pay
and death information disclosed more than $1.3 mil-
lion paid to deceased persons. (See p. 10.)
Although the match has disclosed significant over-
payments, the military services had not approved
plans to (1) materially expand their sources for
death information, (2) perform computer matches on
a reqular periodic basis, and (3) include survi-
vors' pay files in the matching process. The serv-
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other agencies and did not adequately follow up on
suspected death cases. For example, the Marine
Corps' Finance Center sent preprinted verification
cards to retirees whose accounts match death re-
cords from other sources. The cards request the

Iin Fhair ennial carmsnivrity mivmhara
retirees to wr}-*n P Y WIIC A L DUC‘-G-& Dev‘\‘l--l-b] 1HIUINVCT L O

(which are typed elsewhere on the cards) and return
the cards to the finance center. No signature was
required. If the card was returned, no further ac-
tion was usually taken.

The services need to evaluate their existing con-
trol techniques and determine the additional tech-
niques necessary to improve internal control. The
services also should consider the feasibility of
(1) requiring retirees residing in the United
States to certify periodically they are still alive
and (2) expanding death file matches to be per-
formed on a recurring basis.

Audit reports issued in 1982 and 1983 showed that
other internal controls needed to be strengthened.
For example, a Defense Audit Service report showed
that certain retired officers were overpaid by more
than $3 million because military retirement bene-
fits were not reduced as required by dual compensa-
tion and pay cap legislation. (See p. 12.)

Under the Financial Integrity Act, the secretary
must report to the Congress on the effectiveness of
DOD's internal control systems, whether the systems
conform to the Comptroller General's standards for
internal control, and if any action is planned to
correct the identified weaknesses. 1In 1983, DOD
and each of the military services reported in their
Financial Integrity Act statements that the mili-
tary pay accounting systems, including retirement
pay systems, need improvement. They also cited
various planned corrective actions. GAO plans to
review the corrective actions proposed by the mili-
tary services, including those recommended in this
report, to ensure the services implement them ef-
fectively and promptly. (See p. 13.)
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RECOMMENDATIONS

GAO recommends that the Secretary of Defense direct
the Army, Navy and Air Force to strengthen internal
controls over military retirement pay systems, with
special emphasis placed on correcting the control

deficiencies discussed in the report. (See p. 14.)

AGENCY COMMENTS

DOD substantially concurred in GAO's recommenda-
tions. It said it recognizes the need to strengthen
internal controls and that it also is committed to
periodic evaluation of internal control effective-

ness. (See p. 14.)
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CHAPTER 1

INTRODUCTION

The military services maintain independent payroll systems to
pay and administer benefits to military retirees and annuitants
(survivors), Each military finance center has developed and imple-
mented internal controls for its unique payroll system. This re-
port concentrates on internal controls which affect an individual's
eligibility for military retirement or annuity payments and on how
the finance centers determine whether a payroll system is operating
effectively.

Internal controls consist of the plan of organization and
methods and procedures adopted by management to ensure that re-
source use is consistent with laws, regulations, and policies; that
resources are safeguarded against misuse, waste, and loss; and that
reliable data are obtained, maintained, and accurately disclosed in
reports. Strong internal control systems help ensure that specific
transactions are carried out correctly. Quite simply, internal
controls are checks and balances over all activities of an organi-
zation. Good systems of internal controls will usually help to
prevent or detect fraud, waste, and mismanagment. The adequacy of
an internal control system can be assessed by examination of its
objectives and the effectiveness of the techniques used to accom-
plish the objectives.

As of September 30, 1981, the four military services were pay-
ing over $13.5 billion annually to about 1.3 million military re-
tirees. The services also were paying about $299 million annually
to nearly 74,000 survivors of military retirees.

RESPONSIBILITY FOR INTERNAL CONTROLS

Managers at all levels are required to determine if an agency's
system of internal accounting and administrative controls is ade-
quate (Office of Management and Budget Circular A-123, Aug. 16,
1983). Under the 1982 federal managers' financial integrity law,
the head of each executive agency--beginning December 31, 1983--
also must prepare an annual statement on whether the agency's in-
ternal control system fully complies with the Comptroller General's
standards. 1In addition, a separate report is required on whether
the agency accounting systems conform to the principles, standards
and related requirements prescribed by the Comptroller General.

The following background information is pertinent to areas of
.internal control covered in this report.

Preventing payments to deceased individuals

The Department of Defense (DOD) Military Retired Pay Manual,
which implements a 1931 decision by the Comptroller General, re-
quires reports on whether persons who have their checks delivered
through foreign postal systems actually are alive. Reports are



also required when a retiree has been declared mentally incompetent
and a trustee, guardian, or fiduciary has been appointed to manage
the retiree's financial affairs. Within the United States, the
U.S. Postal Service is relied on not to deliver checks mailed after
the death of the retiree (Comptroller General Decision A-3551,
March 9, 1951). The check envelope notifies the postmaster that if
the addressee is deceased, the check must be returned to the
sender. Also, printed on all retirement pay checks are the words
"retired pay payable only during the life of the payee." When com-
posite checks or electronic fund transfer payments are used, Treas-
ury Department regulations require the financial institution to re-
turn funds deposited after the member's death.

Annual certification of survivors

All military survivors are required to submit an annual eligi-
bility certification to verify their right to continue to receive
annuity pay (Comptroller General Decision A-44004, April 27, 1973).
Under the DOD Military Retired Pay Manual, the military services
annually must validate each survivor's eligibility to receive annu-
ity benefits. In general, a widow or widower under 60 years old
must remain unmarried. Children between the ages of 18 and 23 must
be unmarried and enrolled as full-time students in a recognized
educational institution or be incapable of self support because of
physical or mental disability.

Establishing retirement pay accounts

GAO's Guidance to Federal Agencies on internal management con-
trol in pay, leave, and allowance functions state that internal
control systems should be based on well-defined policies and
clearly stated procedures. It calls for clear assignments of re-
sponsibility, delegation of authority, and proper separation of du-
ties involving authorization, performance, records maintenance, and
review. The GAO guidance also states that internal controls should
provide information on whether or not unauthorized, fraudulent, or
irregular transactions are prevented or discovered. The procedures
used to establish new retirement pay accounts should include these
controls,

Recoupment of readjustment
and severance payments

Military personnel may be entitled to certain payments when
leaving the service including readjustment, severance (nondisabil-
ity), separation, or disability severance pay. In general, if
these individuals reenter military service and subsequently qualify
for a military retirement, they must repay all or part of such pay-
ments by offset against retirement pay. Likewise, if these indi-
viduals become eligibile for a disability compensation from the
Veterans Administration (VA), they must repay all or part of such
payments by offset against VA compensation.

The laws requiring the military services to recoup readjust-
ment and severance payments from members that qualify for a
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military retirement are implemented by the DOD Military Retired Pay
Manual . Furthermore, the military services are responsibile for
preparing a "Certificate of Release or Discharge from Active Duty"
(DD Form 214) for each member who leaves the service. This form
should provide information on the member's length of service, cir-
cumstances relating to the termination of service, and any payment
of readjustment, severance, or disability severance pay. One copy
of the form is forwarded by the military services to VA for use if
the veteran applies for VA benefits.

Validating school attendance for ages 18-23

The DOD manual requires that children of deceased retirees,
who are between the ages of 18 and 23 (age 22 for children receiv-
ing benefits under the Survivor Benefit Plan enacted in 1972) and
are entitled to receive annuity payments, must be unmarried and
pursuing a full-time course of study in a recognized educational
institution. These individuals are required to return a certifi-
cate, signed by the school's registrar, that validates enrollment
for each school semester or other school-year period.

OBJECTIVES, SCOPE, AND METHODOLOGY

Our objective was to determine if the military services used
effective internal controls to help ensure proper and correct pay-

‘ments to retirees and survivors. We reviewed (1) procedures, con-

trols, and the flow of documents relating to establishment, main-

‘tenance, and termination of retirement and annuity pay accounts,

(2) pertinent legislation, policies, and management reports applic-
able to military retirement pay functions, and (3) past audit re-
ports on military retirement pay activities. We also interviewed
military officials to discuss policies, procedures, and the results
of our review,

We examined 66 cases where the Navy paid disability severance.
Most review selections were made because, by comparing data in cer-
tain DOD files, it appeared a strong potential existed that dis-

:ability severance pay was not reimbursed as required by law.

We made our review at the following DOD activities:

--Office of Secretary of Defense (Comptroller), Pentagon,
-~Army Finance and Accounting Center, Indianapolis,

-~-Navy Finance Center, Cleveland,

--Air Force Accounting and Finance Center, Denver, and
--Marine Corps Finance Center, Kansas City, Missouri.

As defined and limited by the scope outlined above, this audit

was made in accordance with generally accepted government auditing
standards.



CHAPTER 2

NEED FOR IMPROVED INTERNAL CONTROLS

TO HELP ENSURE PROPER AND CORRECT PAYMENTS

Military retirement pay systems need strong internal controls
to help ensure proper and correct payments. We found there was a
need to develop better control techniques to help ensure that

--the Navy and Marine Corps place only authorized persons on
the payment rolls,

--payments by the military services continue only if recipi-
ents are entitled to receive such payments, and

--payments by the military services are not made to deceased
persons.

The Defense Audit Service and GAO have reported on other in-
ternal control weaknesses in the military pay systems that resulted
in millions of dollars in overpayments.

: The military services must spend more time determining whether

- they have good internal controls. The Congress recognized the need

- for better internal controls in the entire federal government by
passing the Federal Managers' Financial Integrity Act of 1982 which

- requires an annual statement from each agency head on the effec-

" tiveness of that agency's internal contols.

NEED FOR IMPROVED CONTROLS
- TO ENSURE THAT ONLY AUTHORIZED
. PERSONS ARE PLACED ON PAYMENT ROLLS

Navy and Marine Corps internal controls over the establishment
of retiree and annuitant pay accounts contained weaknesses that could
result in the creation of invalid accounts. Most of the weaknesses
we found were previously reported by the Defense Audit Service in
1979, and those findings were concurred with by DOD. However, the
Navy and Marine Corps did not take adequate corrective action.

The 1979 Defense Audit Service report stated that the military
finance centers needed stronger internal controls to ensure that
only valid accounts were established. The audit found that the fi-
' nance centers generally permitted the same clerk to control retire-
ment source documents, process the documents creating a pay ac-
count, and verify the accuracy and legality of the new account.
This violates an important internal control which requires that
duties involving sensitive functions, such as the establishment of
pay accounts, be separated.

The Defense Audit Service made several recommendations de-
signed to strengthen controls over the establishment of new retiree
accounts. The deputy assistant secretary of defense (management
systems) concurred in the recommendations. We found that the Navy



and the Marine Corps did not implement completely the Defense Audit
Service recommendations.,

We analyzed system and document flow charts and tested trans-
actions used to establish pay accounts in the Navy and Marine Corps
finance centers. We found that:

--Both services allowed certain pay accounts to be established
manually without proper internal controls to ensure the ac-
counts' validity. For example, Navy clerks, in about a 3-
year period ending May 1982, manually set up 3,502 new re-
tiree pay accounts (about 8 percent of all new accounts)
which bypassed an important automated control system used to
verify the retiree's active duty, rate of pay, and years of
service.

--The two services did not separate the duties of controlling
source documents and establishing new pay accounts for re-
tiring reservists. The clerks prepared the documents au-
thorizing retirement pay and set up the accounts. As a re-
sult, the same clerk could improperly create fictitious
retirement pay documents and subsequently place the unau-
thorized persons on the payroll.

--The Marine Corps and Navy did not adequately supervise the
access of clerks to critical forms used to establish pay ac-
counts., For example, if an error was found in retirement
authorization data received by the Marine Corps Finance Cen-
ter from the Corps' personnel department, pay clerks had un-
supervised access to certain system input forms used to cor-
rect the error. These forms also could be used to place
unauthorized individuals on the retirement payroll system.

--Because both services failed to periodically reconcile new
retirement pay accounts with independent sources, such as
retirement orders or personnel records, fraudulent accounts
could go undetected.

Navy and Marine Corps Finance Center officials acknowledged to
us that they had weak internal controls over the general procedures
to set up retirement accounts and they needed better internal con-

rols to prevent the establishment of unauthorized accounts. Fol-
Iowing our review, Navy officials informed us that a Navy clerk was
indicted for fraud involving payments of $132,000 made to ficti-
ilous retirement pay accounts.

NEED FOR IMPROVED CONTROLS TO ENSURE THAT
RECIPIENTS ON THE ROLLS ARE ENTITLED TO PAYMENTS

The military services needed better internal control tech-
niques to ensure that recipients received only what they were en-
titled to. We found that

--the Marine Corps had never asked survivors, as required by
DOD, to certify they were eligible to receive payments,



-~the services lacked good internal control techniques to make
sure that certain separation payments were recovered from
retirees and va beneficiaries, and

-—-the services had inadequate internal control techniques to
determine whether certain survivor recipients between the
ages of 18 and 23 were entitled to payments.

Details on our findings follow:

Inadequate certification
of survivors' eligibility

At the military finance centers, procedures for obtaining the
required annual certificates of survivors' eligibility to receive
annuity payments were inconsistent, inadequate, or nonexistent.
About $300 million is paid annually to 74,000 survivors. DOD re-
quires each service to request from annuitants annual statements
certifying they are alive and not married. This information deter-
mines eligibility to receive annuity payments. Only the Marine
Corps did not follow regqulations by requesting the certifications.
Although the Army and Navy asked for the certifications, they did
not quickly suspend pay accounts if certifications were not received.

Although the certification has been required since 1973, the
Marine Corps had never obtained the certificates from annuitants.
As a result of requiring the certification, the Army, Navy, and Air
Force terminated 318 accounts during the year ending March 31,
1982, At our request, the Marine Corps required certifications
from the 1,950 survivors on its rolls and the Corps subsequently
identified 11 cases requiring suspension of pay. The Marine Corps
began obtaining annual certifications from annuitants in 1982.

Operating procedures of the Army and Navy allowed annuity pay-
ments to continue for 3 to 5 months after recipients failed to re-
turn the required annual certification. Any action to suspend the
payments sometimes occurred many months after these time limits.
For example, we found four Army cases in which payments were not
suspended from 5 to 22 months after survivors failed to return the
certification. 1In another case, at the Navy Finance Center, a sur-
vivor did not return the certificate sent out in March 1980 but the
Navy continued to mail checks for April, May, and June 1980.

The Air Force gives survivors 30 days to return the certifi-
cate. If the certificate is not received in 30 days, payment to
the survivor is stopped. After we completed our field work, Army
Finance and Accounting Center officials informed us that they will
adopt the 30-day criteria in their procedures. We believe the Navy
and Marine Corps also should consider it.

Readjustment and severance
payments not recouped

By law readjustment and severance payments to veterans leaving
active duty must be reimbursed to VA if a veteran later becomes



eligible for VA disability compensation or to the services if a
veteran subsequently rejoins the military and becomes eligible for
military retirement pay. Documents are kept by the services to
show payments made and to notify VA of such payments. The problem
in trying to recover the money is 1dent1fy1ng who has recelved the
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féaujUScméﬁc and severance payments at the time VA awards the dis-
ability compensation or the members become eligible for military
retirement., Many years can elapse between severance payments and
VA awards or retirement payments. Some individuals also might re-
ceive readjustment and severance payments from one military service
and retire from another service. The Army, Navy, Marine Corps, and
VA usually asked the recipients to disclose past readjustment or
severance payments, or clerks searched files manually for such pre-
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cause it maintains a computerized file of the payments and automa-
tically searches it whenever a person enters the retirement pay
file.

Inadequate controls over recoupment
from VA ﬂinahi1i+v nnmnanna+inn

o e A

Although DOD procedures require notification of the appropri-
ate VA regional office when retirees receive disability severance
payments, no control or follow-up was done to make sure the action
was taken or that the information was received, or acted on, by VA.

In 1978, we reported! over $400,000 in readjustment and dis-
ability severance payments made by the Air Force that were not re-
couped by VA when VA compensation was awarded. We recommended that
similar payments made by the other three services be reviewed and,
where appropriate, recovered. Subsequently, in 1980, the Defense
Audit Service reported over $1.5 million in readjustment and dis-
ability severance payments made by the Army, Navy, and Marine Corps
that VA did not recover as required. The overpayments were not re-
couped by VA primarily because VA regional offices lacked informa-
tion indicating that readjustment and disability severance payments
had been made by the military services.

. In this review we examined the records of 66 individuals2 to
whom the Navy paid disability severance during fiscal years 1978-
B1. Fifty-four of these individuals received compensation from VA
but in 25 cases VA had not recouped the Navy's payments amounting
to over $131,000. 1In some cases, the military files showed that
the VA regional office had been sent a copy of the severance pay-
ment document. 'However, for reasons we could not determine, VA's
files did not show that the services had made the payment. In

il
PLetter report to director, Office of Management and Budget (FPCD=-
| 78-75, Dec. 27, 1978).

2Most of these cases were selected for our review because, by com-

' paring data in certain DOD files, it appeared there was a high po-
tential for nonrecoupment of disability severance pay.



other cases, we could not find any record that the services had
notified VA of the severance payments. We provided the 25 cases to
Navy Finance Center officials. They said they would act to notify
VA of the disability severance payments so the required reimburse-
ments could be made,.

Inadequate controls over recoupment
from military retirement pay

After a member of the military receives readjustment or sever-
ance pay, the individual later can become eligible for retirement
pay by (1) rejoining the same or another military service and serv-
ing the required time for retirement or (2) joining a reserve unit
and earning the required retirement credits. 1Inadequate readjust-
ment and severance pay data were gathered to identify the member
and recoup from the member readjustment and severance payments from
military retirement pay.

The Marine Corps relied completely on retirees at the time of
retirement to tell if they had ever received readjustment or sever-
ance pay so reimbursements could be made from retirement pay. Un-
der this procedure, Marine Corps officials estimated that one re-
payment was made each year. Corps officials agreed with us that
weak internal controls for identifying and recouping readjustment
or severance payments have resulted in the federal government los-
ing an unknown amount of money.

The Army's procedures also did not ensure that all readjust-
ment and severance payments were returned. A manual search of new
retirees' files was required to determine if such payments were re-
ceived. The procedure depends on accurate records and how well
each clerk searches through voluminous material to find the re-
quired information. Army Finance and Accounting Center officials
agreed this method fails to recoup the payments.

Between fiscal years 1978 and 1981, the Navy paid about $13.2
million in readjustment and severance payments to 920 members. The
Navy Finance Center relied on clerks who examined voluminous re-
cords manually to identify those retirees who received payments.
This time-consuming exercise may have failed to obtain the required
information. Furthermore, the records could be incomplete. We
identified a Navy retiree who, in 1975, received $15,000 in sever-
ance pay, but the Navy was not reimbursed because it had no record
of the payment.

We found the Air Force had adequate controls to recoup its re-
adjustment and severance payments. Since 1975, the Air Force has
maintained a computerized file of these payments. The files list
2,888 individuals who received over $45.2 million in readjustment,
severance, or separation pay. Matching the stored names and social
security numbers with those of new retirees allows the Air Force to
recoup these payments. From July 1978 through March 1982, the Air
Force has recovered over $3.6 million from 350 retirees.



The military services cannot identify individuals who receive
readjustment or severance payments from one service, subsequently
join another service, and eventually retire. An automated central
file that contains the names of the persons receiving the payments
would be an excellent control technique to ensure the required re-
imbursements.

To ensure all recoupments are made, DOD should establish a
central automated file containing data on readjustment and sever-
ance payments for all the military services. After this file is
established, periodic matches can be made by the military services
and VA against automated retirement pay and disability payment re-
cords. The computer matches will provide the necessary data to
identify potential recoupment cases.

Inadequate validation of
eligibility for ages 18-23

‘ The DOD Military Retired Pay Manual requires that 18- to 23-
year-old children of deceased retirees must attend school and re-
main unmarried to be eligible for annuity payments. A school-
attendance certification, signed by the school's registrar, is re-
quired for each school period. All four military services have
procedures for obtaining these certifications. However, most of
the services (1) did not consistently follow established proced-
ures, (2) used inadequate or incomplete certification forms, (3)
did not suspend or terminate accounts promptly, and (4) needed to
validate some of the certificates submitted to them.

Need to consistently follow procedures

1 The Navy and Marine Corps did not consistently follow guidance
%hich requires semiannual verification of the student status for
all 18- to 23-year-old survivors. In 15 of 20 Navy cases we re-
iewed, dating back to 1978, many student certifications were miss-
ng from the files. Those responsible for maintaining the Marine
Corps' files did not know the number of cases that should be in the
files. We also reviewed 13 Marine Corps cases. 1In one case the
finance center had not requested student status verification in
over a year and in another case, the survivor received annuity pay-
ments for 9 months after his 18th birthday before student verifica-
tion was requested.

Inadequate certification forms

The Army, Navy, and Marine Corps used certification forms that
failed to verify marital status of survivors aged 18 to 23. Married
survivors are ineligible for survivor benefit payments. If the an-
nuitants did not volunteer information about their marital status,
énnuity payments could have been made to ineligible recipients.

Need to promptly suspend accounts

The accounts of 18- to 23-year-old survivors who failed to
&erify student status were not promptly suspended by the Army,
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Navy, and Marine Corps. For example, in a Navy case a survivor who
was sent a school certification form on January 30, 1980, never re-
sponded but the Navy did not stop sending checks until August 1980.
One Marine Corps survivor had been paid for 9 months after the cer-
tification forms were sent out before payments were stopped.
Another survivor was still receiving benefit payments although no
verification of student status had been received in over a year.

We examined three Army cases in which we identified overpayments
totaling $4,756. This occurred because the Army did not promptly
suspend payments after it knew the recipients were no longer eligi-
ble.

Need to validate
certificates of eligibility

Certificates of eligibility need to be verified periodically
but only the Air Force had taken steps to do this. 1In February
1981, the Air Force Accounting and Finance Center provided to the
Air Force Office of Special Investigation a list of 277 individuals
between ages 18 and 22 who were receiving survivor annuities. The
Office found nine ineligible survivors including three survivors
who were fraudulently overpaid a total of about $6,900.

In our limited work at the Navy and Army, we found two appar-
ent fraud cases resulting from false certifications. These cases
were turned over to military officials.

Military officials agreed that procedures were needed to spot
check the validity of school attendance certifications.

NEED FOR IMPROVED CONTROLS TO ENSURE THAT

PAYMENTS ARE NOT MADE TO DECEASED PERSONS

A computer match of the names of military retirees with death
records from various sources had demonstrated that the military's
internal control techniques to identify and terminate payments to
deceased individuals 4o not always work. Also, once information
had been received which indicated the pay recipient may be dead,
the Army and Marine Corps need improved follow-up procedures to
verify the retiree's death. Furthermore, the military services
either lacked or did not fully implement procedures for sharing
death information with other federal agencies, such as VA, which
may also be making payments to the deceased.

Existing control techniques found wanting

The services have generally relied on third parties, such as a
relative or bank or post office officials, to notify them of a re-
tiree's or annuitant's death. It is stated on each check that it
is payable only during the payee's life. Under Treasury regula-
tions, financial institutions are responsible for returning funds
received by electronic funds transfer or composite check after the
payee's death. These controls were tested in 1981 when the services
made a computer match of the names of military retirees (annuitants
were excluded) with death records obtained from Texas, California,
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VA, and a private firm. The information disclosed in the match re-
sulted in the services terminating 155 retirees' pay accounts that
represented overpayments of more than $1.3 million. Although
third-party death notification is the primary way to prevent pay-
ments to deceased recipients, this computer match shows that it has
not been completely effective.

About 440,000 retirees over 60 years old receive over
$425 million monthly. Considering this fact and the computer match
results, the services need to examine alternatives to strengthen
internal controls.

An additional technique for consideration is to require all
retirees listed on the rolls who reside in the United States to
periodically certify their existence. Certifications are already
required for retirees residing in foreign countries and for all
annuitants. Another option would consider the feasibility of con-
ducting the computer death matches regularly. In this connection
we found that the services had no formal plans to (1) materially
expand their source of death statistics such as the records of
other states, (2) perform computer matches regularly, and (3) in-
clude survivors' records in such matches.

Need to improve follow-up procedures
ugsed to verify retirees existence

The Army and Marine Corps need to strengthen internal control
procedures to resolve cases of suspected deaths identified by com-
puter matches.

We examined 15 Army cases identified by the computer match as
possibly pertaining to deceased retirees. In five cases, insuffi-
cient information was contained in the retirees' pay folders or ob-
tained by telephone inquiries made by finance center personnel to
conclude the retiree was either dead or alive. For example, one
case file contained no correspondence or evidence of contact with
the retiree for the past 12 years. To resolve the question an Army
Finance Center clerk made a telephone call and decided on that ba-
sis the retiree was still alive. Since the clerk could not verify
whom he talked to and whether the correct information was obtained,
we believe this is an inadequate follow-up procedure.

Marine Corps procedures were also inadequate. The Corps' Fi-
nance Center sent preprinted verification cards to suspected de-
ceased retirees, asking the retirees to enter their social security
numbers (already typed in another location on the card) and return
it to the finance center. No signature was required. Usually no
further action was taken.

The Navy and Air Force procedures were better than those used
by the Army and Marine Corps. The Navy, for example, sends a let-
ter to each suspected deceased retiree, requesting the return of a
notarized eligibility certificate to confirm the individual is en-
titled to continue receiving retirement pay.

1



Death information not always
shared with other federal agencies

Military retirees often receive benefits from other federal
agencies, such as disability benefits paid by VA and civil service
annuities paid by the Office of Personnel Management. However, the
military services were not making sure that all the information
disclosed by computerized death matches was shared with these fed-
eral agencies which may be making payments to deceased individuals.

The Navy and Army had no notification procedures to alert fed-
eral agencies about these payments. For example, we found 521 ac-
tive cases at the Navy Finance Center were identified by the compu-
ter match as pertaining to possible dead persons. The Navy did not
follow up on these suspected cases because they found that the re-
tirees had elected to receive VA benefits instead of Navy retire-
ment pay. The Navy was not required to notify VA of the cases
which, as a result, were not forwarded to VA. However, the Navy
promised to take corrective action.

The Air Force and Marine Corps did not always follow their
procedures requiring notification of other federal agencies making
payments. For example, in five of the nine cases we tested, we
found that the Air Force had not notified VA that, according to the
computer matches, VA might be paying dead people.

To successfully prevent improper payments to deceased re-
tirees, the services need to share death notice 1nformat10n with
other federal agencies.

RECENT REPORTS SHOW OTHER
WEAKNESSES IN INTERNAL CONTROLS

The Defense Audit Service issued a 1982 report3 which said
controls had not been established to prevent overpayments to cer-
tain military officer retirees when they enter federal civil serv-
ice. We also have recently issued a report4 which points out that
in 1981, overpayments of more than $6.6 million to military re-
tirees and survivors were identified in the DOD and VA interagency
system,

The two reports are summarized below.

Failure to make dual compensation
and pay cap offsets

The Defense Audit Service estimates that as of March 31, 1981,
military retirees received overpayments exceeding $3 million be-
cause required offsets to military retirement pay were not made
when the retirees entered the federal civil service. Civilian

3pefense Audit Service report, Number 82-143, Sept. 30, 1982.

4Military Services and the VA Can Reduce Overpayments by Improving
Exchange of Pay Data, GAO/AFMD-83-39, July 12, 1983.
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personnel officers sometimes fail to notify the services when em-
ploying a m111tary retiree, and the services do not have procedures
for identifying such cases. Under dual compensation legislation,
certain retirees can receive only a portion of their retirement pay
if they enter federal civil service. Pay cap legislation provides
that the total of military retirement and civil service pay cannot
exceed the pay cap. Offsets are supposed to be made against mili-
tary retirement pay but the military services do not have effective
controls to ensure such offsets are made. 1In many instances, nei-
ther the civilian agencies'’ personnel officers nor the retirees no-
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tified the military service when federal civilian employment was
begun.

The Defense Audit Service report recommended that the assist-
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om VA if an equal amount 1s deducted from m111tary retirement or

g,nuifv pay. In 1981, overpayments exceeding $6.6 million were
identified in the DOD and VA 1nteragency system for improperly pay-
ing military retirees and survivors. The overpayments were pri-

marily caused by the failure to deduct VA compensatlon from mili-
tary retirement benefits., as required by law. because VA 4did not
provide adequate VA payment information to the services. No syste-
matic procedure existed to ensure that VA would notify the services
about all VA awards of disability compensation, disability pen-

sions, and dependency and indemnity compensation.

DOD RECOGNIZES NEED IN FINANCIAL INTEGRITY LAW
STATEMENTS TO IMPROVE MILITARY PAY SYSTEMS

Under the financial integrity law, the Secretary of Defense
and the military services reported, as of September 1983, on the
adequacy of internal controls and accounting systems. In these
statements, they recognized the need to improve military pay ac-
counting systems including retirement pay systems. For example,
the Army said that it has developed the means to identify Army re-
tirees and beneficiaries whose deaths have not been reported so it
can promptly terminate retirement benefit payments.

We plan to review the corrective actions proposed by the serv-

ices, including those recommended in this report, to ensure that
the services implement them effectively and promptly.
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CONCLUSIONS

The military services lacked important internal controls to
help ensure proper and correct payments to military retirees and
surviviors.

Better control techniques are needed so that

~-the Navy and Marine Corps place only authorized persons on
the payment rolls,

~--payments by the military services continue only if recip-
ients are entitled to receive such payments, and

--payments by the military services are not made to deceased
persons.

RECOMMENDATIONS

We recommend that the Secretary of Defense direct the services
to ensure that

--internal controls over establishing new retirement pay ac-
counts are strengthened,

-—-annuitants submit certificates of eligibility, and where ap-
propriate, payments to ineligible persons are promptly ter-
minated and overpayments collected,

--controls over payments to 18- to 23-year-old survivors at-
tending school are improved, and

--existing control techniques to identify deceased persons on
the payment rolls are improved and to ensure that the feasi-
bility of additional control techniques are considered in-
cluding (1) requiring certifications of existence from re-
tirees residing in the United States and (2) expanding the
computer death matches and performing them on a recurring
basis.

We also recommend that the Secretary of Defense ensure that a
central computerized data file is developed and used to identify
recipients of readjustment and severance pay so that the services
and VA can make required offsets to benefits paid.

AGENCY COMMENTS

DOD substantially concurred in our recommendations. It said
it recognizes the need to strengthen internal controls and also is
committed to periodic evaluation of the effectiveness of internal
controls,
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DOD told us that

--gtronger internal controls have been placed over the estab-
lishment of new retirement pay accounts,

--the services will ensure that annuitants submit eligibility
certificates and the termination of payments to ineligible
persons after a set time period,

--an attempt will be made to incorporate data on readjustment
and severance pay recipients into an existing data base
maintained by Defense Manpower Data Center, and

--the services will ensure that the controls over payments to
18-23 year-old survivors are improved.

In accordance with our recommendation to consider the feasi-

bility of additional control techniques to identify deceased per-
sons, DOD said that:

--It can make better use of the report of existence to ensure
prompt notices that persons are deceased. Specific improve-

ments it can make in using the report are currently under
consideration.

| =-Periodic death matches have been made since our audit. Re-
cent legislation also requires the Social Security Adminis-
tration to gather death records furnished by states. This

will provide a common data base for death record matches.

DOD also informed us that some statements in the draft report
needed clarification and, where it was appropriate, we made
changes.

(903044)
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