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Dear Director Davis: 
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Your May 7th response to my March 19th inquiry regarding the $109 million in fraudulent 

payments to Ms. Janet Mello is unsatisfactory for three reasons: I) You do not answer my questions; 

2) You do not explain why the Mello case was allowed to fester undetected for six years; and 3) You

do not explain how you will bring internal controls up to required standards.

First, please answer aII my questions. The list is attached for your convenience. 

Second, your letter opens with this truncated thought: "financial controls are very important 
to the Defense Department and Defense Finance and Accounting Service (DF AS)," as they should 

be. However, you need to expand on that. As the Pentagon's chief bill payer, you need to explain 

why internal controls are important. You need to explain how they should play a key role in detecting 

and deterring theft and preventing fraudsters like Mello from ripping off the taxpayers. You need to 

tell us why they failed in the case of Mello, and fully explain how you are planning to beef up 

controls. You need to get to work with the financial managers in the Pentagon on designing a whole 

new system of internal controls that will permanently plug all the holes. To get there, the department 

should acquire modern, fully integrated accounting systems that are capable of tracking transactions 

- the lifeblood of controls.

Third, you also make a claim that defies understanding given the hundreds of millions of 
taxpayer dollars lost to fraud. You assert that the fraudulent payments to Ms. Mello "complied with 

applicable DoD regulations and policy." What is the meaning of that statement? Clearly, 
something is very wrong. Mello was able to drive a Mack Truck right through gaping holes in DF AS 

controls from at least December 2016 until August 2023. DFAS was clueless until the Army's 

investigative agency blew the whistle. To make matters worse, in reading court documents, I see a 

number of irregularities or red warning flags. Mello - with DF AS cooperation -- may have used 

some very unusual and clever payment procedures to circumvent controls. Her complicated payment 

instructions should have alerted DF AS watchdogs: "Something doesn't smell right." A quick spot 

check of Mello' s fictitious "work site" could have blown her cover in short order. On-site inspections 

are a valuable way to verify delivery with certainty. 
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MEMORANDUM FOR SENATOR GRASSLEY 

SUBJECT: Joint Review 
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21 September 1998 

Enclosed is a copy of our "as of now" draft of the Report on 
the Joint Review of Internal Controls at DoD. 

It has been more than a year since you and Mr. Hale chartered 
this review, and many expected closure in a few weeks. Howev7r, 
after reading our report and the associated GAO rep�rt and hea

7
ing 

the testimony of witnesses at the September 28 hearing, �e believe 
you will agree with us that the problems are more sE;r1;ous, more 
wide-spread, and more deeply-rooted than any of us antic1pa�ed. It 
follows that opportunities for improving our stewardship are 
equally large if we follow through. 

We are continuing to work on this draft. we ask that you allow 
us to brief you, preferably with Mr. Hale, at your earliest 
convenience. 

LL... ' /IJA.•,. ✓, 
CHARLES MURPHY 

Legislative Assistant 
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MEMORANDUM FOR MR. HALE, SAF/FM 

SUBJECT: Joint Review 

21 September 1998 

Enclosed is a copy of our •as of now" draft of the Report on 
the Joint Review of Internal Controls at DoD. 

It has been more than a year since you and Senator Grassley 
chartered this review, and many expected closure in a few weeks. 
However, after reading our report and the associated GAO report and 
hearing the testimony of witnesses at the September 28 hearing, we 
believe you will agree with us that the problems are more serious, 
more wide-spread, and more deeply-rooted than any of us 
anticipated. It follows that opportunities for improving our 
stewardship are equally large if we follow through. 

We are continuing to work on this draft. We ask that you allow
us to brief you, preferably with Senator Grassley, at your earliest 
convenience. 

CHARLES MURPHY 
Legislative Assistant 
Office of Senator Grassley 
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