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Fact Sheet: Auditing the Department of Defense

The Problem

In 2022, the U.S. Department of Defense (DOD) had a larger budget than Russia, China, the United
Kingdom, Germany, and France combined." Despite its sheer size and importance, it has never
managed to pass a financial audit. This failure is compounded by the agency’s archaic financial
management system, which in 2023 prevented 63% of its components from accounting for their share
of its $3.8 trillion in assets.” The DOD’s financial problems will only be exacerbated further by the
recently approved House defense budget of $883.7 billion, a topline dollar figure that continues to
balloon year after year.’

Since the 1990s, most federal agencies have been statutorily required to have their financial
statements audited, with the DOD conducting its first audit back in 2018.* The Pentagon’s deficiency
in sharing financial data so auditors can do their jobs has left numerous independent auditors feeling
stymied. It is in the best interest of the DOD to obtain sufficient financial evidence to provide the
basis for an audit opinion. As the DOD inspector general reported in 2023, forecasting future demand
for Army spare parts was only 20% accurate on average, and the number of spare parts DOD does not
need nor predict for use is in the hundreds of millions of dollars.’

The Government Accountability Office (GAO) has stated that auditing the DOD can help improve its
financial systems and recordkeeping.® DOD audits have resulted in short- and long-term benefits such
as identifying billions of dollars of “assets that DOD did not know existed,” as well as saving millions
of dollars in filling requisitions with items inventoried through audits.” An example of why auditing is
so critical for military readiness can be found in the 2022 Navy audit, which uncovered $4.4 billion in
previously untracked inventory.® That same year, the Air Force also corrected approximately $5.2
billion in historical variances on its equipment and accumulated depreciation general ledger accounts.’
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The Solution

Ensuring safeguards for a clean financial audit will allow Congress and the public to understand and
identify wasteful spending within the DOD. In our testimony for the House Committee on Oversight
and Accountability, we made it clear that the Defense Department is not currently positioned to pass
an audit. It’s time for Congress to step in and force the issue.'? Fortunately, both the House and the
Senate are currently considering bipartisan bills that would require a clean audit from the Pentagon.
To avoid waste and address bloating in the defense budget, as well as to maintain and ensure military
readiness, the Pentagon must be required to better manage and track its assets and pass a clean agency
audit.

Congress can use the “power of the purse” to ensure the DOD changes its financial management
practices by penalizing the agency for failing to pass an audit. To that end, Congress should
e refuse to increase funding for DOD components that fail to complete a clean audit; and
e support legislation that would penalize DOD components for that failure. Levying financial
penalties against DOD will give the audit requirement teeth and incentivize the department to
take it seriously.

Additional Context
Two bipartisan bills have been introduced in Congress to help ensure the DOD completes a clean
audit. They are:

e Audit the Pentagon Act of 2023 (H.R. 2961 and S. 2054): This bill would require any DOD
component that fails to complete a clean audit to return 0.5% of its budget to the Treasury for
that fiscal year and 1% for any subsequent fiscal year.!' However, the bill would allow the
president to waive these reductions and would exclude reductions to accounts related to
military personnel, reserve personnel, National Guard personnel, and military health care
programs. The bill has 11 bipartisan co-sponsors in the Senate and 28 bipartisan co-sponsors
in the House.

* H.R. 7603: This bill would direct the Secretary of Defense to “ensure that the audit of the
financial statements of the Department of Defense for fiscal year 2024 is conducted using
technology that uses artificial intelligence.”'? Utilizing technology that employs artificial
intelligence could help advance DOD systems and assist in passing future audits. The bill was
referred to the House Armed Services and Appropriations Committees.
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